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Foreword

Welcome to the third issue of DTTL’s “Global Capital Markets Perspective”.

Issuance across most capital market instruments appears to have improved in 2012 over 2011. Although, the year started 
on a positive note with signs of improvement in the U.S. economy and liquidity infusion by the European Central Bank 
(ECB), issuance slowed in 2Q12 and 3Q12 as the Eurozone crisis resurfaced, U.S. macroeconomic indicators weakened, 
rating agencies downgraded large global banks, political leadership changed in many countries, and growth slowed in 
China and India. However, the year ended on a more positive note as the ECB and the Board of Governors of the Federal 
Reserve System (Fed) maintained low interest rates and pumped money into the markets.

The U.S. witnessed an increase in issuance in 2012 over 2011 across most instruments. In addition to an improvement 
in the U.S. economy in 2H12, the Fed-imposed low interest rates, Operation Twist, the JOBS Act, a third round of 
quantitative easing (QE), and the run-up to the “fiscal cliff” all seem to have contributed to an increase in issuance. 
Moreover, as the Eurozone crisis resurfaced and banks pulled back lending, corporates from Europe and Asia apparently 
turned to the U.S. market to raise funds.

It seems, the retrenchment in bank lending has led many corporates to diversify their funding sources. As noted in our 
report, many European and Asian corporates seem to be turning not only to the bond market to raise funds, but are also 
exploring other instruments, such as private placements and sukuk.

According to our research, economists expect the recovery in the capital markets to continue in 2013, as the U.S. and 
European governments attempt to stabilize the banking system while continuing to infuse liquidity in the markets. 
However, the lack of a resolution to the Eurozone crisis and the fiscal cliff could put a damper on growth. In Asia Pacific, 
capital markets may continue to be impacted by the sluggish economic growth in China and India. However, countries 
such as Japan, Singapore, and Malaysia are expected to continue reporting growth in issuance in 2013.

Diversification of funding sources by corporates emerged as a key theme in the latter half of the year, and this trend is 
expected to continue in 2013, as capital markets are likely to continue to remain uneven across geographies and asset 
classes. While the economic reforms of 2012 have offered some stability to the capital markets, they continue to be 
complex and dynamic in nature, making it essential to keep a constant watch on developments in order to gain insight 
into some of the most important trends shaping these markets.

Enjoy the read!

Robert Olsen 
Partner 
National Leader — Corporate Finance 
Deloitte Canada

James Douglas 
Partner 
Leader — Debt Advisory 
Deloitte UK
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Timeline of events affecting 
capital markets

In 2012, most forms of capital appear to have reported an increase in issuance over 2011 as measures by central banks 
and governments worldwide helped stabilize financial markets. While 1H12 started off with the easing of the Eurozone 
crisis, negative signals appeared toward the end of the period, with the Eurozone slipping back into a recession in 2H12 as 
illustrated below. During 2H12, the ECB and the Fed seemed to have moved hand-in-hand to bolster the market through 
parallel programs to cut interest rates and buy back bonds, which may be the reason for the apparent stability in the markets 
despite the bleak economic outlook in certain regions.

1 FT.com — ECB cuts interest rates to historic low — 5 July 2012
2 Reuters — Draghi gets ECB backing for unlimited bond-buying — 6 September 2012
3 Board of Governors of the Federal Reserve System — Press Release — 13 September 2012
4 Reuters — UPDATE 1-FED FOCUS-New round of quantitative easing biggest yet? — 15 September 2012
5 Reuters — BOJ eases policy as global slowdown bites — 19 September 2012
6 Reuters — IMF cuts global growth forecast; prods Europe, U.S — 8 October 2012
7 Reuters — Instant View: Euro zone slips into recession in Q3 — 15 November 2012
8 Bloomberg — Fed Links Rates to Joblessness, Expands Bond Purchases — 13 December 2012
9 Reuters — Fiscal Cliff Averted, Confrontation Postponed-BMO Private Bank Looks Ahead — 4 January 2013

ECB’s unlimited bond-buying 
program
The ECB launched a new and 
potentially unlimited bond-
buying program to lower 
struggling Eurozone countries' 
borrowing costs.2

6 September 2012 15 September 2012 9 October 2012 15 November 2012 31 December 2012

Announcement of QE 3
The Fed announced the third 
round of its bond-buying 
program, worth US$1.7T, to 
bolster growth.4

IMF cuts its global growth 
forecasts
The IMF cut its global 
growth forecasts as the 
Eurozone crisis intensified.6

Eurozone slips back into 
recession
The first reading of GDP 
for 3Q12 showed a 
contraction of 0.1 percent 
in the Eurozone, after a 
decline of 0.2 percent 
in 2Q12, confirming 
the region to be back in 
recession for the first time 
since 2009.7

Fiscal cliff postponed
The cliff was delayed by 
two months and will be 
funded half by cuts in the 
defense budget and half 
by cuts in non-defense 
budgets.9

ECB cuts interest rate to 
historic low
The ECB cut its main 
interest rate to 0.75 
percent, pushing the rate 
under 1 percent for the first 
time, amid signs of a bleak 
Eurozone economy.1

Fed announces rock-
bottom funds rate target 
until mid-2015
The Fed decided to keep 
the federal funds rate target 
at 0-0.25 percent until 
mid-2015.3

Bank of Japan eases 
monetary policy
The bank increased its 
asset buying and loan 
program by ¥10T to 
¥80T, with the increase 
earmarked for purchases 
of government bonds and 
treasury discount bills.5

U.S. presidential  
election outcome
Barack Obama was 
re-elected as the president 
of the U.S.

Fed extends QE
The Fed unveiled an 
additional US$45B of 
quantitative easing per 
month, which would last 
until the end of 2013.8

5 July 2012 13 September 2012 19 September 2012 6 November 2012 12 December 2012

Exhibit 1: Significant events that impacted capital markets in 2H12
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Debt market

Corporate bond market

The global corporate bond market reached an issuance of US$2,148B in 2012 (refer to Exhibit 2) — very close to the 
highs achieved in 2009 — due, we believe, to low interest rates and abundant liquidity in global markets. In 2H12, 
corporate issuers appear to have taken advantage of the low borrowing costs that prevailed due to low government 
yields in the U.S. and across Europe. The QE3 announcement by the Fed and the open bond-buying program by the ECB 
seems to have buoyed investors’ appetite for risk, benefiting the High Yield (HY) bond market. Investors’ search for yield 
worldwide appears to have helped increase corporate bond issuance in emerging markets.

10 Bloomberg — Bond Sales Topping $3 Trillion Nears 2009 Record: Credit Markets — 31 October 2012
11 Board of Governors of the Federal Reserve System — Press Release — 13 September 2012

Exhibit 2: Global corporate bond issuance improves

Source: Standard & Poor’s Financial Services LLC
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Exhibit 3: Issuance remained stable in 2H12 across most regions

184

140
162 183

284

130

190
175

42 26
45 29

67
48

82 84

30
8 19 19 9 13 4 15

1Q12 2Q12 3Q12 4Q12 1Q12 2Q12 3Q12 4Q12 1Q12 2Q12 3Q12 4Q12
0

100

200

300

4000

100

200

300

400

U.S. Europe Emerging Markets

IG
Bonds

HY
Bonds

1H12 2H12
(US$345B)

1H12
(US$414B)

2H12
(US$365B)

1H12
(US$68B)

2H12
(US$74B)

1H12
(US$115B)

2H12
(US$166B)

1H12
(US$38B)

2H12
(US$38B)

1H12
(US$22B)

2H12 
(US$19B)

2012
(US$669B)

2012
(US$281B)

2012
(US$779B)

2012
(US$76B)

2012
(US$142B)

2012
(US$41B)

Note: Emerging markets includes Emerging Asia, Emerging Europe, Latin America, Middle East, and Africa. 
Breakdown for Rest of the World (RoW) is not shown

Source: Standard & Poor’s Financial Services LLC

(US$324B)

The U.S. reported total bond issuance of US$950B in 2012 — an increase of 39 percent over 2011, with US$511B issued 
in 2H12 (refer to Exhibit 3). The spur in issuance in 2H12 was primarily due to low treasury yields which forced investors to 
seek higher yielding alternatives to government securities.10 Further, the Fed-imposed low interest rates in 3Q12 — to be 
maintained at the current level of 0.25 percent until mid-201511 — led companies to refinance in the low borrowing cost 
environment.
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12 Financial Times — Record US sales for LatAm corporate bonds — 4 November 2012
13 Financial Times — Bernanke takes plunge with QE3 — 14 September 2012
14 Reuters — UPDATE 2-US high-grade bond market sets one-day record — 5 November 2012 

The U.S. market also seems to have experienced a flight to 
safety from other regions due to the Eurozone crisis and 
the slowdown in Asia, leading to a rise in Yankee bond 
issuance. European companies were the largest issuers 
of such bonds. However, issuance by Latin American 
companies increased significantly, mostly in the Investment 
Grade (IG) market, due to large issues by a Brazilian 
national oil company, a large Chilean copper producer, and 
a Mexican chemicals manufacturer.12

Looking at 2H12 in detail:

•	 3Q12 bond issuance improved 30 percent over 2Q12 
as investors appear to have rushed to take advantage 
of the market while it remained strong, before the U.S. 
presidential election and the fiscal cliff. The HY bond 
market saw a 71 percent increase in 3Q12 issuance 
from 2Q12 due to an increase in investor confidence 
especially after the Fed announced QE3 in September 
2012. Post the easing, the Fed purchased US$40B of 
mortgage debt per month, in addition to long-dated 
Treasuries under the Operation Twist program, taking 
the total purchase of assets to US$85B per month.13

•	 4Q12 bond issuance also saw an improvement of 9 
percent over 3Q12, driven by a 13 percent increase in 
IG bond issuance. The quarter had witnessed a slow 
start with a slowdown in the pace of borrowings. 

