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U
nderwriting debt finance for M&A 
deals has been a difficult business 
in the first half of 2026. The US 
war with Iran and directly 
associated hikes in energy prices 
have brought the risk of rising 

inflation and interest rates back into the frame. 
Meanwhile, AI disruption to the software sector, 
which accounts for roughly a quarter of lending 
portfolios, has added further uncertainty for 
lenders to grapple with.

These headwinds saw European syndicated 
loan issuance drop to €22.7bn in the first quarter 
of 2026 – less than half the Q1 2025 levels, 
according to research by DC Advisory. More than 
80% of that issuance pre-dated the US airstrikes 
on Iran at the end of February.

The uncertainty at the large-cap end of the 
financing market has trickled down into the 
mid-cap space, where financing deal volumes 
have also dropped off. In the UK, middle market 
debt financing volume dropped from 88 deals in 
Q4 2025 to 64 deals in Q1 2026, according to 
DC Advisory.

“Transactions are taking longer because there 
are simply more variables to consider. Processes 
that might once have concluded quickly are now 
taking months, as markets adjust to ongoing 

UK debt markets are open for business, but 
lenders are increasingly selective when it 

comes to underwriting deals against a highly 
volatile macroeconomic backdrop.  
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uncertainty,” says Jeremy Harrison, managing 
director at White Oak.

Resilience please
Despite constant geopolitical and macroeconomic 
uncertainty, however, lending markets for M&A 
are still very much open for business. 

In previous cycles, the levels of uncertainty 
we’re currently seeing would have shut financing 
markets down for prolonged periods of time, 
but lenders are adapting nimbly to changing 
circumstances and repricing risk at pace.

“Debt markets have shown a remarkable ability 
to absorb geopolitical shocks and recover far more 
quickly than many investors expect,” says EY 
debt advisory partner Luke Reeve. “If you look at 
the five-year credit default swap (CDS) index for 
senior financials, it’s sitting at one of its lowest 
levels in around 20 years. 

“That tells you lenders still see relatively little 
risk in the banking system, despite everything 
happening in the wider world. Compared with 
previous shocks, such as the market reaction to 
‘Liberation Day’ or the pandemic, the widening in 
credit spreads following the recent Middle East 
conflict was relatively modest.”

Indeed, the biggest constraint on M&A 
financing activity has not been a reluctance 
from lenders to underwrite debt in a riskier 
environment, but soft M&A markets, where high-

quality transactions have been rare. Phil Edmans, 
partner and head of capital markets at private 
equity firm Inflexion, says the impact of macro 
dislocation on the way M&A deals are financed 
has been less than people think.

“There have been strong net capital inflows into 
the debt financing market, particularly in Europe, 
and there’s been a real willingness to support 
the right businesses with the right sponsors,” he 
says. “Given lower M&A volumes, competition 
from equity and debt providers alike is high, so 
deliverability has become a focus, though that’s 
been true for a while now.”

Selective markets
But while banks and direct lending funds are eager 
to lend, they’re well aware of the commercial 
challenges borrowers face and are sensitive to 
downside risk. 

“The debt market is certainly open, but it’s 
highly selective,” says Lee Humble, UK head of 
corporate finance at Azets. “There is plenty of 
capital available to deploy, but lenders are much 
more discerning about where they put that 
money. Risk awareness has increased significantly 
over the past few years. The desire to lend is still 
there, but that is counterbalanced with a focus 

on protecting capital. All lenders are sensitive 
to impairment.”

The paradoxical position lenders find 
themselves in – replete with liquidity 

and eager to deploy it, but watchful and 
cautious about risk – has shaped a very picky, 

bifurcated market.
When high-quality credits come to market, 

debt providers will chase these deals hard, but for 
any credits that don’t fall into the blue-chip asset 
pool, financing processes are more complex and 
more difficult to close.

