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ANTARES PRIVATE CREDIT PULSE

From “Golden Age” to “Goldilocks”?

Base rate cuts ahead, but likely to be gradual with rates remaining “higher for longer”
Some market observers have recently suggested that the “Golden Age” for Private Credit may be coming to an end.  From 
our perspective, double-digit first lien yields were never likely to be sustained long-term. Nevertheless, we believe the 
current environment with moderately lower yields could prove to be a tailwind for direct lending performance resulting in 
what we consider a “Goldilocks” scenario. In such a “Goldilocks” environment, yields are not too hot, where the higher cost 
of capital strains some borrowers’ cash flows resulting in possibly higher defaults but also not too cold, still providing the 
potential for sustained yield premium and high absolute returns.

When we published our Asset Management Outlook at the start of 2024, we thought the market was overly aggressive 
in pricing in approximately five rate cuts in 2024 given still elevated inflation, strong growth and loose financial 
conditions.  Surveying the current macro landscape, economic activity still appears to be relatively robust, with the 
Atlanta Fed’s GDPNow model suggesting 3% GDP growth in 2Q24 (as of late June).  However, there are some signs of 
consumer spending fatigue, especially among lower-end consumers, and recent inflation readings have surprised to the 
downside, with core inflation showing continued progress towards the Fed’s 2% target. (Exhibit 1) As such, we now find 
ourselves in agreement with the SOFR curve and believe the Fed is now poised to gradually embark on easing policy, 
with the likelihood of at least one rate cut by year-end. (Exhibit 2) That said, we believe we remain in a ‘higher for  
longer’ environment where rates are likely to remain above their long-term average of 2.78% (since 1990) for an 
extended period.

Source: St. Louis Fed FRED as of May 31, 2024

Six Year Average

Source: Pensford Financial as of May 31, 2024

Source: LSEG LPC

Exhibit 1: Core CPI YoY Exhibit 2: One Month Term SOFR Curve
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It’s all relative: Direct lending 
yields still appear attractive on 
a relative basis

While there has been concern regarding spread 
compression, it should be acknowledged that 
spread compression is not just specific to direct 
lending. (Exhibit 3) On a relative basis, direct 
lending’s yield premium vs. the syndicated market 
remains near the high end of the historical range, 
suggesting borrowers continue to be willing to pay 
a premium for direct lending financing solutions.

Source: Pitchbook LCD, KBRA DLD, Cliffwater LLC as of May 31, 2024 

Source: Pitchbook LCD, KBRA DLD, Cliffwater LLC as of May 31, 2024. 

Exhibit 3: New Issue Spread Compression Everywhere
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Exhibit 4: Direct Lending 1st Lien Yield 
Premium vs. Leveraged Loans (B/B+)
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So what are the implications of lower base rates and spreads for direct lending?
Fundamentals have stabilized, likely to get a boost from lower rates. Non-accrual rates and defaults have held steady 
at relatively benign levels (Exhibit 5) and loan performance remains solid. (Exhibit 6) Also, according to Lincoln International, 
EBITDA growth for private companies in 1Q24 was the highest it has been in the last two years. If interest rates gradually 
decline and EBITDA grows as expected, interest coverage ratios should improve and default rates decline.  As of June 2024, 
Fitch forecasts the default rate for leveraged loans to decline from 3.5-4% in 2024 to 2-3% in 2025.

A pickup in PE M&A activity which should improve the supply/demand balance for loans and alleviate spread 
compression. Top of mind for many direct lending investors is when will the M&A market normalize. While YTD sponsor-led 
M&A announcements are still tracking below pre-Covid average levels (2017-2019), activity in April and May has ticked up. 
Whether this marks a turning point or is just a temporary bump remains unclear. However, we do believe that sponsors will 
need to start transacting given the high levels of dry powder. Encouraging signs are beginning to emerge, with PitchBook LCD 
reporting that $44 billion of leveraged loans for M&A deals have been priced in the broadly syndicated market through May 16, 
which is running at double last year’s rate.  

In our view, lower interest rates in the coming months should drive continued improvement in borrower fundamentals resulting 
in a favorable environment for direct lending.

1Lincoln International ‘Lincoln Private Market Index Continued to Climb in the First Quarter on the Back of Steady Earnings Growth’ May 2024

Source: Cliffwater LLC as of March 31, 2024 Source: Cliffwater LLC as of March 31, 2024

Exhibit 6: CDLI Risk Ratings Meeting or 
Exceeding Expectations 

Exhibit 5: CDLI Non-Accruals  
and Default Rate
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Disclosures
ThThe materials presented herein are provided to you solely for informational purposes and unless otherwise indicated herein, has been prepared using, and is based on, 
information obtained by Antares Capital (“Antares”) from publicly available sources. It does not constitute an agreement, or an offer, commitment to offer, or agreement to 
sell any loans, securities or other assets including interests in any fund or vehicle. The materials contained herein are not intended, nor should they be construed or implied, 
to be a recommendation or advice of any kind. The information set forth herein has been compiled as of the date(s) noted, is preliminary and subject to change. There is 
no obligation on the part of Antares to update the information provided herein after the date hereof. Neither Antares nor any affiliate thereof represents or warrants the 
accuracy, completeness or reliability of any of the materials contained herein, either expressly or impliedly, for any particular purpose, and shall have no duty to update 
or correct any such information. Without in any way limiting the generality of the foregoing, you understand that certain of the information provided herein is based on 
information provided by third parties, and neither Antares nor any affiliate thereof makes any representation or warranty regarding the accuracy, completeness or reliability 
of any such information. In no event will Antares be liable for any losses or damages arising from or as a result of the use of the information or the materials contained 
herein. 