Source: Economic Research — Federal Reserve Bank of St. Louis
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Exhibit 4: U.S. corporate bond Option-Adjusted Spread (OAS) index tightened
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The U.S. HY bond market 
saw a 71 percent increase in 
3Q12 issuance from 2Q12 due 
to an increase in investor 
confidence especially after the 
Fed announced QE3 in 
September 2012.

The OAS spreads also declined to a record low of 
74.5 bps for IG bonds and 91.1 bps for HY bonds in 
October (refer to Exhibit 4). The month of November 
saw what may best be described as a sense of urgency 
among issuers, as many companies believed that the 
market conditions would deteriorate in the near future 
leading to a rise in issuance — the IG market saw a 
record one-day issuance on the eve of the presidential 
election.14 However, the class suffered thereafter, as 
analysts and investors seem to have considered it to 
be overpriced. Moreover, an improvement in investor 
confidence appears to have led to a shift in investor 
preference to high-risk assets.
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15 Reuters — Fiscal Cliff Averted, Confrontation Postponed-BMO Private Bank Looks Ahead — 4 January 2013
16 Financial News — Record week for US corporate bonds — 14 January 2013
17 Reuters — Investors demand LBO protection in US bonds — 22 February 2013
18 Financial Times — Junk bond prices point to return of bulls — 14 January 2013
19 Bloomberg — ECB Cuts Main Rate to Record Low, Deposit Rate to Zero — 5 July 2012
20 Standard & Poor’s — The Credit Overhang: Bank Financing For Future Corporate Growth May Be At Risk — 31 July 2012
21 BBC News — ECB's Mario Draghi unveils bond-buying euro debt plan — 6 September 2012
22 HighYieldBond.com (LCD) — European high-yield market ends third quarter with issuance blitz — 8 October 2012
23 BBC News — Eurozone falls back into recession — 15 November 2012
24 Wall Street Journal — End of Affair With Corporate Bonds — 26 December 2012

The decision to postpone the U.S. economic cliff by the 
United States House of Representatives for two months 
on January 1, 2013, appears to have buoyed investor 
confidence, leading to a rise in the treasury yields and a 
shift to riskier assets, such as equities.15 January witnessed 
high issuance of corporate bonds as investors rushed to 
lock the low interest rates and abundant liquidity in the 
market.16 Further, announcement of QE4 in December 
2012 and an expected recovery in the U.S. economy will 
likely lead to a surge in future issuance. 

Corporates are maintaining a benign outlook amid 
tightening OAS spreads and investors appear to be shifting 
to riskier assets as the U.S. economy shows signs of 
recovery. Contrary to the heavy issuance experienced at 
the start of the year, talks to embed an "LBO premium” 
on certain credits after the leveraged buyout bid for Dell 
in mid-January led to a modest issuance in the IG bonds 
market in February. According to Reuters, as none of 
Dell's long-dated outstanding bonds carried a change of 
control covenant, the deal took a hit of 10-20 percent 
immediately following the announcement.17 Some other 
large deals also appear to have faced resistance from 
investors, as they also did not contain any clause on the 
change of control. The outlook for HY bonds remains 
cautiously optimistic, contingent as it is on many external 
factors, such as inflation and the debate on debt ceiling.18 
However, the search for yield by investors may continue to 
push the asset class upwards. 

The European markets also reported record-low interest 
rates, similar to that of the U.S. In an effort to revive the 
economy, the ECB cut its refinancing rate to a record low 
of 0.75 percent in July 2012.19 This seems to have helped 
boost corporate bond issuance in 3Q12.

After the dismal performance of the asset class in 2Q12, 
issuance revived in 3Q12 by 46 percent for IG bonds and 
137 percent for HY bonds (refer to Exhibit 3). The rise in 
IG bonds seems to have been fuelled by low European 
government yields and deleveraging by banks. According to 
ECB’s June 2012 financial stability review, various large EU 
banks intend to reduce assets by approximately €1.6T over 

the next three to four years, given the current economic 
outlook and the need to meet Basel III capital and funding 
requirements.20 Moreover, the European HY bond market 
opened up for issuance in peripheral countries in 3Q12 as 
investor confidence appears to have buoyed due to the 
bond-buying announcement by the ECB. On September 
6, 2012, the ECB launched a bond-buying plan aimed at 
easing the Eurozone's debt crisis by reducing the borrowing 
costs of debt-burdened Eurozone members through 
outright monetary transactions (OMT).21 The issuance from 
borrowers domiciled in the Portugal, Italy, Ireland, Greece 
and Spain (PIIGS) region rose up to 20 percent in 3Q12, in 
comparison to 3 percent in 1H12 and 16 percent in 2011.22

The European HY bond market 
opened up for issuance in 
peripheral countries in 3Q12 as 
investor confidence appears to 
have buoyed due to the bond-
buying announcement by the 
ECB.
4Q12 saw a 27 percent decline in IG bond issuance over 
3Q12, as November reports showed the Eurozone slipping 
back into recession.23 However, the ECB President’s pledge 
to save the euro has seemingly reduced the risk from debt, 
and appears to have helped stabilize HY bond issuance. 
Analysts expect lower defaults by European firms, as 
they are likely to be cautious while taking risks given the 
distress level on their balance sheet and a weak economic 
recovery.24

2013 began with record low government yields in the 
region, which appear to have made spreads for corporate 
bonds relatively attractive. The bonds in the peripheral 
countries are expected to experience a surge in issuance 
given strong backing from the ECB and investors’ search for 
yield in the current environment. 
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Corporate bond issuance in emerging markets reached 
a record high of US$170B in 2012, an increase of 
approximately 31 percent over 2011 with stable issuance 
through the year as they provided the kind of yields 
investors have not been securing in the U.S. or Europe.25 
Further, corporate borrowers seem to have experienced a 
shift from loans to bonds given the tight lending conditions 
concerning asset quality worldwide. 

•	 Asia saw a surge in issuance, boosted by three big 
companies that entered the market for the first time — 
Thailand's largest petrochemical refining company, an 
Indonesian township developer, and a Chinese property 
developer.26 Lower dependence on European banks that 
are retreating from Asia due to the deleveraging efforts, 
and commencement of Basel lII norms appear to have 
led to the shift from loans to bonds.

•	 Bond issuance in Africa also increased in 2012, as 
companies issued bonds to lock the low borrowing costs 
in the region — 30-year low in South Africa, 2-year 

Regional Spotlight — Singapore

Corporate bond issuance in Singapore reached a record 
high — outperforming the dim sum market in Hong 
Kong — as investors appeared to search for yield. 
Singapore accounted for 32 percent of the total local 
currency bonds issuance in Southeast Asia in 2012. A 
total of 120 issues were raised worth US$23.9B, a 53 
percent increase compared to 2011.30 In 3Q12, issuance 
reached a record high, increasing 9 percent over 2Q12 
levels. However, 4Q12 issuance saw a slight decline due 
to the end of the season holidays.31

Strong economic fundamentals, a sound banking 
system, and a strong currency seem to be the core 
drivers for the interest in the region. In addition, 
Singapore’s AAA status from Moody’s validates its safe-
haven status — analysts have ranked Singapore banks' 
creditworthiness among the strongest globally, due to 

solid capitalization, strong liquidity, and consistent credit 
profiles. Further, the banks are expected to maintain 
this strong foothold even with the approach of Basel 
III regulations, due to the stringent guidelines followed 
by the Monetary Authority of Singapore (MAS).32 The 
Singapore dollar showed a year-on-year appreciation of 
6.1 percent in 2012, which made it one of the top 10 
best performing currencies.33 

Analysts maintain a positive outlook for the region 
as the fundamentals continue to remain solid, with 
a strong banking system, ample foreign exchange 
reserves, and a currency that continues to perform 
better than others in the region. However, some analysts 
expect the currency to weaken as GDP growth slows 
and inflation remains high.34 

low in Nigeria and declining rates witnessed in Uganda, 
Zimbabwe, and Kenya — keeping in mind the cash 
reserves they have and the high cost of bank funding 
due to the Basel III norms.27

•	 Latin American nations reported increased interest 
from U.S. investors, as the yields in the U.S. and Europe 
remained depressed. Apart from Brazil and Mexico, 
Peru in particular has shown tremendous growth in the 
region as the perceived risk for the nation is changing. 
This not only led to lower costs for Peruvian companies 
issuing bonds abroad, but also increased demand for 
Peruvian corporate bonds.28 The pipeline for 2013 also 
remains strong, as major banking institutions in the 
region have announced plans to issue corporate bonds. 

