
• Senior direct loans have demonstrated resilience throughout 
market cycles and have shown to be insulated from periods 
of public market volatility.

• Amidst tightening credit conditions and rising default 
expectations, being senior in the capital structure provides 
relative safety without having to sacrifice performance.

• Adding senior secured direct loans to a portfolio has 
historically provided downside protection and increased 
investor’s risk-adjusted returns. 

• Managers with the scale, experience and stress-tested 
underwriting processes are best positioned to navigate the 
current investment landscape. 

Antares.com
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Direct Lending

Note: Unless otherwise stated herein, the statements included in this whitepaper reflect Antares’ beliefs. Past performance 
is not a reliable indicator of future performance and future results may differ materially.



While the current tightening cycle may be nearing an end, with core inflation remaining entrenched, the Fed appears 
likely to keep rates elevated for an extended period. As a result, companies unable to generate enough profit to manage 
increased interest expenses could be at risk of default. Consequently, investors should be looking to upgrade their 
position in the capital structure and evaluate how the attractive risk-adjusted return profile of senior private credit 
strategies can potentially enhance portfolio performance.

Institutional Leveraged 
Loan Defaults1
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SAFETY AT  THE TOP
To tame rampant inflation, the Fed has embarked on the fastest rate hiking 
cycle since the early 1980s, leaving many investors guessing regarding 
the economic implications of tighter monetary policy and the future path 
for risk assets. In the wake of continued economic uncertainty, investors 
should consider how allocating to senior secured direct lending can provide 
downside protection to a portfolio. Furthermore, it’s important to understand 
how historical performance compares to similar traditional fixed income 
investments, such as broadly syndicated loans (BSL) or high yield (HY).

Senior direct loans are considered “senior” because they sit at the top of the 
capital structure. In the event of a default, investors’ claims are paid out first, 
ahead of bondholders more junior in the capital structure. As higher financing 
costs further pressure companies’ balance sheets, defaults will continue to rise. 
According to Fitch, institutional leveraged loan defaults are forecasted to rise 
from 3% in August 2023 to 3.5% to 4.5% for full year 2024 (Figure 1). Therefore, 
now is the time for investors to be employing a more defensive posture and 
consider the benefits of moving up in the capital stack to the relative safety of 
first-lien position.

2

1 Fitch Ratings.  Note: Unless otherwise stated herein, the statements included in this whitepaper reflect Antares’ beliefs. Past performance is not a reliable 
indicator of future performance and future results may differ materially.
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Historically, senior direct lending strategies, 
as represented by the Cliffwater Senior Direct 
Lending Index (CDLI - S), have proven resilient, 
providing investors with higher returns and lower 
volatility than both HY and BSL (Figure 2).

These strong risk-adjusted returns are derived from the structural features of senior private credit:
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1 Higher Seniority In first-lien position, the senior credit is above more junior debt and 
equity, the last security to be adversely impacted in the event of a default.

2 Floating Rate Most direct loans have floating rate coupons that increase in-line with the 
reference rate as well as floors to protect lenders as rates decline.

3 Sector Focus Private credit typically focuses on companies in non-cyclical industries with 
stable cash flows and proven business models.

4 Small Club of Lenders Most transactions are negotiated on a bilateral basis and lenders typically 
have greater access to companies both before and after the deal.

5 Sponsor Support Most financing is provided to companies backed by private equity 
sponsors who can provide equity infusions to support companies through 
challenging environments.

6 Lender Protection Lenders are able to negotiate strong covenants and call protections to  
ensure borrowers meet certain requirements and reduce the potential 
impact if a borrower decides to pay before maturity.

7 Credit Selection Private credit managers have deep sector expertise and borrower 
familiarity which can lead to higher quality underwriting.

3
2 Pitchbook and Cliffwater LLC.  Note: Unless otherwise stated herein, the statements included in this whitepaper reflect Antares’ beliefs. 
Past performance is not a reliable indicator of future performance and future results may differ materially.



In the current investment environment, with so many 
conflicting factors clouding the economic outlook, it’s 
prudent that investors evaluate the portfolio benefits 
of investments like senior direct lending. Having 
historically weathered default cycles and outperformed 
in periods of both rising and falling rates, senior private 
credit can reduce portfolio volatility and potentially 
enhance risk-adjusted returns.

Despite a resilient economy in the first half of 2023, 
there are indications that borrowers’ capacity to service 
their debt is deteriorating. For example, interest 
coverage ratios, which tend to be a good leading 
indicator of future default potential have dropped for 
new issue leverage loans to the lowest levels since 
20073. With the expectation that the cost of capital is 
likely to remain higher for longer, now is not the time 
for investors to get too far out on the risk curve. In this 
environment, investors should consider asset classes 
desensitized to inflation and look to upgrade their 
position in the capital structure.

