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In this interview, Scott McClurg,
HSBC Asset Management's
Global Head of Private Credit
highlights growing investor
interest in private credit, driven
by the asset class’ attractive
risk-adjusted returns and
diversification benefits. Direct
lending and infrastructure debt
are key strategies, with
opportunities in lower-mid
market companies and regional
growth engines. For institutional
investors, in particular, private
credit offers benefits that
warrant detailed consideration.

Private Credit 2025

What do you mean by “multiple engines”
= within private credit?

Scott McClurg: Amid elevated uncertainty, investors are
increasingly being drawn to private credit as a resilient asset class
that can deliver attractive risk-adjusted returns, diversification, and
income stability. The global private credit market is projected to
grow to $3 trillion by 2028, driven by lower interest rates,
declining default risk and solid economic strength'.

Investment opportunities vary across sub-asset class and region.
Direct lending is the largest private credit sub-category and
involves providing loans to predominantly private equity-backed
companies. Direct lending offers higher yields than public credit
markets (+200-300bps), driven by illiquidity premiums and
customised terms. These returns are comparable to equity returns,
with credit-like risk. Loans also feature floating rate structures that
adjust with benchmark rates, providing an important natural
hedge when rates are elevated.

Infrastructure debt is another private credit strategy, involving
financing of essential projects such as transportation, energy
transition, and digitalisation. At HSBC, our approach focuses on
originating, structuring, and negotiating often bespoke bilateral
transactions backed by infrastructure assets that benefit from
long-term cashflow visibility and resilience across the business
cycle. With a focus on lower-mid-market assets in developed
countries, and working with well-regarded institutions, investors
can benefit from opportunities that deliver annual returns of 8
10%+, with a favourable positioning in the capital structure.

Investors can also access different regional engines of growth. For
example, in the UK, Europe, and North America, the focus is
renewable energy projects and digital infrastructure, driven
respectively by the energy transition and growth of Al. In Asia,
growing demand for transportation, urban development, and
logistics infrastructure, is underpinning rapid economic growth
and urbanisation.


https://www.moodys.com/web/en/us/insights/credit-risk/outlooks/private-credit-2025.html

Q. Where do you see opportunities in direct lending?

SM: While news headlines are full of big-name private credit deals, we believe the most attractive
opportunities are in the often-overlooked lower-mid market space. These are growing companies with
EBITDA of EUR 5-30 million that are often market leaders in niche sectors with loyal customer bases and
proven cashflow resilience.

There has been a liquidity shortfall in the mid-market space as some banks continue to reduce their
presence. This allows investors to step in and provide tailored financing solutions to companies.

Companies in this space are smaller and nimbler with simpler capital structures. They have largely
domestic operations and customer bases, so are less affected by global factors, such as the US tariffs.
Consequently, they tend to show greater resilience through economic cycles. Many small-medium size
companies are also in sectors with thematic tailwinds, including healthcare, IT and software, and financial
services.

In a recent Mercer survey of 57 asset managers globally, 74% of respondents indicated the lower- or mid-
market contained the most attractive private debt opportunities in terms of potential risk-adjusted returns?.

Lower-mid market deals typically face less competition among lenders, meaning deals are usually more
competitive on pricing than the upper market. The ability to negotiate robust leverage and interest-coverage
covenants also results in better documentary controls.

Manager selection and selective credit due diligence are especially important in lower-mid market lending.
Transactions are often relationship driven, which is where HSBC as one of the world’s largest banks excels,
having access to proprietary deal flow sourced directly from the bank’s longstanding client relationships.
Tight integration with HSBC Bank provides HSBC Asset Management with early visibility into financing
needs across private companies and infrastructure sponsors and access to off-market transactions with
attractive terms in key growth markets.

How does a “diversified offence” look for private credit in 2025 and beyond?
= How can correlation risk across the different private credit 'engines’ be managed?

SM: Diversification is paramount for institutional investors when accessing private credit. Intra-asset class
diversification balances the higher-risk, higher-reward profile of direct lending with the more defensive
attributes of infrastructure debt.

Diversification across sectors and geographies can also mitigate correlation risk. At HSBC, we have
launched direct lending strategies in UK and Europe, with Asia and US expansion in development, enabling
clients to access different regional return drivers and sources of diversification. Incorporating assets with
varying maturities and credit qualities can further enhance portfolio resilience and support consistent
income generation.