Emerging market bonds are expected to perform well as 
investors search for yields, given the record low yield in 
the U.S. and Europe. However, analysts remain cautiously 
optimistic following the biggest corporate bond default in 
Latin America in September 2012.29

25 Reuters — Yield-starved investors grab emerging market corporate bonds — 15 November 2012
26 Wall Street Journal — Asian Bond Markets Come to Life — 10 December 2012
27 Business Report — Corporate bond sales surge amid credit rating downgrades, rising inflation —  6 November 2012
28 Oxford Business Group — Economic Update: Peru: The name’s bond, corporate bond — 15 February 2012 
29 Bloomberg — Cruzeiro in Biggest Latin America Default in 10 Years — 14 September 2012
30 BERNAMA — Singapore Bond Issuance Up 108 Per Cent To US$31.1 Billion: Thomson Reuters — 27 December 2012
31 Asia Development Bank — Asia Bond Monitor — November 2012
32 IIFL — Outlook on Singapore's banking system stable: Moody's — 2 November 2012
33 Bloomberg: BK Asset Management —Best and Worst Performing Currencies of 2012 —26 December 2012
34 Bloomberg — Singapore Dollar Losing Luster to Higher Returns: Southeast Asia — 21 January 2013
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35 US Bank — Debt Market Snapshot — 22 January 2013
36 Financial Times — Chinese banks step up lending in the US — 28 August 2012
37 Bloomberg — Bank Funding Threatened by Basel III and Solvency II, Thiam Says — 23 January 2013
38 Reuters — RLPC-EMEA lending of $703 bln down 32 pct in 2012 — 2 January 2013
39 The Wall Street Journal — Large European Banks Stash Cash — 13 November 2012
40 Euromoney — Debt capital markets poised to disintermediate bank lending in Asia — 9 November 2012

Corporate loan market

Global IG lending reached US$604B in 2012 — a 29 percent increase from 2011, driven primarily by issuance in the U.S. 
Pent-up demand from companies and an improvement in the U.S. economy has pushed up issuance volume in the region 
(refer to Exhibit 5). Further, large companies worldwide appear to have been looking to diversify their funding sources, in 
part due to the deleveraging efforts of European banks in Asia Pacific and the Middle East.

IG loan issuance in the U.S. reached US$472B in 2012, a 
55 percent increase from 2011 (refer to Exhibit 5). Issuance 
in 2H12 increased by 31 percent over 1H12 as corporates 
appear to have rushed to finance dividends and stock 
buybacks in expectation of higher tax rates and concerns 
regarding the stricter Basel III guidelines.35 However, in 
November 2012, the Fed, FDIC, and OCC postponed 
Basel III implementation in the U.S., which appear to have 
helped stabilize rising loan prices. The growth in issuance 
can also be attributed to the demand from companies 
and an improvement in the U.S. economy. As U.S. and 
European banks remained cautious, Chinese banks stepped 
up their lending activity since their balance sheets fared 
better than their western counterparts.36 As per the 
2012 U.S.-China Business Council Suvey, two-third of the 
respondents plan to increase investment in China in the 
next 12 months. Hence, an association with Chinese banks 
is expected to help multinationals diversify their funding 
sources.

European IG lending reached US$119B, down 20 percent 
from 2011 levels, as lenders and investors saw a conflict 
between the Basel III and Solvency II regulations. Basel III 
liquidity rule requires banks to back long-term lending as a 
part of the net-stable funding measure. Whereas, Solvency 

Exhibit 5: Global IG loan market witnessed an improvement in 2012, driven by the U.S.

Source: Bloomberg LP, February 2013
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II regulations require insurers, the biggest buyers of 
long-term funds from the banks, to retain a certain amount 
of cash against market risks in each asset class, making 
short-term debt more attractive to them. This is likely to 
reduce the share of funds insurers raise from banks.37 The 
market also appears to have shifted from loans to other 
alternative means of financing, such as bonds and private 
placements. Companies that did not refinance their loans 
in 2010-2011 chose to refinance in the booming bond 
market in 2012.38 Moreover, large multinationals are 
looking to diversify their funding options as it enhances 
their ability to raise funds at the most attractive terms. 
However, activity picked up in 2H12, increasing 29 percent 
from 1H12 as bank liquidity improved due to leveling-off 
of the trend to hoard cash by European banks,39 leading to 
favorable pricing terms. 

IG lending in Asia Pacific declined by 12 percent to  
US$10B in 2012 as growth slowed down across the region 
and borrowers seemed to have sought to diversify their 
funding options. Bank deposits in the region declined 
over the last three years apparently due to the slowing 
economic growth and shrinking current accounts across 
the region.40 Consequently, loan-to-deposit ratios in Asia 
are at all-time highs, raising the cost of loans. However, 
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2H12 issuance increased to US$8B from US$2B in 1H12, 
as Asian banks — Chinese and Taiwanese in particular 
— stepped up their lending to fill the gap created by 
European banks retreating in the Asia Pacific region.41

IG lending in Africa and the Middle East experienced 
a marginal decline of 4 percent in 2012 over 2011, 
reaching US$3B in 2012. Africa seems to have witnessed a 
tightening of funding conditions. South Africa in particular 
saw an increase in the cost of longer-term loans as banks 
prepared for Basel III norms, the implementaion of which 
started from January 2013. The Middle East also seems 
to be faced with the impact of a drop in international 
funds due to the deleveraging efforts by European banks. 
Infrastructure projects, which were the most hit, are 
increasing their reliance on Project Bonds — used to 
finance both public and private infrastructure.42

Global leveraged loan issuance improved by 13 percent 
in 2012 from 2011 with the 2H12 figure increasing by 
22 percent over 1H12 levels (refer to Exhibit 6). The rise 
in issuance levels in the U.S. pushed the numbers up, as 
Europe and Asia Pacific reported a decline in issuance. 
Issuance in these regions in 2H12 appears to have been 
mostly impacted by the Eurozone crisis and a slowdown in 
the Chinese economy.

U.S. leveraged lending reached a five-year high in 2012 
with an issuance of US$465B, a 24 percent increase over 
2011, due to an apparent abundant credit availability, and a 
stable macroeconomic environment. Dividend-related loans 
reached a record issuance of US$56B, with US$16B issued 
in 4Q12 alone. Potential changes in dividend tax rates 

contributed to the surge, with PE firms being the dominant 
players in the field.43 M&A-related loan volume reached 
a five-year high of US$143B in 2012, even though the 
core LBO deals declined marginally. Further, Yankee loan 
issuance from European investors reached a record high 
of US$28B, up from the 2011 level of US$9B. Refinancing 
remained the main usage for leveraged issuance — 64 
percent of the total loans issued — as issuers took 
advantage of the healthy credit conditions in the U.S.43 

2H12 saw an issuance of US$262B, an increase of 29 
percent over 1H12, with 55 percent of the issuance 
coming in 4Q12, according to Standard & Poor's 
Leveraged Commentary & Data (LCD). This was close to 
the highs achieved in 1Q11 as pricing seemed attractive 
and the market remained issuer-friendly, except for a brief 
period of slowdown in mid-November due to rising supply 
of loans and concerns about the fiscal cliff.

41 Asiamoney — Asia bank share of EMEA loans reaches record 18.2% — 7 September 2012
42 RBS — Project bonds breathe life into Middle East as loans dry up — September 2012
43 Standard & Poor’s LCD — 4Q volume: Leveraged loan market caps banner year with busy quarter — 21 December 2012

Yankee loan issuance from 
European investors reached a 
record high of US$28B.

Africa seems to have witnessed 
a tightening of funding 
conditions.

Exhibit 6: Issuance continues to rise, driven by the U.S.