Across public and private debt markets loss rates can vary significantly. Senior private credit has historically had lower 
loss and higher recovery rates than both HY and BSL (Figure 3). Compared to BSL or HY, private credit loans have 
tighter documentation with more idiosyncratic provisions, allowing for lenders to be more proactive in monitoring 
borrower health. Lenders can intervene, individually or with the sponsor to amend terms and ensure the structure of 
the transaction supports the borrower’s capacity to meet its debt obligations.

Typically, investors have viewed public debt markets as a source of income generation and portfolio diversification.  
However, in recent years fixed income correlation to equities has risen (Figure 4), enticing investors to allocate to 
private markets to achieve the portfolio diversification benefits traditional fixed income has normally provided.

Average Annual Loss Rate
(2011-2022)4

Rolling 12M Stock /
Bond Correlation5
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4

3 LCD as of March 31, 2023.  4 Cliffwater LLC and Fitch.  5 Bloomberg. Correlation is between the S&P 500 and the Bloomberg Bond Agg.  Note: Unless 
otherwise stated herein, the statements included in this whitepaper reflect Antares’ beliefs. Past performance is not a reliable indicator of future 
performance and future results may differ materially.
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Looking at past performance, senior direct loans act as an all-weather 
investment in a portfolio, outperforming both HY and BSL during Fed rate 
hiking and cutting cycles (Figure 5). As depicted below,  senior direct loans 
not only have provided investors with higher total returns during periods 
when the Fed is raising rates, but also better performance when the Fed is 
lowering rates, a period which tends to be a more favorable environment 
for higher beta risk assets.

In taking on illiquidity, investors in senior direct loans can access higher 
yields and more stable asset values compared to traditional fixed income 
investments. Moreover, because the investments are not marked-to-
market, the volatility profile tends to be lower. The credit selection 
capabilities of private credit managers combined with the fact that most 
managers typically focus on non-cyclical industries creates a quality bias. 
This translates to portfolios being less exposed to companies’ whose 
balance sheets are more susceptible to deterioration in a higher rate, 
lower growth environment. In lending to high-quality companies at more 
beneficial terms than BSL or HY, direct lenders can construct resilient 
portfolios that have the potential to deliver better risk-adjusted returns 
than could be achievable in public debt markets.

Average Annualized Performance 
During Fed Hiking and Cutting Cycles
(Dec 2010 – Jun 2023)6

F I G U R E  5

5

6Pitchbook, and Cliffwater LLC. Periods for cutting are Dec 2010 - Nov 2015 and Jan 19 - Feb 22 and periods for hiking are Dec 15 - Dec 18 and 
Mar 22 – Jun 23.  Note: Unless otherwise stated, statements above reflects Antares’ beliefs. Past performance is not a reliable indicator of future 
performance and future results may differ materially.
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Current fundamentals present an attractive opportunity to allocate 
to senior direct lending. The higher illiquidity premiums investors 
can obtain provide a unique opportunity to get paid to go up 
in credit quality. With middle market first-lien spreads vs. BSL 
continuing to widen over the last few quarters (Figure 6) and spread 
per unit of leverage for first-lien middle market direct lending deals 
at 141bps, near the highest level in seven years, investors are being 
well compensated relative to the risks.

Additionally, as direct lenders continue to 
take share from banks and public market 
financing activity remains anemic, loans 
terms have continued to shift in favor of 
lenders. This provides additional downside 
protection for investors should macro 
economic conditions deteriorate. Recent 
deals are being underwritten with lower 
leverage, higher equity contributions, tighter 
documentation and at better valuations. 
With loan-to-values for senior middle market 
LBOs near the lowest level on record dating 
back to 2015 (Figure 7), managers can 
underwrite good companies with strong 
equity cushions that more than compensates 
for the increased default risk.

Middle Market 1st Lien Yield Spread vs BSL7

Loan to Value for Senior MM LBOs8
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6

7 Refinitiv LPC data as of June 30, 2023.  8 Refinitiv LPC data as of June 30, 2023.  Note: Unless otherwise stated herein, the statements included in this 
whitepaper reflect Antares’ beliefs. Past performance is not a reliable indicator of future performance and future results may differ materially.
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Given these underlying fundamentals, there remains strong potential 
for direct lending to continue its track record of outperformance vs. 
public debt markets and weather future periods of market volatility.

With credit conditions already tightening ahead of recent stress in the 
banking system (Figure 8), it would be surprising if loan growth did not 
slow further, allowing direct lenders to continue to take share. This will 
result in significant opportunities ahead for direct lenders to prudently 
deploy capital as banks scale back originating new loans.

In summary, the strong structural protections of senior direct loans 
and historical outperformance independent of the overall market 
environment present investors with an attractive tool to increase 
risk-adjusted returns. However, there can be a wide dispersion 
of performance amongst credit managers, and those with scale, 
experience and stress-tested underwriting processes are well-
positioned to navigate the current credit cycle.