Importantly, a private credit allocation can provide diversification within a wider portfolio of stocks and
bonds due to low correlation to public markets. Direct lending exhibits lower mark-to-market volatility as
loans are typically held to maturity. It also offers downside protection through covenants, collateral, and
close borrower relationships.

Regular stress testing and scenario analysis are vital tools in assessing potential correlation impacts. These
analyses allow us to simulate adverse market conditions and evaluate how different assets might behave.
Furthermore, at HSBC, we maintain a robust risk management framework, including continuous monitoring
of asset correlations. By staying informed, we can swiftly adapt our approach to changing conditions.
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https://www.mercer.com/insights/investments/alternative-investments/private-markets-in-motion/

Q. Where do you see interest for private credit?

SM: The surge in interest in private credit in recent years has been driven primarily by institutional investors
seeking higher yields than public fixed income returns (c200-400bps), driven by an illiquidity premium that
long-term investors can harvest.

For pension funds, endowments and family offices, private credit’s diversification benefits and resilience
are also attractive. Private credit historical loss rates are lower than leveraged loans during crises such as
the COVID pandemic3.

For insurers, certain private credit strategies, including investment grade infrastructure debt and senior
secured loans can qualify for lower Solvency Capital Requirements arising from lower volatility and strong
covenants. Furthermore, infrastructure debt and certain direct lending deals offer longer-term fixed or
inflation-linked cashflows that provide good liability matching. Under the Solvency Il Matching Adjustment
mechanism, insurers can recognise part of the illiquidity premium in their discount rate, boosting return-on-
capital ratios.

The rise of semi-liquid evergreen funds is further enhancing private credit’s appeal among both institutional
and non-institutional investors by offering {among other things) improved liquidity and continuous capital
deployment.
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https://www.morganstanley.com/ideas/private-credit-outlook-considerations#:~:text=Private%20credit%20may%20also%20offer,%25%20for%20high%2Dyield%20bonds.

Important Information

For Professional Clients and intermediaries within countries and territories set out below; and for Institutional
Investors and Financial Advisors in the US. This document should not be distributed to or relied upon by Retail
clients/investors.

The value of investments and the income from them can go down as well as up and investors may not get back the
amount originally invested. The performance figures contained in this document relate to past performance, which
should not be seen as an indication of future returns. Future returns will depend, inter alia, on market conditions,
investment manager’s skill, risk level and fees. Where overseas investments are held the rate of currency exchange
may cause the value of such investments to go down as well as up. Investments in emerging markets are by their
nature higher risk and potentially more volatile than those inherent in some established markets. Economies in
Emerging Markets generally are heavily dependent upon international trade and, accordingly, have been and may
continue to be affected adversely by trade barriers, exchange controls, managed adjustments in relative currency
values and other protectionist measures imposed or negotiated by the countries and territories with which they trade.
These economies also have been and may continue to be affected adversely by economic conditions in the countries
and territories in which they trade.

The contents of this document may not be reproduced or further distributed to any person or entity, whether in whole or in part, for
any purpose. All non-authorised reproduction or use of this document will be the responsibility of the user and may lead to legal
proceedings. The material contained in this document is for general information purposes only and does not constitute advice or a
recommendation to buy or sell investments. Some of the statements contained in this document may be considered forward
looking statements which provide current expectations or forecasts of future events. Such forward looking statements are not
guarantees of future performance or events and involve risks and uncertainties. Actual results may differ materially from those
described in such forward-looking statements as a result of various factors. We do not undertake any obligation to update the
forward-looking statements contained herein, or to update the reasons why actual results could differ from those projected in the
forward-looking statements. This document has no contractual value and is not by any means intended as a solicitation, nor a
recommendation for the purchase or sale of any financial instrument in any jurisdiction in which such an offer is not lawful. The
views and opinions expressed herein are those of HSBC Asset Management at the time of preparation, and are subject to change at
any time. These views may not necessarily indicate current portfolios' composition. Individual portfolios managed by HSBC Asset
Management primarily reflect individual clients' objectives, risk preferences, time horizon, and market liquidity. Foreign and
emerging markets. Investments in foreign markets involve risks such as currency rate fluctuations, potential differences in
accounting and taxation policies, as well as possible political, economic, and market risks. These risks are heightened for
investments in emerging markets which are also subject to greater illiquidity and volatility than developed foreign markets. This
commentary is for information purposes only. It is a marketing communication and does not constitute investment advice or a
recommendation to any reader of this content to buy or sell investments nor should it be regarded as investment research. It has
not been prepared in accordance with legal requirements designed to promote the independence of investment research and is not
subject to any prohibition on dealing ahead of its dissemination. This document is not contractually binding nor are we required to
provide this to you by any legislative provision.