Source: Standard & Poor’s LCD 
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Exhibit 7 illustrates that the average new-issue clearing 
yield of loans tightened to 6 percent as 4Q12 ended, given 
the issuer-friendly environment. The decline in yields was 
more significant in the lower-rated segment of the market, 
i.e., below BB. 3Q12 particularly saw yields narrowing to a 
year-low of 5.4 percent in September, leading to a surge in 
refinancing/repricing activity.44

Exhibit 7: Average new-issue clearing YTM for 
leveraged loans narrowed in December 2012

Source: Standard & Poor’s LCD
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Exhibit 8: U.S. leveraged loan debt multiples and default rate reached a year-high in 4Q12

Source: Standard & Poor’s LCD
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Exhibit 8 shows that for issuers in the U.S., debt multiples appear to have reached a year-high in December 2012, with 
debt/EBITDA, second lien debt/EBITDA, and first lien debt/EBITDA reaching 5.4x, 5.1x, and 4.6x, respectively. The higher 
multiples likely indicate that firms would need more time to service their debts that may result in distress. 4Q12 saw an 
increase in the 12-month loan default rate by count. Further, according to Standard & Poor's LCD’s survey, analysts expect 
default rates will rise modestly in 2013.45

Analysts predict the U.S. environment to remain issuer-friendly in 2013, which will help keep loan prices favorable.46 
However, the pipeline seems light as many issuers took advantage of the market before potential changes in the tax law 
took place.45

Leveraged loan issuance in Europe witnessed a decline of 39 percent in 2012 from 2011, touching US$38B (refer to 
Exhibit 6), as borrowers shifted their funding preference to the booming bond market in the region. Deleveraging by 
banks to meet the stricter capital rules under Basel III and the debt crisis in the region is likely at least partly what underlies 
the shift. Further, the issuance has been largely dependent on M&A volume in Europe, unlike refinancing in the U.S. With 
a weak M&A environment, leveraged lending declined.47 However, European borrowers seem to have been attracted to 
the favorable prices and terms in the U.S. market, driving Yankee issuance.

44 Standard & Poor’s LCD — Back to par: Loan break prices rise in September amid hot market — 1 October 2012
45 Standard & Poor’s LCD — Managers expect modestly higher loan default rates in 2013 — 18 December 2012
46 Standard & Poor's Leveragedloan.com — 1Q 2013: US Leveraged Loan Market Analysis — 9 April 2013
47 Standard & Poor's LeveragedLoan.com — Yankee issuers enticed to European market by liquidity, cheaper pricing — 27 November 2012
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Collateralized loan obligations (CLOs)

U.S. CLO issuance totaled US$54B, a five-year high 
after 2007 and approximately four times the 2011 
issuance level, driven primarily by investors’ search 
for yield and generally low default rates among U.S. 
corporates. The asset class appears to be attracting 
issuers across the rating band, from AAA issuers to 
equity investors, which has helped drive up issuance. 
Further, about 69 managers sealed a new issue, up from 
just 28 in 2011, signaling a broadening of the investor 
base.51

CLO issuance in 2H12 was double the volume seen in 
1H12. 3Q12 saw increasing demand from low-rated 
papers as issuers reached out for wider margins 
due to tightening of the new-issue clearing yield.52 
However, 4Q12 saw strong demand from AAA buyers 
leading to an increase in the average CLO size, with PE 
firms, insurance companies, and bank affiliates as the 
dominant players in the field. Analysts are optimistic 
about the 2013 outlook, with expectations that volumes 
could reach upward of US$70B. However, a dearth of 
leveraged loan supply could obstruct growth.53

CLO issuance in Europe was almost nil, apparently 
due to weakness in the banking system and changes 
to tax rules and systemic risk regulation. In addition, 
the European risk retention rule which requires CLOs to 
retain at least 5 percent of the credit risk of any asset, 
led to a decline in issuance activity.54 However, February 
2013 saw the first European arbitrage CLO issuance 
(worth €300.5M) since the credit crunch. The trend 
continued with two more issuances until April 2013, 
taking the total issuance amount to €934.5M.

48 Reuters — Instant View: Euro zone slips into recession in Q3 — 15 November 2012
49 SIFMA — European High Yield & Leveraged Loan Report — 7 January 2013
50 BusinessWeek — Asia Leveraged Loans Set to Stall as Global Gloom Spurs Caution — 29 October 2012
51 Standard & Poor's LCD — 2012 Leveraged Loan Investor Trends: More managers, more CLOs — 27 December 2012
52 Standard & Poor's — Loan investor trends: Non-bank participation hits record high in 3Q — 24 September 2012
53 SStandard & Poor's — Back in business: As "CLO 2.0” volume soars, manager base broadens — 28 January 2013
54 Standard & Poor's — Euro CLO mart constrained by "skin in the game" directive — 11 January 2011

Lending declined to US$18B in 2H12, by 10 percent over 
1H12 levels, as Europe entered into a recession.48 Default 
rates also increased in 2H12 compared to 1H12, leading 
to a decline in investor confidence and bringing down 
issuance levels. However, activity picked up in 4Q12 from 
the low of 3Q12 as Amend and Extend (A&E) activity 
picked up substantially, representing 51.5 percent of 
overall deal value.49 In addition, it appears several first-time 
issuers entered the market, which coincided with a rise in 
issuance from peripheral countries in Europe. The outlook 
remains benign, with the loan pipeline at €81M as of 
December 2012, according to Standard & Poor's.49

Exhibit 10: U.S. CLO Issuance
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Exhibit 9: Issuance declines as defaults increase
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Asia Pacific’s leveraged lending declined to US$16B in 2012, US$5B less than the highs achieved in 2011 (refer to Exhibit 
6). The decline was primarily due it appears, to deleveraging by European banks, which also led to a fall in issuance to a 
meager US$5B in 2H12, a 55 percent decrease from the 1H12 level (refer to Exhibit 6). In addition, banks in the region 
appear to have remained cautious due to the U.S. fiscal cliff, the Eurozone crisis, and a slowdown in China. Further, M&A 
activity remained largely muted in 2H12, in comparison to a few LBOs in Japan and Australia in 1H12. The 2013 outlook 
is expected to remain weak due to the continuing Eurozone crisis and slowdown in the Chinese economy, limiting M&A 
activity in the region.50
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Equity market

Global IPO proceeds in 2012 declined 33 percent over 2011 due to a weak stock market in China, the Eurozone crisis, 
and slow economic growth and changes in political leadership in many parts of the world.55 However, activity appears 
to have improved toward the end of the year with 2H12 IPO proceeds outperforming 1H12 in all regions except the 
U.S., which was apparently unable to match 1H12 numbers due to the large size of the Facebook IPO (May 2012). 2H12 
IPO proceeds also exceeded that of 2H11 in all regions except Asia Pacific, as activity in China failed to pick up. Globally, 
investors seemed to have had a lower risk appetite and to have demanded higher discounts, prompting companies to 
withdraw from the market due to dissatisfactory pricing conditions.55 Despite this, some companies in countries such as 
the U.S. and Malaysia managed to secure higher-end valuations.56 Overall, investor sentiment appears to be improving, 
as the average offer size in 2H12 was higher than 1H12 and 2H11 (refer to Exhibit 11), particularly in the technology and 
financial services industries.

55 Bloomberg — Global IPOs Slump to Second-Lowest Level Since Financial Crisis — 1 October 2012
56 The Edge — Facebook’s Maligned Listing Colours Global IPO Market — 4 February 2013

Exhibit 11: Global IPO markets see first hint of recovery
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Exhibit 12: U.S exchanges recover, while exchanges in China 
and Europe continue to struggle
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U.S. exchanges were the most active in 2012 with 
approximately 46 percent of the global IPO activity 
concentrated on the NASDAQ and NYSE exchanges, up 
from 31 percent in 2011 (refer to Exhibit 12). However, 
this increase was inclusive of the Facebook IPO. Asia-
Pacific exchanges, on the other hand, reported a decline 
in activity to 43 percent in 2012 from 52 percent in 
2011. Exchanges in China experienced a decline from 
49 percent to 21 percent apparently due to the lack of 
state-backed IPOs. Japan and Malaysia seem to have 
stabilized performance in the region, with Bursa Malaysia 
— earlier an insignificant market — becoming the fifth-
highest grossing exchange. European exchanges continued 
to underperform with their share of global IPO activity 
declining from 16 percent in 2011 to 8 percent in 2012 
(refer to Exhibit 12). Most of the activity seems to have 
been concentrated in 4Q12 with two large IPOs in London 
and one in Germany.

The U.S. was the largest IPO market in 2012, overtaking 
Asia Pacific for the first time since 2006. Even though the 
IPO market did not make much progress in 2012, proceeds 
increased by 33 percent over 2011 (a 5 percent decline if 
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the Facebook IPO is excluded). The markets in 2012 lacked 
stability, as most of the activity through the year was 
concentrated over small windows of opportunities, due to 
pricing pressures.57

Exhibit 13: 2012 IPO markets choppy across regions; 2H12 sees initial signs of recovery

Source: Bloomberg LP, February 2013
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The U.S. was the largest IPO 
market in 2012, overtaking 
Asia Pacific for the first time 
since 2006.

