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The overall scale of the middle market and tailwind of private equity (PE) sponsor 
transaction activity has created an ever-present need for middle market debt financing. 
But the middle market is vast, comprising companies that range from as small as 
$100 million to as large as $1 billion in enterprise value. By pursuing direct lending 
opportunities in the core middle market, investors may benefit from a fragmented 
opportunity set, a more favorable competitive environment, and attractive yields, 
among other potential advantages.

Here, we define the core middle market, describe the development of the market 
landscape, and identify essential ingredients for success when pursuing a direct lending 
strategy in the core middle market.

What is the core middle market?

We define the core middle market as companies with between $100 million–$750 million 
in enterprise value and generating annual revenues between $10 million−$1 billion. The 
universe of companies in this segment is highly fragmented and represents a wide range 
of sectors and industries. 

Relative to the lower middle market, companies in the core middle market have more 
robust infrastructure and governance and therefore tend to be less exposed to negative 
idiosyncratic events. Relative to the upper middle market, the core middle market is more 
fragmented and features a friendlier competitive environment.

Segmenting the direct lending market

Lower middle market Core middle market Upper middle market

Company enterprise 
value

< $100 million $100 million – 
$750 million

$750 million – 
$3.0 billion

Company debt facility < $50 million $50 million – 
$400 million

$400 million – 
$1.5 billion

Company exposure 
to negative 
idiosyncratic risks

High Medium Low

Company 
infrastructure and 
governance

Limited Developed Advanced

Competitive 
landscape for deals

• Highly fragmented
• Strategy specific

• Fragmented 
• Less competitive due 

to club transaction 
focus

• More concentrated
• Highly competitive
• AUM growth focus

Participants Small BDCs, small loan 
managers, and junior 
capital providers

Stand-alone credit 
platforms and 
medium-sized BDCs

Largest diversified 
credit platforms, 
regional/investment 
banks, large BDCs, 
and CLOs
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Overview

• The core middle market 
presents a large and 
fragmented opportunity 
set and attractive 
competitive dynamics 
vs. the upper middle 
market.

• Potential total return 
advantages include high 
current income relative 
to liquid markets with 
lower volatility.

• Sourcing and due 
diligence expertise is 
essential for success 
in this space due 
to the idiosyncratic 
nature of investment 
opportunities, while ESG 
experience can also 
differentiate lenders.
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Market landscape

Large, fragmented market with attractive characteristics.

The US middle market is a large and diverse ecosystem that represents virtually 
every industry, including business services, industrials, healthcare, consumer, and 
financial services.

The US middle market at a glance

200,000 33% 48 million
US Middle Market 
companies

of US Private Sector GDP Employees

Source: National Center for the Middle Market, as of December 2022.

Sector diversity of direct lending

■ Business Services 20%
■ Industrials   17%
■ Consumer Discretionary 16%
■ Healthcare   14%
■ Financials   10%
■ Other   5%
■ Consumer Staples 4%
■ Telecom Services 4%
■ Energy   3%
■ Materials   3%
■ Real Estate   3%
■ Utilities   1%

Source: Cliffwater 2022 Q3 Report on U.S. Direct Lending.

Potential structural advantages of middle market senior secured loans

Middle market senior secured loans offer structural advantages that have the potential 
to meaningfully mitigate downside risk. 

• Senior position in the capital structure: Middle market senior secured loans sit 
atop the capital structure and are secured against substantially all of the assets 
of the company.

• Terms: As bespoke arrangements created by a small group of lenders, terms 
are generally more favorable relative to the upper middle market—perhaps 
most importantly in the ability to include covenants that provide the lender 
an ability to proactively engage with the borrower should circumstances of the 
company change. 

• Inflation hedge: Middle market loans are floating rate instruments that can help 
to hedge against inflationary risk

• Attractive spreads: To compensate investors for the market’s illiquidity and 
inefficiency, the direct lending asset class generally provides a yield premium relative 
to more liquid debt offerings

• Prepayment protection: Middle market loans often provide mechanisms such as call 
protection to compensate lenders for prepayment, limiting reinvestment risk.

Comparing lending terms 
in the core vs. upper middle 
market

Terms in the core middle 
market are generally more 
attractive relative to the 
upper middle market, which 
is a more competitive space 
due to the larger size of 
deals and availability of 
traditional capital financing 
for many deals. For example, 
maintenance covenants 
continue to persist in the 
core middle market while 
there has been erosion in the 
ability to obtain meaningful 
maintenance covenants in 
the upper middle market.

Why are these covenants 
significant? They can help 
lenders:

• Proactively address 
problems early 

• Limit cash leakage
• Preserve collateral value 
• Force deleveraging when 
necessary



Key ingredients for success in middle market direct lending

We believe success in middle market direct lending requires two core areas of expertise: 
sourcing and due diligence.