All data from HSBC Asset Management unless otherwise specified. Any third party information has been obtained from sources we
believe to be reliable, but which we have not independently verified.

HSBC Asset Management is the brand name for the asset management business of HSBC Group, which includes the investment
activities that may be provided through our local regulated entities. HSBC Asset Management is a group of companies in many
countries and territories throughout the world that are engaged in investment advisory and fund management activities, which are
ultimately owned by HSBC Holdings Plc. (HSBC Group). The above communication is distributed by the following entities:

e |n Australia, this document is issued by HSBC Bank Australia Limited ABN 48 006 434 162, AFSL 232595, for HSBC Global Asset
Management (Hong Kong) Limited ARBN 132 834 149 and HSBC Global Asset Management (UK) Limited ARBN 633 929 718. This
document is for institutional investors only, and is not available for distribution to retail clients (as defined under the Corporations
Act). HSBC Global Asset Management (Hong Kong) Limited and HSBC Global Asset Management (UK) Limited are exempt from the
requirement to hold an Australian financial services license under the Corporations Act in respect of the financial services they
provide. HSBC Global Asset Management (Hong Kong) Limited is regulated by the Securities and Futures Commission of Hong
Kong under the Hong Kong laws, which differ from Australian laws. HSBC Global Asset Management (UK) Limited is regulated by
the Financial Conduct Authority of the United Kingdom and, for the avoidance of doubt, includes the Financial Services Authority of
the United Kingdom as it was previously known before 1 April 2013, under the laws of the United Kingdom, which differ from
Australian laws;

® in Bermuda by HSBC Global Asset Management (Bermuda) Limited, of 37 Front Street, Hamilton, Bermuda which is licensed to
conduct investment business by the Bermuda Monetary Authority;

e in Chile: Operations by HSBC's headquarters or other offices of this bank located abroad are not subject to Chilean inspections or
regulations and are not covered by warranty of the Chilean state. Obtain information about the state guarantee to deposits at your
bank or on www.cmfchile.cl;

e in Colombia: HSBC Bank USA NA has an authorized representative by the Superintendencia Financiera de Colombia (SFC)
whereby its activities conform to the General Legal Financial System. SFC has not reviewed the information provided to the investor.
This document is for the exclusive use of institutional investors in Colombia and is not for public distribution;

e in France, Belgium, Netherlands, Luxembourg, Portugal, Greece, Finland, Norway, Denmark and Sweden by HSBC Global Asset
Management (France), a Portfolio Management Company authorised by the French regulatory authority AMF (no. GP99026);

e in Germany by HSBC Global Asset Management (Deutschland) GmbH which is regulated by BaFin (German clients) respective by
the Austrian Financial Market Supervision FMA (Austrian clients);
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* in Hong Kong by HSBC Global Asset Management (Hong Kong) Limited, which is regulated by the Securities and Futures
Commission. This video/content has not be reviewed by the Securities and Futures Commission;

¢ in India by HSBC Asset Management (India) Pvt Ltd. which is regulated by the Securities and Exchange Board of India;

e in ltaly and Spain by HSBC Global Asset Management (France), a Portfolio Management Company authorised by the French
regulatory authority AMF (no. GP99026) and through the Italian and Spanish branches of HSBC Global Asset Management (France),
regulated respectively by Banca d'ltalia and Commissione Nazionale per le Societa e la Borsa (Consob) in Italy, and the Comision
Nacional del Mercado de Valores (CNMV) in Spain;