57 Renaissance Capital — US IPO Market; 2012 Annual Review — 2 January 2013
58 CFO.com — IPO Outlook Promising — 7 February 2013
59 Business Insider — IPOs Slump To The Lowest Level Since 2008 — 28 December 2012

better equity-market performance in 2012, and lesser 
volatility (refer to Exhibit 14).58 The Fed’s decision to keep 
short-term interest rates low in the near future encouraged 
investors to move out on the risk curve. This, in addition 
to the initial impact of the JOBS Act will likely drive IPOs in 
2013. However, this recovery may be contingent on the 
resolution of the fiscal cliff and recovery of the secondary 
equity markets.

European IPO activity declined in 2012 for the second 
year in a row as Europe slipped back into recession.59 
However, 2H12 performance improved significantly over 
1H12 despite a weak 3Q12, which was impacted by the 
Olympics and the traditional summer lull. Toward the end 
of 3Q12, European markets showed strength continuing 
into 4Q12 with two IPOs in London and one IPO in 
Germany raising in excess of €1B each. Moreover, 4Q12 
was the strongest quarter in the region since 2Q11 (refer 
to Exhibit 13).

Japan and Malaysia seem to 
have stabilized performance in 
the region, with Bursa 
Malaysia — earlier an 
insignificant market — 
becoming the fifth-highest 
grossing exchange.
IPO activity improved marginally in 2H12 (excluding the 
Facebook IPO) as the stock markets strengthened. However, 
the presidential election, concerns over congressional 
budget negotiations and the fiscal cliff, and "Hurricane 
Sandy" all appear to have kept IPOs at bay in November 
and December, after a particularly strong October. The IPO 
pipeline declined in 2H12 after the passage of the JOBS 
Act (April 2012), which allowed smaller companies to file 
confidentially, creating a shadow backlog.58

Analysts are predicting a positive outlook for the U.S. IPO 
market in 2013 due to a strengthening U.S. economy, 
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60 Bloomberg Businessweek — Spain's Rajoy Scandal Threatens Europe's Fragile Peace — 4 February 2013
61 CNN Money — First Chinese IPO Since April Rises 10% in Debut — 21 November 2012
62 Inside Investor Relations — IPO Market Outlook: 2013 — 25 February 2013
63 The National — Saudi Arabia to invest $500bn for bright future — 9 November 2010

European IPO markets are expected to sustain this level of activity, if low volatility and strong IPO after-market 
performance continue (refer to Exhibit 15). IPOs are expected to increase in 2013 as cash-strapped European governments 
may initiate IPOs of state-owned entities in an attempt to repay debt and reinvest in new assets. For some countries the 
International Monetary Fund (IMF) or the European Union (EU) have mandated such sales as a pre-requisite to providing 
aid. Moreover, activity is likely to increase due to the backlog created by the sluggish market in 2012. London, in 
particular, has proposed to relax the listing requirements for technology companies in an attempt to stop them from listing 
on U.S. exchanges. However, continued political uncertainty in Europe — caused by events such as the scandal in Spain 
and parliamentary polls in Italy — may affect IPOs.60

Exhibit 14: Volatility Index (VIX) Exhibit 15: FTSE Renaissance Global IPO Index

Source: Chicago Board Options Exchange (CBOE) Source: Bloomberg, February 2013
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IPO proceeds in Asia Pacific declined by 39 percent over 
2011, primarily due to the drying up of state-backed 
IPOs, particularly banking and financial institutions, and a 
series of accounting and other scandals in China.61 Asia’s 
IPO performance in 2H12 improved significantly over 
1H12, primarily due to large IPOs in Japan and Malaysia 
(refer to Exhibit 13). Japan found its way back on the 
global IPO map, with the second-largest IPO of the year 

IPOs are expected to increase 
in 2013 as cash-strapped 
European governments may 
initiate IPOs of state-owned 
entities in an attempt to repay 
debt and reinvest in new 
assets.

coming from the region. Malaysia also hosted two large 
IPOs and investors appear to be gaining confidence in 
the country due to comparatively high GDP growth and 
stable domestic consumption patterns. However, so far the 
market has attracted only domestic companies and is not 
yet a preferred global destination like Singapore  
and Hong Kong.

While the 2013 outlook for Asia Pacific seems cloudy, 
analysts remain cautiously optimistic about IPO activity 
in the region, as IPOs in Hong Kong gained momentum 
toward the end of 2012, sustained during the first 
two months of 2013.62 Moreover, relaxation of listing 
requirements for H-shares — companies incorporated in 
China but listed in Hong Kong — and the streamlining 
of secondary listing rules will likely boost IPO activity in 
Hong Kong. However, the market is not likely to return to 
earlier peaks until fundamentals (earnings, debt ratios, and 
cash flows) improve. Japan, Malaysia, and the Philippines 
are other countries in the region that appear to have a 
favorable IPO pipeline.
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Regional Spotlight — Japan

Japan — the world’s third-largest economy — has 
long suffered from depressed equity prices, with its 
benchmark index falling in four of the last five years as 
manufacturers struggled to adjust to the impact of the 
sub-prime mortgage crisis, the 2011 earthquake, and 
a strong yen. However, 2012 witnessed a surge in the 
country’s equity markets, which appears to have made 
investors more willing to buy riskier assets. 

Bloomberg’s Japan IPO index, which tracks stocks in 
their first year as a public company, has delivered a 
return of 5 percent (in local currencies), beating the 
equivalent U.S. index by more than 10 percentage 
points65 Moreover, the benchmark Nikkei Stock 
Average increased by 10 percent in December 2012 on 
the back of a weakening yen, encouraging companies 
to list.66 Japan's economy is also showing signs of 
recovery after the earthquake, tsunami, and nuclear 
accident over the last two years—The Bank of Japan 
expects the economy to grow by 2 percent in FY14, up 
from a projected contraction of 0.4 percent  
in FY13.67

Prime Minister Shinzo Abe’s vow to reflate the 
economy through a mixture of stimulus and structural 
reform has reawakened interest in stocks among 

Japan’s retail investors, who are the main players in 
smaller IPOs. IPOs in Japan may increase by 67 percent 
in 2013 as Abe’s policies make it easier to sell shares, 
according to the Japan Venture Capital Association. 
New listings may rise to 80 this year from 48 in 2012, 
with information technology, social networking, and 
gaming firms accounting for most of the offerings. 
Moreover, with the pipeline continuing to increase, the 
Association expects the number of IPOs to reach 100 
per year within two to three years.68 An increase in 
corporate M&A and PE exits is also expected over the 
next two to three years.

Smaller and privately held companies looking to 
expand overseas may see IPOs as a way to obtain 
both funding and brand recognition. In an attempt 
to assist these companies, the Tokyo Stock Exchange 
has relaxed some criteria for listing on the small-cap 
Mothers market, in addition to reaching out to 
companies outside of big cities to raise awareness 
about IPOs and to help them prepare to list. However, 
some of these firms are expected to take three to five 
years to ready themselves to go public.68

63 The National — Saudi Arabia to invest $500bn for bright future — 9 November 2010
64 Renaissance Capital — Global IPO Market; 2012 Annual Review — 2 January 2013
65 FT.com — Japan burns bright as IPO hotbed — 8 November 2012
66 Daiwa Asset Management — Japanese Equity Market Outlook — 16 January 2013
67 The Wall Street Journal — Outlook Brightens for Japanese IPO Market — 19 March 2012
68 Bloomberg — Japan’s IPOs to Jump 67% on Abenomics Rally, Adachi Says — 12 March 2013

Overall, the global IPO 
market will likely see an 
increase in activity in 2013, 
with at least 283 companies 
planning to raise over 
US$200B.

The Middle East & Africa saw IPO proceeds increase 
significantly to US$7B in 2012 from US$1B in 2011 as 
offerings increased in Saudi Arabia and the UAE (refer to 
Exhibit 13). Despite political tension in the region, IPOs 
increased in Saudi Arabia as oil prices continued to rise, 
corporate earnings improved, and government focus 
on infrastructure development increased with a planned 
expenditure of US$500B by 2020.63

Overall, the global IPO market will likely see an increase 
in activity in 2013, with at least 283 companies planning 
to raise over US$200B, driven by improving investor 
sentiment and action by governments and central banks to 
boost their economies.64
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Private equity

Global Private Equity (PE) fundraising activity increased in 2012 and 2011 after the dip in 2010 as activity in the U.S. 
and Europe improved consistently. 2H12 performance was marginally better than that in 1H12 with 385 funds raising 
US$170B in comparison to 417 funds raising US$165B in 1H12 (refer to Exhibit 16). However, 2H12 significantly 
outperformed 2H11, wherein 473 funds raised US$144B. As equity markets across the globe improved toward the end of 
2012, PE firms appear to have cashed out of their publicly-traded portfolio companies through secondary stock offerings, 
thereby boosting distributions to Limited Partners (LPs) and ultimately fundraising.