Sourcing capabilities

The core middle market is extremely relationship-driven. Origination in the middle market 
requires strong connectivity and direct relationships with a broad base of private equity 
sponsors, networks of advisors, service providers, and management teams. Sponsors 
continuously seek to receive financing from lending professionals and platforms with 
whom they have had extensive experience—relationships driven by longevity, reputation, 
and trust. Credit platforms that offer borrowers a range of capital sources and are 
staffed with professionals who maintain close relationships with sponsors and issuers 
are particularly well-positioned.

Due diligence expertise

Middle market underwriting requires bottom up, fundamental diligence to 
comprehensively evaluate the health of the borrower. Unlike traditional debt strategies, 
middle market loan portfolios tend to be comprised of illiquid positions, meaning that 
a lender is likely to maintain an investment until repayment. A comprehensive evaluation 
of the issuer is needed to understand the sustainability of the business model and any 
potential issues that could impact the borrower’s ability to service its debt obligations. 
Sector knowledge is required to review an issuer’s performance, risks, and sector-specific 
concerns. Private credit platforms that possess sector-specific expertise and extensive 
industry relationships tend to be favored by deal sponsors as they can effectively and 
efficiently underwrite transactions.

Learn more about Invesco Direct Lending 

The Invesco Direct Lending team has more than 25 years of experience lending to middle 
market companies. We structure our core middle market loans to sit atop of the capital 
structure of fundamentally sound companies alongside trusted private equity sponsors. 
We underwrite our deals to conservative credit metrics and leverage our experienced 
team to drive differentiated sourcing and enable rigorous diligence, including full 
integration of ESG considerations. This allows us to construct conservative and durable 
portfolios with meaningful downside mitigation while targeting attractive current income.

We believe middle market direct lending can offer investors a compelling opportunity 
to generate significant income potential with lower volatility relative to traditional fixed 
income. To learn more about Invesco’s direct lending approach in the core middle market, 
please contact your Invesco representative.

About risk

The value of investments and any income will fluctuate (this may partly be the result of exchange rate 
fluctuations) and investors may not get back the full amount invested.

Alternative investment products, including private debt, may involve a high degree of risk, may engage in 
leveraging and other speculative investment practices that may increase the risk of investment loss, can 
be highly illiquid, may not be required to provide periodic pricing or valuation information to investors, 
may involve complex tax structures and delays in risk of investment loss, can be highly illiquid, may not 
be required to provide periodic pricing or valuation information to investors, may involve complex tax 
structures and delays in distributing important tax information, are not subject to the same regulatory 
requirements as mutual funds, often charge higher fees which may offset any trading profits, and in many 
cases the underlying investments are not transparent and are known only to the investment manager. 
There is often no secondary market for private debt interests, and none is expected to develop. There may 
be restrictions on transferring interests in such investments.
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Important information

This document is for informational purposes only and is not an offering. It is not intended for and should not be 
distributed to, or relied upon, by members of the public or retail investors. Circulation, disclosure, or dissemination 
of all or any part of this document to any unauthorized person is prohibited. Please do not redistribute this document. 

Furthermore, this document does not constitute an offer or solicitation in any jurisdiction in which such an offer 
or solicitation is not authorized or to any person to whom it is unlawful to make such an offer or solicitation. This 
document does not take into account individual objectives, taxation position or financial needs and should not be 
relied upon as the sole factor in an investment making decision. Nor does this constitute a recommendation of the 
suitability of any investment strategy for a particular investor. Investment returns and principal value will fluctuate 
(this may partly be the result of exchange rate fluctuations) so that when redeemed, an investor may not get back 
the full amount invested. Current tax levels and reliefs may change. Depending on individual circumstances, this 
may affect investment returns. As with all investments, there are associated inherent risks, please obtain and read all 
information carefully before you decide to invest. 

All material presented is compiled from sources believed to be reliable and current, but accuracy cannot be 
guaranteed. It is not our intention to state, indicate or imply in any manner that current or past results are indicative 
of future profitability or expectations. The opinions expressed herein are based on current market conditions and 
are subject to change without notice. Invesco makes no representation or warranty, expressed or implied, regarding 
any prospective investor’s legal, tax or accounting treatment of the matters described herein, and Invesco is not 
responsible for providing legal, regulatory or accounting advice to any prospective investor. All data is in US$ unless 
indicated otherwise. 