“Any decent asset tends to generate significant 
interest from sponsors and funders, so terms can 

become very competitive,” a senior banker at 
a clearing bank says. “The key for lenders, 
as always, is where to draw the red lines for 
their own terms, and to avoid impacting 
their own positions.”

EY’s Reeve adds: “Lenders are more 
prudent around documentation and 

covenants than they were during the era of 

The desire to lend is 
still there, but that is 
counterbalanced with a 
focus on protecting capital. 
All lenders are sensitive to 
impairment
Lee Humble, UK head of corporate finance, Azets
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easy money, but strong transactions will always 
attract competition.”

In addition to focusing on high-quality credits 
and maintaining underwriting discipline, lenders 
currently favour working with private equity 
sponsors with proven track records and with 
whom they have long-term relationships.

“Lenders are placing even more focus on their 
sponsor borrowers than before,” says Edmans. 
“This is not because they’re relying on a ‘brand 
name’ sponsor for the underwrite, since good 
lenders have always done their own work. It’s 
more that there’s now a sharper focus on sponsor 
behaviour – their value-creation capabilities, 
their capital base, and their ability and inclination 
to support their businesses when needed.” 

Humble agrees. “Having a private equity 
sponsor involved provides lenders with an 
additional layer of confidence,” he says, “because 
they know there is an experienced investor sitting 
alongside them.”

Innovation and flexibility
Lenders and borrowers have also looked beyond 
traditional lending templates to unlock deal 
financing. As market stakeholders craft new 
financing options that are suited to a period of 
instability, we’ve seen innovation in both the 
sources of capital and its structuring. 

The traditional product silos that characterised 
the market for years (the bank club deal, the 
direct lending unitranche) are breaking down, 
as sponsors and borrowers become more 
sophisticated, combining different product types 
into financing packages tailored to the specific 
requirements of individual credits.

“There is a blend of financing instruments used 
across transactions,” says Humble. “Unitranche 
is well established in the mid-market, and 
private debt providers are also increasingly using 
mezzanine instruments, warrants and other 
structures to balance risk and return.”

White Oak’s Harrison, who focuses on asset-
based lending and invoice financing provision, 
says his teams are working regularly with direct 
lenders to curate debt facilities: “We’re seeing 
more split-lien structures, where we provide 
the working capital facility alongside a specialist 
credit fund providing the term debt. It’s becoming 
a very effective model.  

Best of frenemies

Competition for deals between banks and private credit 
funds has been a defining feature of acquisition finance 
markets during the past 15 years.

For most of this time, the narrative has centred on private 
credit’s growth and gains in market share since the financial 
crisis. Indeed, DC Advisory figures show that unitranche (the 
signature deal structure of the private direct lender) now 
accounts for more than half of UK mid-market lending, with 
bank club lending representing just under a quarter of deals.

Competition between the two is as fierce as ever, but what 
has been interesting to observe, as private credit has 
matured, is that funds and banks are becoming as likely to 
join forces as face off against each other.

Even though private credit has eaten into the bank share of 
the term loan market, borrowers have still turned to banks for 
working capital and revolving credit facilities (RCFs), lower-
leveraged term debt, and other services like foreign 
exchange and payments.

The two coexist to solve different problems: banks for 
lower minimums, pricing, RCFs and broader ancillary liquidity 
services; and credit funds for committed capital, larger tickets 
and flexibility. Banks and funds have also recognised that 
partnering can be mutually beneficial; banks can keep 
generating fee income without using balance sheet capacity, 
while credit funds, under pressure to deploy record amounts 
of capital, can tap into the banks’ origination pipelines. 

Although bank debt and private credit remain 
“fundamentally different products”, according to Edmans, the 
lines are blurring.

“Banks are building or partnering into private credit 
solutions, and some direct lending funds are now offering 
RCFs themselves,” he says. “I’d expect that convergence to 
continue at the margins as both sides look to offer clients 
broader solutions.” 