The number of “funds on the road“ continues to rise, with 
1,940 funds currently seeking an aggregate US$795B, 
indicating intense competition for investor capital in 2013. 
Approximately 45 percent of the 1,940 funds in the market 
have already held at least one interim close, having so far 
secured US$167B toward their final targets, an increase of 
32 percent from 2011 (refer to Exhibit 17).

North American PE fundraising reached US$184B in 
2012 — a 10 percent increase over 2011 and the highest 
aggregate since 2008 (refer to Exhibit 18). Aggregate 
capital raised during each quarter of 2012 was in the 
US$45B-US$50B range, except for 3Q12, when fundraising 
declined to US$40B due to increased scrutiny during the 

Exhibit 17: Global PE market sustains momentum 

Source: Preqin Monthly Spotlight, March 2013
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presidential election.69 The 2012 U.S. PE market received a significant boost from higher investment in PE instruments by 
public pension funds as they struggled to make up for investment losses from the financial crisis. Furthermore, some of 
these funds became aggressive in their investment strategy in the face of low interest rates and a volatile stock market.70 
On the other hand, U.S.-based PE firms took a cautious approach to big-ticket cross-border acquisitions, with 2012 
being the slowest period since 2009.71 2012 also reported the highest level of exits by U.S.-based PE firms, with 616 
exits bringing in US$142B — the highest since 2007 — a large amount of which was a result of secondary buyouts.72 PE 
activity in Canada in 2012 also continued the upward trajectory, spurred not only by high-profile mega acquisitions, but 
also by record levels of mid-market investment.73

69 Bloomberg LP — Schwarzman Says Scrutiny of Private Equity May Pay Off — 3 October 2012
70 The Wall Street Journal — Pensions Bet Big With Private Equity — 24 January 2013
71 Standard & Poor's — Cross-Market Commentary: U.S. Private Equity Companies Are Not Embracing Big Deals Abroad — 4 December 2012
72 Private Equity Growth Capital Council — PE by the Numbers — February 2013
73 Canada Newswire — Canada's Buyout & Private Equity Market in 2012: Dollar Flows Total $11.6B, Deal Volume Highest On Record — 19 February 2013
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Fundraising in 2013 is likely to increase in both the U.S. and in Canada as PE firms look to invest excess cash reserves and 
secondary buyouts continue to rise.74 Moreover, it appears, a provision of the JOBS Act will enable PE firms to launch 
public advertisements to expand their investor pools. However, this provision is being criticized in the market as individual 
investors, who may not be qualified to understand these sophisticated instruments, could be at a disadvantage.75 While 
the JOBS Act supports PE funds, the likely change in the taxation of “carried interest” as a result of the fiscal cliff is likely 
to slow growth in the market. Under an existing legislation, “carried interest” is treated as capital gains, and is taxed at 
an upper limit of 20 percent. However, current debate indicates that it may be treated as ordinary income and will be 
taxed at an upper limit of 39.6 percent. If the Congress goes through with this change, the run-up to it will likely see PE 
managers sell appreciated investments or restructure partnerships before the new rules come into effect — a strategy 
adopted by a few fund managers in 2012.76 U.S.-based PE managers are also losing market share in China as the country 
develops its own PE industry with yuan-dominated PE funds raising more than double the U.S. dollar amount in the past 
two years.77

74 Globe Business Publishing Ltd. — Canadian private equity markets: 2012 in review — 12 February 2013
75 CNN Money — Rattner vs. private equity solicitation — 5 March 2013
76 Bloomberg — Private Equity’s Carried Interest Eyed by Congress: Taxes — 11 January 2013
77 Bloomberg — China Kicks U.S. Private Equity Aside as Local Funds Rise — 16 May 2012
78 Incisive Media: Investment Europe — Focus on private equity: French tax reforms getting carried away — 2 November 2012
79 Reuters — Private equity steps into European bank lending gap — 10 October 2012

Exhibit 18: PE market gains stability

Source: Preqin, March 2013
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Fundraising in 2013 is likely 
to increase in both the U.S. 
and in Canada as PE firms 
look to invest excess cash 
reserves and secondary buyouts 
continue to rise.
The European PE market witnessed an increase in 
aggregate capital raised for the second consecutive 
year, while the number of funds raised declined — 
aggregate capital raised in 2012 was US$80B from 157 
funds in comparison to US$67B raised from 203 funds 

in 2011 (refer to Exhibit 18). The UK, Germany, and the 
Netherlands were resilient in 2012 and significant amounts 
of funds were raised in those countries, while Italy, Spain, 
and Greece reported a fall in capital raised, as fiscal 
austerity measures stifled growth. France also suffered 
due to proposed tax reforms on “carried interest”, taking 
the overall tax rate to about 95 percent.78 Fundraising 
increased in 2012 as PE firms raised more debt funds, 
in an attempt to fill the vacuum created by the pullback 
by European banks — leveraged lending declined by 38 
percent in 2012 over 2011 according to Standard & Poor's 
LCD. The amount raised through these debt funds would 
be used to lend money to companies to help finance 
buyout deals. However, this move by European PE funds 
has brought the industry under the radar of regulators.79
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Funds of 2007 and 2008 are nearing the end 
of their investment cycle but are still sitting 
on vast amounts of dry powder. As investors 
start questioning the use of their money, fund 
managers will rush to invest the aging dry 
powder in the next year, which could result in 
too much capital chasing too few deals. In 2012, 
fund managers chose the secondary buyout 
route to raise funds.

80 The New York Times — Despite Uncertainty, Private Equity Remains Bullish on Europe — 27 February 2013
81 The New York Times — Private Equity Seeks European Bank Assets, but Deals Are Slow to Come — 26 February 2013
82 SuperReturn TV — The Continued Development of Asian Private Equity Infrastructure — 8 March 2013

Exhibit 19: Buyout fund dry powder by vintage year as of 
September 2012
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Some PE players are expecting activity to pick up in 
2013 as European companies seem more open to selling 
distressed assets, particularly those involved in bank 
bailouts by local governments.80 However, the US$1T 
that banks received in short-term credit from the ECB has 
allowed some banks hold on to troubled assets longer.81 
PE funds are also likely to focus efforts on those European 
companies with operations outside the region as they 
have lower exposure to the turbulent economy. While 
Spain and Greece have ranked low as favorable investment 
destinations, PE interest in these countries appears to be 
increasing. Spain’s structural reforms aimed at freeing up 
its labor market, close ties to fast-growing Latin American 
markets, and the likelihood of a domestic economic 
recovery are likely to drive PE investment in the region.81 
PE firms also appear to be looking toward Greece for 
potential purchases as low valuations and the quest for 
yield attract investors.

Some PE players are expecting 
activity to pick up in 2013 as 
European companies seem 
more open to selling distressed 
assets, particularly those 
involved in bank bailouts by 
local governments.

Fundraising activity in Asia Pacific declined in 2012, as 
Chinese and Indian PE markets seem to have hit a growth 
wall — aggregate capital raised in 2012 was US$52B in 
comparison to US$60B raised in 2011 (refer to Exhibit 18). 
Moreover, IPO exits in the region became difficult due to 
what appeared to be weak markets and investors shying 
away due to high valuations. India, in particular, failed to 
perform in the buyout and M&A market, apparently due to 
weak stock markets and the crash of the rupee.

Investor appetite in countries outside China and India is 
increasing, as emerging South-East Asian countries such 
as Malaysia, Indonesia, Thailand, and the Philippines 
have a burgeoning middle class and a relaxed regulatory 
environment. Moreover, PE firms can control investments 
in these countries and buy 100 percent stake in the target 
companies, whereas in India and China a vast majority 
of the deals are in growth equity. Australia is also gaining 
traction as a favorable PE destination, particularly for 
buyout deals, due to greater transparency and well-
developed capital markets.82

However, the region continues to pose challenges to 
PE firms. Competition from corporate acquirers, who 
are looking to capture a share of the Asian market, and 
changing regulations in some countries are likely to bring 
down fundraising in the region.