Restrictions on distribution: This information is being delivered to the types of investors listed under the Audience 
and Issuer Information section in order to assist them in determining whether they have an interest in the type of 
Strategy described herein. It has been prepared solely for information purposes. The distribution and offering of the 
Strategy in certain jurisdictions may be restricted by law. Persons into whose possession this document may come 
are required to inform themselves about and to comply with any relevant restrictions. Persons interested in acquiring 
Strategy should inform themselves as to (i) the legal requirements in the countries of their nationality, residence, 
ordinary residence or domicile; (ii) any foreign exchange controls and (iii) any relevant tax consequences.
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Audience and Issuer Information

This document is intended only for Professional Clients in Continental Europe (as defined below) and the UK; 
in Hong Kong for Professional Investors; in Switzerland for Qualified Investors; for Institutional Investors in 
Singapore, and Sophisticated or Professional investors in Australia, and the USA for Institutional Investors. In 
Canada this document is for use by investors who are (i) Accredited Investors, (ii) Permitted Clients, as defined 
under National Instrument 45-106 and National Instrument 31-103, respectively. Israel: For qualified clients/ 
sophisticated investors only. It is not intended for and should not be distributed to, or relied upon, by the public. 

US and Canada 
This document is for Institutional Investors in the US; in Canada this document is for use by investors who are 
(i) Accredited Investors and (ii) Permitted Clients, as defined under National Instrument 45 106 and National 
Instrument 31 103, respectively.

Issued in the US by Invesco Senior Secured Management, Inc., 225 Liberty St., 12th Floor, New York, NY 10281.

Issued in in Canada by Invesco Canada Ltd. 120 Bloor Street East, Suite 700, Toronto, Ontario M4W 1B7.

No securities commission or similar authority in Canada has reviewed or in any way passed upon this document or 
the merits of the securities described herein, and any representation to the contrary is an offence. Please obtain and 
review carefully the Canadian offering memorandum relating to the securities described herein before investing. 
Invesco makes no representation or warranty, expressed or implied, regarding any prospective investor’s legal, 
tax or accounting treatment of the matters described herein, and Invesco is not responsible for providing legal, 
regulatory or accounting advice to any prospective investor. 

Asia-Pacific

Hong Kong  
This document is distributed, circulated or issued to professional investors (as defined in the Hong Kong Securities 
and Futures Ordinance (the “SFO”) and any rules made under the SFO or as otherwise permitted by the SFO only in 
Hong Kong. 

This document is issued in Hong Kong by Invesco Hong Kong Limited 景順投資管理有限公司, 41/F, Champion 
Tower, Three Garden Road, Central, Hong Kong.

Singapore 
This advertisement has not been reviewed by the Monetary Authority of Singapore. This document is solely provided 
to Institutional Investors in Singapore. It may not be circulated or distributed, whether directly or indirectly, to 
persons in Singapore other than to an institutional investor under Section 304 of the Securities and Futures Act, 
Chapter 289 of Singapore (the “SFA”) or otherwise pursuant to, and in accordance with the conditions of, any other 
applicable provision of the SFA.

This document is issued in Singapore by Invesco Asset Management Singapore Ltd, 9 Raffles Place, #18-01 Republic 
Plaza, Singapore 048619.

Australia 
This document has been prepared only for those persons to whom Invesco has provided it. It should not be relied 
upon by anyone else. Information contained in this document may not have been prepared or tailored for an 
Australian audience and does not constitute an offer of a financial product in Australia. You may only reproduce, 
circulate and use this document (or any part of it) with the consent of Invesco. 

The information in this document has been prepared without taking into account any investor’s investment 
objectives, financial situation or particular needs. Before acting on the information the investor should consider its 
appropriateness having regard to their investment objectives, financial situation and needs. 

You should note that this information: 

• May contain references to dollar amounts which are not Australian dollars; 
• May contain financial information which is not prepared in accordance with Australian law or practices; 
• May not address risks associated with investment in foreign currency denominated investments; 
• Does not address Australian tax issues. 

Issued in Australia by Invesco Australia Limited (ABN 48 001 693 232), Level 26, 333 Collins Street, Melbourne, 
Victoria, 3000, Australia which holds an Australian Financial Services License number 239916. 

Europe 
This marketing document is exclusively for use by Professional Clients Austria, Belgium, Denmark, Finland, France, 
Germany, Italy, Luxembourg, Netherlands, Norway, Portugal, Spain, Sweden, UK, Switzerland, and Qualified Clients/ 
Sophisticated investors in Israel. This document is not for consumer use, please do not redistribute.

Israel 
This document may not be reproduced or used for any other purpose, nor be furnished to any other person other 
than those to whom copies have been sent. Nothing in this document should be considered investment advice 
or investment marketing as defined in the Regulation of Investment Advice, Investment Marketing and Portfolio 
Management Law, 1995 (“the Investment Advice Law”). Investors are encouraged to seek competent investment 
advice from a locally licensed investment advisor prior to making any investment. Neither Invesco Ltd. nor its 
subsidiaries are licensed under the Investment Advice Law, nor does it carry the insurance as required of a 
licensee thereunder.