¢ in Malta by HSBC Global Asset Management (Malta) Limited which is regulated and licensed to conduct Investment Services by
the Malta Financial Services Authority under the Investment Services Act;

e in Mexico by HSBC Global Asset Management (Mexico), SA de CV, Sociedad Operadora de Fondos de Inversién, Grupo
Financiero HSBC which is regulated by Comisién Nacional Bancaria 'y de Valores;

e in the United Arab Emirates, Qatar, Bahrain & Kuwait by HSBC Global Asset Management MENA, a unit within HSBC Bank
Middle East Limited, U.A.E Branch, PO Box 66 Dubai, UAE, regulated by the Central Bank of the U.A.E. and the Securities and
Commodities Authority in the UAE under SCA license number 602004 for the purpose of this promotion and lead regulated by the
Dubai Financial Services Authority. HSBC Bank Middle East Limited is a member of the HSBC Group and HSBC Global Asset
Management MENA are marketing the relevant product only in a sub-distributing capacity on a principal-to-principal basis. HSBC
Global Asset Management MENA may not be licensed under the laws of the recipient’s country of residence and therefore may not
be subject to supervision of the local regulator in the recipient’'s country of residence. One of more of the products and services of
the manufacturer may not have been approved by or registered with the local regulator and the assets may be booked outside of
the recipient’s country of residence.

e in Peru: HSBC Bank USA NA has an authorized representative by the Superintendencia de Banca y Seguros in Peru whereby its
activities conform to the General Legal Financial System - Law No. 26702. Funds have not been registered before the
Superintendencia del Mercado de Valores (SMV) and are being placed by means of a private offer. SMV has not reviewed the
information provided to the investor. This document is for the exclusive use of institutional investors in Perl and is not for public
distribution;

¢ in Singapore by HSBC Global Asset Management (Singapore) Limited, which is regulated by the Monetary Authority of Singapore.
The content in the document/video has not been reviewed by the Monetary Authority of Singapore;

¢ In Switzerland by HSBC Global Asset Management (Switzerland) AG. This document is intended for professional investor use only.
For opting in and opting out according to FinSA, please refer to our website; if you wish to change your client categorization, please
inform us. HSBC Global Asset Management (Switzerland) AG having its registered office at Gartenstrasse 26, PO Box, CH-8002
Zurich has a licence as an asset manager of collective investment schemes and as a representative of foreign collective investment
schemes. Disputes regarding legal claims between the Client and HSBC Global Asset Management (Switzerland) AG can be settled
by an ombudsman in mediation proceedings. HSBC Global Asset Management (Switzerland) AG is affiliated to the ombudsman
FINOS having its registered address at Talstrasse 20, 8001 Zurich. There are general risks associated with financial instruments,
please refer to the Swiss Banking Association (“SBA”) Brochure “Risks Involved in Trading in Financial Instruments;

e in Taiwan by HSBC Global Asset Management (Taiwan) Limited which is regulated by the Financial Supervisory Commission
R.O.C. (Taiwan);

e in Turkiye by HSBC Asset Management A.S. Turkiye (AMTU) which is regulated by Capital Markets Board of Turkiye. Any
information here is not intended to distribute in any jurisdiction where AMTU does not have a right to. Any views here should not be
perceived as investment advice, product/service offer and/or promise of income. Information given here might not be suitable for all
investors and investors should be giving their own independent decisions. The investment information, comments and advice given
herein are not part of investment advice activity. Investment advice services are provided by authorized institutions to persons and
entities privately by considering their risk and return preferences, whereas the comments and advice included herein are of a
general nature. Therefore, they may not fit your financial situation and risk and return preferences. For this reason, making an
investment decision only by relying on the information given herein may not give rise to results that fit your expectations.

¢ in the UK by HSBC Global Asset Management (UK) Limited, which is authorised and regulated by the Financial Conduct Authority;

e and in the US by HSBC Global Asset Management (USA) Inc. which is an investment adviser registered with the US Securities
and Exchange Commission.

e |In Uruguay, operations by HSBC's headquarters or other offices of this bank located abroad are not subject to Uruguayan
inspections or regulations and are not covered by warranty of the Uruguayan state. Further information may be obtained about the
state guarantee to deposits at your bank or on www.bcu.gub.uy.

Copyright © HSBC Global Asset Management Limited 2025. All rights reserved. No part of this publication may be reproduced,
stored in a retrieval system, or transmitted, on any form or by any means, electronic, mechanical, photocopying, recording, or
otherwise, without the prior written permission of HSBC Global Asset Management Limited.
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