Certain information contained herein concerning economic trends and performance is based on or derived from information provided by independent third-party sources. 
Antares believes that such information is accurate and that the sources from which it has been obtained are reliable; however, none of Antares nor any of its affiliates or 
agents can guarantee the accuracy of such information and they have not independently verified and are not responsible for any inaccuracies, omissions and outdated 
information contained in such third-party information or the assumptions on which such information is based. Certain other information regarding market analysis and 
conclusions could be based on opinions or assumptions (including those of Antares) that Antares considers reasonable. Unless otherwise indicated, such market analysis 
and conclusions represent the subjective views or beliefs of Antares.

The materials presented herein may include certain projections, forecasts and estimates that are forward-looking statements. Any such forward looking statements are 
based on certain assumptions about future events and are subject to various risks and uncertainties. Forward-looking statements are necessarily speculative in nature and 
it should be expected that some or all of the assumptions underlying them will not materialize or will vary significantly from actual results. Accordingly, actual results will 
vary from the projections, and such variations may be material. Some important factors that could cause actual results to differ materially from those in any forward-looking 
statements contained in these materials include, without limitation, changes in interest rates, default and recovery rates, market, financial or legal uncertainties, the timing 
of acquisitions of loans, the types of loans acquired, differences in the actual allocation of loans from those assumed mismatches between the time of accrual and receipt 
of interest proceeds from the loans and whether or not and how loan investments may be leveraged.

Any statements involving matters of opinion or estimates, whether or not so expressly stated, are set forth as such and not as representations of fact, and no representation 
is made that such opinions or estimates will be realized. The statements and expressions of opinion contained in this presentation are subject to change without notice 
and involve known and unknown risks, uncertainties and other factors, and undue reliance should not be placed thereon nor should they form the basis of an investment 
decision.

For Benefit Plan Investors
Not in limitation of the foregoing, if you are (or are acting on behalf of) a person that is a “benefit plan investor”, as defined in Section 3(42) of ERISA and DOL regulations 
(“Benefit Plan Investor”) you are not authorized to, and should not, rely on any information Antares is providing to you as a basis for, or otherwise in connection with, making 
a decision whether or not to invest with Antares. Antares has not provided and will not provide any investment advice of any kind whatsoever (whether impartial or otherwise) 
and Antares is not acting as a fiduciary, within the meaning of Section 3(21) of ERISA, and regulations thereunder, to the Benefit Plan Investor or to any fiduciary or other 
person making investment decisions on behalf of the Benefit Plan Investor, in connection with these materials or any related presentation.

Additional Matters and Important Information for All Non-U.S. Investors
An interest in products or services referenced in this presentation may not be licensed in all jurisdictions, and unless otherwise indicated, no regulator or government 
authority has reviewed this document or the merits of the products and services referenced herein. If you receive a copy of this presentation, you may not treat this as 
constituting a public or other offering and you should note that there may be restrictions or limitations to whom these materials may be made available. This presentation is 
directed at and intended for institutional investors (as such term is defined in the various jurisdictions). This presentation is provided on a confidential basis for informational 
purposes only and may not be reproduced in any form. Before acting on any information in this presentation, recipients should inform themselves of and observe all 
applicable laws and regulations of any relevant jurisdictions. Recipients should inform themselves as to the legal requirements and tax consequences within the countries 
of their citizenship, residence, domicile and place of business with respect to the ongoing provision of services, and any foreign exchange restrictions that may be relevant 
thereto. Antares does not accept any responsibility, nor can be held liable for any person’s use of or reliance on the information and opinions contained herein. Any entity 
responsible for forwarding this material to other parties takes responsibility for ensuring compliance with applicable securities laws.

Notice to persons in the European economic area and the United Kingdom
This presentation is being made available: (1) to persons in the European economic area only if they are professional investors as defined in the Alternative Investment Fund 
Managers Directive (2001/61/EU); and (2) to persons in the United Kingdom only if they are professional investors, as defined in the Alternative Fund Managers Regulations 
2013 and fall within the following categories of exempt persons under the Financial Services and Market Act (Financial Promotion) Order 2005 (the “FPO”) and the Financial 
Services and Markets Act 2000 (Promotion of Collective Investment Schemes) (Exemptions) Order 2001 (the “CISPO”): (i) persons who are investment professionals, as 
defined in article 19(5) of the FPO and article 12(5)of the CISPO; (ii) persons who are high net worth companies, unincorporated associations etc., as defined in article 49(2)(a) 
to (d) of the FPO and article 22(2)(a) to (d) of the CISPO; or (iii) persons to whom it may otherwise lawfully be communicated. This presentation is provided for informational 
purposes only and does not constitute as offer to purchase, acquire, or subscribe for any type of investment.
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