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Why empathy is crucial in the 
US lower mid-market

Overlooked by many firms, the US lower mid-market can be a fertile 
hunting ground, according to Metropolitan Partners Group’s Paul Lisiak

There is often a strong focus on scale 
in the private debt world, with firms ea-
ger to grow and source the biggest deals 
possible. However, this can leave parts 
of the market neglected where profit-
able lending opportunities can still be 
sought. Metropolitan Partners Group’s 
managing partner and chief investment 
officer Paul Lisiak explains what is 
needed to successfully invest in the US 
lower mid-market and why having the 
right mindset is crucial to success.

Q What are some of the 
compelling characteristics 

of the US lower mid-market?
The US lower mid-market is segment-
ed into sponsored and non-sponsored 
spaces, though the latter is more prev-
alent. That’s a very attractive area for 

us, because with non-sponsored lower 
mid-market businesses, you’re deal-
ing with the owner-operators. These 
individuals are likely have the major-
ity of their net worth invested in the 
business, and, as such, they tend to fa-
vour flexible partnerships and certainty 
around closing as opposed to strictly 
optimising for cost of capital.

Financial investors underestimate 
opportunity costs associated with of-
fering private businesses access to cap-
ital. Businesses at the lower end of the 
market are very good at what they do, 
but they are not structured in a way that 

grants them easy access to the capital 
markets. A six- to nine-month capital 
raise process would be an extremely 
expensive opportunity cost proposition 
for them. Therefore, if a capital provid-
er can show partnership and a path to 
‘get to yes’, a borrower may overpay for 
the cost of capital relative to the risk. 

The traditional lending standards 
that exist in the broader mid-market 
are completely different to what we 
look for in the lower mid-market. We 
operate in real-world terms, rather 
than being satisfied with just seeing 
things laid out on a spreadsheet.  

Q What is required to 
successfully invest in this 

space?
Empathy is crucial when it comes to 
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investing in lower mid-market busi-
nesses, where you are dealing with peo-
ple who are successful and have a great 
track record but the last thing they want 
is to work with someone who comes 
into the partnership with the wrong at-
titude. Financial professionals are often 
guilty of thinking ‘we have the money, 
so we make the rules’, but that’s the 
wrong mindset to adopt when you are 
often the first institutional capital.

You need to be transparent and 
show these owner-operators the re-
spect and appreciation they deserve. 
And, of course, it goes both ways – we 
need these companies to be transparent 
with us, and that only happens through 
building trust and showing them appre-
ciation for their hard work while help-
ing them institutionalise the business. 

It’s also important to note that 
heavy covenant packages are needed 
to govern these companies. We don’t 
take board seats, due to lender liabil-
ity, so instead we negotiate this into 
loan covenants and set them tight. If 
companies deviate from their core exe-
cution plan, they will bump into those 
covenants, which gives us the chance 
to step in.

 We can then handle these conver-
sations in an empathetic way and look 
for a solution together. Amending loan 
documents is a normal process for us 
because typical path dependencies re-
quire Metropolitan to adapt to the re-
al-world circumstances, be they better 
or worse than originally expected.

QHow competitive is the US 
lower mid-market?

A lot of upstart managers launch by in-
vesting small amounts of capital at this 
end of the market. Inevitably, as firms 
build a track record, the overall eco-
nomics of asset management skew to-
wards gathering AUM. We’ve seen a lot 
of former competitors come up through 
our market only to drift towards the 
mid-market or just on-the-run transac-
tions in general. Our focus has always 
remained on alpha, rather than AUM, 
and this means that we want to remain 

“You need to be 
transparent and 
show these owner-
operators the respect 
and appreciation they 
deserve”

in the lower mid-market, where we see 
lots of opportunities and our LPs are 
paid a ‘complexity premium’.

QWhere do you see the best 
opportunities?

When we come across a deal or two 
that we like within a certain sector or 
subsector that we think demonstrates 
positive tailwinds, we identify that as 
a kind of ‘fishing hole’. It’s a vernac-
ular that came from one of our LPs 
that once asked whether Metropolitan 
is better at finding those under-fished 
fishing holes or just a better fisherman 
around the most popular holes. As bot-
tom-up investors, we are definitely the 

former, and our generalist approach 
means we are always looking for new 
fishing holes. That said, there are a 
number of areas we avoid, such as spon-
sored deals, biotech, pharma, cannabis, 
cryptocurrency and oil and gas. 

One thematic that cuts across a 
number of these fishing holes is the 
delayed retirement of mom-and-pop 
business owners in the US. In 2019, 
the average business owner in their 
late sixties would be talking about their 
retirement, but the covid-19 pandem-
ic and high inflation meant that they 
have been unable – or unwilling – to 
retire. This has resulted in a long tail 
of mom-and-pop businesses in the 

lower mid-market that could present 
compelling opportunities.

QWhat is your outlook for 
the US lower mid-market 

over the next 12 months, and 
what risks are you mindful of?
Since just before last year’s US pres-
idential election, deal activity in the 
lower mid-market has been very high 
and shows little evidence of slowing 
down. US tariff policy has had little 
impact and may be incrementally ben-
eficial to the domestic businesses we 
typically lend to. The biggest tailwind, 
however, is the rapid consolidation 
among our (former) peers, as private 
credit manager get gobbled up by in-
surance companies and other, larger 
credit managers. 

Generally, while lot of capital is 
flowing into private credit, especially 
to the core and upper sponsored-back 
market, the market is experiencing 
a kind of paralysis. A number of our 
portfolio companies are looking for 
extensions on our debt simply because 
they don’t want to go out into the mar-
ket to seek refinancing. That is start-
ing to change as base rates come down 
further, but there can be reluctance to 
go to market as finding a new capital 
partner is scarcer than flow data might 
suggest. 

We’ve never been particularly de-
pendent on rates, but with base rates 
coming down with the forward curve, 
we benefit as we price our loans based 
on the temporary profit share, rath-
er than specifically on a spread basis. 
While spread based loans might be the 
focus of intentional LPs, we believe 
another round of wage inflation may 
be forthcoming, which would increase 
the risk for beta-based lenders.  

We are moderately concerned 
about certain aspects of the macroeco-
nomic picture and remain selective to 
only deploy capital to nimble compa-
nies that may achieve escape velocity 
through immediate catalytic events, 
asset acquisitions or fundamental 
growth. n