Dry powder levels across the PE industry declined by 11 
percent from US$1,069B in December 2008 to US$954B 
in September 2012. By fund type, buyout fund dry powder 
is the largest component. However, it declined by 25 
percent from US$488B in December 2008 to US$366B in 
September 2012.
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Regional Spotlight — Sub-Saharan Africa

Over the last decade, the African PE industry has grown 
significantly mainly, it appears, due to growth in the 
Sub-Saharan region. As of March 2013, there were 
120 PE firms headquartered across Africa — 100 based 
in Sub-Saharan Africa and 20 based in North Africa. 
Collectively, these firms have raised approximately 
US$19.3B in capital over the last decade and have 
an estimated US$4.8B available in dry powder — 
74 percent of all the capital raised in the region is 
attributed to firms based in Sub-Saharan Africa. South 
Africa and Mauritius are key countries in the region.84

Sub-Saharan Africa has some of the fastest-growing 
economies in the world, which appears to be 
benefitting from a nascent consumer class. The 
region is projected to grow around 5 percent in 2013, 
according to the IMF.85 The region is particularly 
attractive to Middle Eastern investors as it has plenty 
of agricultural land for food production, which is 
scarce in the Middle East. Further, Gulf companies have 
experience in infrastructure construction and extra 
cash due to high oil prices, attracting them to ongoing 
infrastructure investments in Africa.86 Moreover, 
investment also appears to be increasing in the region 
from China, the U.S., and Europe.

The region represents only 4 percent of the emerging 
markets PE activity, suggesting scope for growth. 
However, the region’s growth story appears to be 
attracting more and more funds, and is witnessing 

increasing competition among fund managers, as 
a result of which completion of deals is becoming 
difficult and valuations are running high.86 Although 
the PE market is not likely to perform at the 
“mobile-age” levels in South Africa, PE as an asset class 
outperformed the Johannesburg Stock Exchange (JSE) 
over the past three-, five-, and ten-year periods. The 
Compound Annual Growth Rate (CAGR) of returns for 
PE over ten years is 20.6 percent versus 18 percent for 
the All Share Index, over five years it is 11.4 percent 
versus 8.8 percent, and for the three-year period it is 
17.6 percent versus 14.9 percent.87

PE funds completed 61 deals in Sub-Saharan Africa 
in 2012, the highest since 2008 when there were 
50 deals. Although the total capital invested in the 
region increased last year, it was less than half that of 
2007, when PE funds completed US$3.4B of deals. 
The bulk of Africa’s PE sellers offloaded companies 
to trade buyers, accounting for almost 65 percent of 
the volume. Africa is believed to be set to see even 
more exits in 2013, as the continent’s leading general 
partners returned to the fundraising trail. 

Moreover, 2013 is expected to do well in light of many 
new fund announcements, including the continent’s 
first fund-of-funds. In addition to political risks, a lack 
of human capital and the absence of a suitable exit 
environment are the only limiting factors.88

83 Preqin — Challenging Private Equity Fundraising Environment in 2012 — March 2013
84 Preqin — Africa-Based Private Equity Fund Managers — March 2013
85 The Financial Times — Harsh deal climate in sub-Saharan Africa — 11 March 2013
86 Reuters — Wealthy Gulf investors warm to Africa — 2 January 2013
87 ITI News — Private Equity has outperformed JSE All Share Index over 3, 5 & 10 years — 19 March 2013
88 Preqin — Exclusively Africa-Focused Private Equity Funds in Market — February 2013

Although fundraising conditions remained challenging in 2012, 41 percent of funds that reached a final close exceeded 
their original fundraising target, suggesting that there is still demand from investors for a compelling fund proposition. 
2013 may be an improvement on 2012 in terms of number of funds exceeding their targets with 55 percent of funds that 
have held a final close until March 2013 surpassing targets. Moreover, fundraising activity is likely to increase in 2013 as 
Limited Partners (LPs) received strong returns in 2012, and are likely to seek more in 2013.83
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Others

Private Placements

The recent retrenchment in bank lending has left medium-sized companies around the world looking for alternate sources 
of funding. Private placements are one such source that allows private or public companies to sell securities to institutional 
investors without having to register with a regulatory body. Currently, all appear to agree there are two major private 
placement markets — the U.S. market and the German Schuldschein market.

The U.S. market reached a high of US$45.8B in 2012 in comparison to US$34.6B in 2011, while deal volume declined 
for a second year in a row — 1,025 in 2012, 1,054 in 2011, and 1,139 in 2010.89 The market is dominated by insurance 
companies that favor 10-year tenors and is estimated to have US$500B of outstanding bonds. According to Lloyds 
Bank, European companies raised US$12B and UK companies around US$10B in the U.S. market in 2012 in an attempt 
to diversify funding. Even strong IG companies that have established banking relationships are looking to the private 
placement market to reduce reliance on banks.90 In addition to low industrial credit spreads in the U.S., the attractiveness 
of the relative value of the dollar versus the euro and sterling, and the cost of swapping the dollar back into the sterling 
or the euro are pulling European corporates to the market.91 The private placement market is expected to grow as recent 
JOBS Act liberalizes the rules governing the marketing of private placements, expanding the market opportunity for 
corporate borrowers.92

The German market appears to be dominated by banks — savings and mutual — unlike its U.S. counterpart. The market 
was worth €13B in 2012, with local corporates making the most issues. The market is expected to grow in 2013 as Asian 
investors look to tap into this market to get direct access to mid-cap European borrowers.91

Sukuk

Global sukuk issuance increased by 64 percent in 2012 to US$140B from US$85B in 2011, taking the global outstanding 
sukuk market to US$240B at the end of 2012. Corporates issued only 16.3 percent of sukuk, with the rest coming from 
sovereign and quasi-sovereign issuers.93 The transport sector was the second-largest issuer of sukuk with 11.3 percent 
(after the government sector) and will continue to drive issuance in the Middle East and Malaysia, as the governments set 
aside funds for infrastructure development. Malaysia dominated issuance in 2012 with 74 percent of the total amount 
raised coming from the region, followed by Saudi Arabia with 7.5 percent of total issuance. While Turkey debuted in the 
market in 2012, North Africa (Egypt, Libya, Tunisia, and Morocco) took steps toward setting up a regulatory framework 
for allowing sukuk issuance.94

As awareness of the market increases globally, issuance in the Gulf Cooperation Council (GCC) is expected to reach 
US$30B-US$35B in 2013 to meet the demand of the Muslim population. Moreover, an increasing number of governments 
from the Middle East and North Africa region are looking to tap the market to widen their funding sources following the 
European debt crisis.93

Although 2013 sukuk issuance began slowly — January 2013 issuance was at US$5.4B, down 20 percent from the same 
period last year — activity is expected to increase as markets outside the Middle East, North Africa, and Malaysia seek 
to raise funds through this source. Turkey, Indonesia, Australia, and Hong Kong are other countries that appear likely to 
tap into the sukuk market. However, an overall weakening of the fixed-income market and better returns from emerging-
market equities may dampen this market.94

89 Privateraise.com — The DealFlow report: 2012 Year in Review — 14 January 2013
90 efinancialnews.com — Private debt prototypes: Germany and the US — 14 January 2013
91 efinancialnews.com — Europeans flock to US private bond market for funding — 6 February 2012
92 Torys LLP — SEC Proposes Relaxed Marketing Rules for U.S. Private Placements — 11 September 2012
93 Bloomberg — HSBC Says Gulf Surge to Drive 2013 Sukuk Record: Islamic Finance — 11 February 2013
94 Zawya — Outstanding global sukuk reaches $240bn on back of $140bn sold in 2012 — 16 January 2013

Note: A Sukuk is an Islamic financial certificate, similar to a bond in Western finance, that complies with Sharia, Islamic religious law.
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Outlook

The global capital market is expected to improve in 2013, 
driven by favorable actions by central banks and the 
various governments. While the U.S. is likely to lead this 
recovery, the recession in Europe and a slowdown in some 
Asian economies may act as a damper on overall issuance 
levels.

In the U.S., most forms of capital are likely to experience 
an increase in issuance in 2013, spurred by the Fed’s 
moves to infuse liquidity in the market and maintain 
record-low interest rates. The U.S. bond market appears 
likely to sustain the increase in issuance as investors 
continue to shift to corporate bonds from treasuries, in 
search of yield. However, tightening OAS spreads and high 
bond prices may curtail the pace of the market. Issuance 
may also continue to increase in the IG and leveraged loan 
markets due to favorable loan prices and an issuer-friendly 
environment. However, leveraged loans may experience a 
slowdown, as many issuers took advantage of the market 
before changes in the tax law took place. The CLO market 
will likely continue to witness a surge in issuance, driven 
primarily by investors’ search for yield and generally low 
default rates among U.S. corporates. IPO activity in the 
U.S. is expected to increase due to the strengthening of 
the economy, better equity-market performance in 2012, 
lesser volatility, and the Fed’s move to encourage investors 
further out on the risk curve.