We’re seeing more split-
lien structures, where 
we provide the working 
capital facility alongside 
a specialist credit fund 
providing the term debt 
Jeremy Harrison, managing director, White Oak
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“Advisers increasingly want a complete 
financing solution rather than separate providers 
for different parts of the capital structure. That’s 
leading to more collaborative financing models.”

There is also growing convergence between 
bank deals and direct lending deals, as both sides 
look to offer borrowers a broader set of solutions. 
This has led to banks and direct lending funds – 
traditionally competitors – forming partnerships 
focused on serving borrower requirements (See 
‘Best of frenemies’ box).

Structural innovation has been complemented 
by product and technology innovation, with the 
maturing cryptocurrency segment breaking into 
the mainstream financing ecosystem.

Sean Kiernan, founder and chief executive 
of fintech firm Greengage, believes digital 
finance has moved beyond its crypto-native 
base and stepped across into real-world finance, 
thanks to the establishment of stablecoins 
(cryptocurrencies designed to maintain a steady 
value by pegging themselves to a reserve asset, 
such as the US dollar or euro).

“Managers from the traditional private 
credit world increasingly see digital finance as 
another channel for raising capital, rather than a 
replacement for existing markets. Digital dollars 
generated from crypto collateral are creating an 
entirely new source of funding for private credit 
that simply didn’t exist a few years ago,” he says. 

“That’s where digital private credit comes in. 
Businesses can now access trade finance, invoice 
finance and other forms of private credit through 
digital infrastructure that makes funding quicker 
and more accessible.”

Software gone soft?

Software has been a sure bet for lenders for the 
past 15 years, but after a long run of stability, the 
lenders’ favoured sector is facing some challenges.

Early in the year, the release of a new AI work 
tool sent software-as-a-service stocks into a spiral, 
wiping $1trn off the value of software companies, 
as investors took flight amid fears that users could 
use AI to ‘vibe code’ their own software.

Software stocks have subsequently recovered, 
but lenders took note of the risk of disruption and 
have been diversifying accordingly. The Dow Jones 
software index hit a low of 5,806 in April, recovered 
to 7,794 at the start of June, but as at time of 
writing is sitting back at 6,272. Diversification is 
likely to continue to be a strategy.

So-called HALO (heavy assets, low obsolescence) 
credits are very much in fashion as lenders and 
sponsors move to diversify to provide some 
protection against AI disruption. BASF Coatings 
(now Surventis) and chemicals companies Ineos 
and Archroma are among the ‘old industry’ 
borrowers who have secured strong interest from 
debt capital markets in recent months.

“Nearshoring and renewed investment in 
manufacturing will be important drivers of future 
growth,” says White Oak managing director Jeremy 
Harrison. “Our focus is on deploying asset-based 
lending to support UK SMEs and help drive 
re-industrialisation. We see that as a significant 
opportunity for both businesses and lenders. Areas 
such as drone technology and autonomous 
vehicles are creating new opportunities, particularly 
as investment priorities evolve.”

Speed is key
Looking ahead to the rest of 2026 and into 2027, 
lenders and borrowers are baking unpredictability 
into their deal financing plans.

Debt markets have grown accustomed to 
uncertainty, and while global events have 
prompted shutdowns in lending, these have been 
brief; lenders have been able to assess new risks, 
price in market shifts, and reopen at pace.

Borrowers with good credit will find lenders 
ready to lend on attractive borrower terms. 
The key to unlocking this capital will be early 
preparation and swift execution when issuance 
windows open up.

“The single biggest execution risk right now 
is geopolitical uncertainty. Predicting what 
happens next has become almost impossible,” 
says EY’s Reeve. “The biggest piece of advice I’d 
give any acquirer today is to move as quickly as 
possible because market conditions can change 
very rapidly. Where possible, buyers should 
complete as much of the financing process as they 
can under confidentiality before an acquisition 
becomes public.”