The European bond market is expected to see a spur 
in issuance due to the shift from loans to bonds as 
multinationals look to diversify their funding sources. 
Corporate bonds in the peripheral countries may see a 
surge in issuance given strong backing from the ECB and 
investors’ search for yield in the current environment. 
The outlook for the leveraged loan market is anticipated 
to be weak, as M&A activity in the region is likely to 
remain low. Moreover, European borrowers will continue 
to prefer the U.S. market to raise funds. IPO activity is 
likely to improve in Europe, driven by government-initiated 
IPOs of state-owned entities and the backlog created by 
the sluggish market in 2012. However, in the absence 
of favorable conditions such as low volatility and strong 
after-market performance, the market may not sustain the 
momentum gained toward the end of 2012.

Emerging market bond issuance is likely to perform well 
as investors turn to these markets due to record-low yields 
in the U.S. and Europe. While the tightening of lending 

conditions could boost issuance of bonds, rising default 
rates in the region could, however, curb the pace of 
issuance. Further, the loan market outlook is expected to 
remain dismal due to the continuing Eurozone crisis and 
slowdown in the Chinese economy, limiting M&A activity 
in the region. While countries such as Japan, Malaysia, and 
Singapore are witnessing an increase in IPO activity, the 
market will likely continue to remain constrained due to 
the struggling Chinese and Indian economies.

Globally, the PE market is expected to improve in 2013 
driven by the growth in fundraising in North America 
and Europe. Fundraising in 2013 is likely to increase in 
the U.S. as PE firms look to invest excess cash reserves 
and secondary buyouts continue to rise. European PE 
fundraising may also continue to rise as corporates seek to 
sell distressed assets and valuations remain at an all-time 
low. Despite an increase in PE fundraising in South-East 
Asian countries, PE firms in Asia will likely continue to face 
challenges — competition from corporate acquirers, who 
are looking to capture a share of the Asian market, and 
changing regulations in some countries. 

In the short-term, it may be important to observe the 
impact of the following on capital markets:

•	 The imposition of “sequester cuts” to the extent of 
US$85B, in March 201395 

•	 Automatic increase of the statutory debt ceiling from 
US$16.4T to US$16.9T in May 201396 

•	 The Fed’s decision to maintain record-low interest rates 
until mid-2015

•	 Political instability in the Eurozone — the scandal in 
Spain and fresh elections in Italy — which could delay 
reforms in other Eurozone economies

•	 Snowballing effect of the Eurozone crisis on Asian 
economies

•	 The Bank of Japan’s decision to adopt a new balance 
sheet target and pledge to double its government bond 
holdings in two years97

•	 The U.S. mega-buyout trend and its influence on 
leveraged lending

•	 Investor sentiment in the Eurozone post the Cyprus 
bailout

95 National Post — ‘Unnecessary budget crisis’: Obama fixes blame on Republicans as $85-billion in spending cuts take effect —2 March 2013
96 Financial Post — U.S. House passes debt ceiling extension to May 19 —23 January 2013
97 CNBC — Japan's QE Will Work Better Than US: Stiglitz — 4 April 2013
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Market Range Symbol

High-growth market 30% and higher

Low- to moderate-growth market 5% to 30%

Neutral -5% to 5%

Declining market Below -5%

Insignificant market -

Exhibit 20: Potential instruments and geographies in which to raise capital in the short-term

Legend

Growth 2012 over 2011 Forecast 2013

Financial Instrument United 
States

Europe Emerging 
Markets/

Asia Pacific

United 
States

Europe Emerging 
Markets/Asia 

Pacific

IG bonds

HY bonds

IG loans

Leveraged loans

Equity

Private equity

Note: Definition of Emerging Markets/Asia Pacific differs across instruments; CLO, Private Placement and Sukuk are not included

Sources: Preqin, Standard & Poor’s Financial Services LLC, Leverage Commentary & Data, Bloomberg

Recognizing the most suitable instruments and geographies to ensure continued access to adequate low cost funding is 
crucial. Exhibit 20 provides possible options—financial instruments and geographies—for companies to raise capital based 
on growth rates and the short-term outlook.
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Debt & Capital Advisory 
practices

Deloitte member firms’ Debt and Capital Advisory practices 
provide independent advice to a wide range of public, 
private, and institutional borrowers. Our expertise ranges 
from the provision of strategic advice on the optimum 
capital structure and available sources of finance, through 
to the provision of highly experienced execution resources. 
Furthermore, because we are independent of providers of 
finance, our objectives are closely aligned with those of 
our clients.

Deloitte member firms’ debt and capital advisory network 
encompasses over 120 dedicated professionals spanning 
32 countries, giving us a global reach.

Scenarios in which the member firm professionals in the 
Debt & Capital Advisory practices will advise include:

•	 Restructuring or renegotiating debt: Covenant waiver 
and reset negotiations, trading downturns, credit rating 
downgrades, facility extensions and amendments, new 
money requests and debt buybacks.

•	 Refinancing: Maturing debt facilities, new debt 
markets, syndicated borrowings, asset-based financing, 
off-balance- sheet financing and minority equity raises.

•	 Acquisitions, disposals and mergers: Acquisition 
financing, merger financing and mezzanine capital 
raises.

•	 General financial advisory: Board assistance, loan 
sales and acquisitions and General Partners/Limited 
Partners (GP/LP) assistance

Private equity

•	 Midmarket PE House

•	 Buy-side versus Sell-side

•	 Internal versus External marketing

•	 GP/LP fundraising (U.S./Canada)

•	 Current issues facing the market

 – Increasing risk of buy-side mandates

 – Restructuring portfolio company debt

Financial institutions

•	 Understanding opportunities coming out of new 
regulations/capital requirements:

 – Dodd-Frank

 – Basel II & III

•	 Opportunities around structured credit

•	 Non-core asset divestment

Corporate debt

•	 Raising and restructuring existing debt

•	 Increasing use of capital markets (especially in 
Europe)

 – Corporate bonds

 – Hybrid bonds

 – Multicurrency bondss

Property finance

•	 Commercial real estate

•	 Structured finance

 – Restructuring and origination

•	 Hedging strategies

•	 Secured corporate lending

Service offerings
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Key contacts

For further information on capital markets services, please contact the specialists shown below from the respective 
Deloitte member firms:

Americas

Miguel Arrigoni — Argentina 
Tel: +54 11 5129 2030 
Email: marrigoni@deloitte.com

Eduardo Teixeira de Barros — Brazil 
Tel: +55 11 5186 1180 
Email: edbarros@deloitte.com

Robert Olsen — Canada 
Tel: +1 416 601 5900 
Email: robolsen@deloitte.ca

Jaime Retamal — Chile 
Tel: +56 2729 8784 
Email: jaretamal@deloitte.com

Jorge Schaar — Mexico 
Tel: +52 55 5080 6392 
Email: jschaar@deloittemx.com

Martin Battaglia — United States 
Tel: +1 312 486 2572 
Email: mbattaglia@deloitte.com

EMEA

Serge Prosman — Belgium 
Tel: + 32 2600 6232 
Email: sprosman@deloitte.com

Lars Munk — Denmark 
Tel: +45 36 10 37 88 
Email: lmunk@deloitte.dk

Corinne Sanchez — France 
Tel: +33 1 4088 8437 
Email: cosanchez@deloitte.fr

Wulf Ihler — Germany 
Tel: +49 69 75695 6100 
Email: wihler@deloitte.de

Christian Ukens — Germany 
Tel: +49 69 75695 6323 
Email: cukens@deloitte.de

Michael Flynn — Ireland 
Tel: +353 1 417 2515 
Email: micflynn@deloitte.ie

Mario Casartelli — Italy 
Tel: +39 0283325017 
Email: mcasartelli@deloitte.it

Alexander Olgers — Netherlands 
Tel: +31 88288 6315 
Email: aolgers@deloitte.nl

Andre Pottas — South Africa 
Tel: +41 58279 6449 
Email: apottas@deloitte.co.za

Jordi Llido — Spain 
Tel: +34 93 280 40 40 
Email: jllido@deloitte.es

Juerg Glesti — Switzerland 
Tel: +41 44 421 6449 
Email: jglesti@deloitte.ch

Anthony Wilson — Turkey 
Tel: +90 21 2366 6063 
Email: anthwilson@deloitte.com

James Douglas — United Kingdom 
Tel: +44 207 007 4380 
Email: jamesdouglas@deloitte.co.uk

Declan Hayes — Middle East  
Tel: +971 4 506 4740 
Email: dehayes@deloitte.com

Asia Pacific

Ian Thatcher — Australia 
Tel: +61 2 9322 7640 
Email: ithatcher@deloitte.com.au

Lawrence Chia — China 
Tel: +86 10 8520 7758 
Email: lawchia@deloitte.com.cn

Avinash Gupta — India 
Tel: +91 22618 55070 
Email: avinashgupta@deloitte.com

Andrew Grimmett — Singapore 
Tel: +65 6530 5555 
Email: agrimmett@deloitte.com
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