Bank Loan Growth Set To Further Contract, 
Creating Opportunity for Private Credit9

F I G U R E  8

7

9 Refinitiv LPC data as of June 30, 2023.  Note: Unless otherwise stated herein, the statements included in this whitepaper reflect Antares’ 
beliefs. Past performance is not a reliable indicator of future performance and future results may differ materially.
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The materials presented herein are provided to you solely for discussion purposes and solely to provide background information about Antares Holdings LP (“Antares Holdings”), together 
with its consolidated subsidiaries and joint ventures whose equity securities or whose subordinated notes or other interests that constitute the economic equity therein, as applicable, is 
directly or indirectly majority owned by Antares Holdings, including, but not limited to, Antares Capital Advisers LLC (“ACA”) (collectively, “Antares” and each individually an “Antares Party”) 
and about the other matters covered herein and, except as set forth in the paragraph titled Confidentiality below, do 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 described in the materials or advised or sponsored by an Antares Party or to enter into any 
other agreement and shall not be construed to create any fiduciary, advisory or other relationship or the provision of any investment advice or service. A private offering of interests in any 
fund or other investment vehicle sponsored by or any investment advisory arrangement entered into by ACA with any investment advisory client thereof (any such fund, investment vehicle 
or investment advisory arrangement, an “Advised Client”) will be made only pursuant to the applicable documents relating to such Advised Client (collectively, the “Documents”) including, 
but not limited to, a confidential private placement memorandum or other applicable disclosure documents (together with any modifications or supplements thereto, collectively with 
respect to a specific Advised Client, as applicable, a “Memorandum”) and any investment advisory arrangement will be preceded by delivery of ACA’s Form ADV Part 2 (“Brochure”).  With 
respect to any specific Advised Client, the information contained herein will be superseded by, and is qualified in its entirety by reference to, the Documents and Memorandum relating 
to such Advised Client and the Brochure to the extent applicable to such Advised Client.  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 any Antares Party to update the information provided herein after the date hereof.  No Antares Party 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 historical or other information provided herein is based on information provided by predecessors 
in interest to Antares or by other third parties, and no Antares Party nor any affiliate thereof makes any representation or warranty regarding the accuracy, completeness or reliability of 
any such information. In no event will any Antares Party be liable for any losses or damages arising from or as a result of the use of the information or the materials contained herein.

The materials presented herein are not provided and should not be deemed to be provided, for purposes of soliciting participation in any investment of any kind, and no Antares Party is 
nor should be deemed to be, sponsoring, participating in, or soliciting any investment of any kind. Except for any forward-looking statement contained herein, the materials presented 
herein relating to performance of Antares or of any Antares Party, its businesses and/or joint ventures and its assets are indicative only of the historical performance thereof (and, in 
certain instances, its predecessors), those businesses and/or joint ventures and such assets, as applicable.  These materials are not intended to provide any assurance and should not be 
used to project or predict future performance of Antares, any Antares Party, any such businesses and/or joint ventures, any such assets or any Advised Client.  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.

Certain information contained herein concerning economic trends and performance are 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 dated 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. 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. 
As a result of the spread of COVID-19 globally, the World Health Organization declared a global emergency on January 30, 2020. The COVID-19 pandemic has had a material adverse 
effect on global, national and local economies, and could have a material adverse effect on the  business and borrowers described herein. The extent to which COVID-19 impacts results 
and liquidity will depend on future developments, which are highly uncertain and cannot be predicted at this time. Any such forward-looking statements are not guaranteeing of future 
performance and there is no obligation on the part of any Antares Party to update any such forward-looking statement.

Confidentiality
This presentation is provided on a confidential basis for informational purposes only and may not be reproduced in any form. The materials presented herein are proprietary and 
confidential to Antares and may not be disclosed to any other party without the prior written consent of ACA.  The materials presented herein constitute confidential information which, 
by your receipt hereof, you agree you will keep confidential using the same standard of care you use in protecting your own confidential information of a similar nature and that you will 
disclose only on a confidential basis to your shareholders, partners, members, managers, directors, officers, employees, personnel and agents (“Representatives”) in connection with 
your evaluation of your interest in holding discussions with ACA or any other Antares Party, and you will direct each Representative to treat such information as confidential and you 
agree that you shall be responsible for any breach of this agreement by you or by any of your Representatives.  You may disclose without liability any such confidential information if such 
disclosure is reasonably believed by your legal counsel to be compelled or required by any law, court decree, subpoena, legal or administrative order or process, or legitimate request 
of any governmental agency or authority (collectively, an “Order”).  Unless prohibited by the terms of an Order, you shall notify ACA of the receipt of any such Order and reasonably 
cooperate with any attempt by any Antares Party to obtain an appropriate protective order.  Any such confidential information will be returned by you and your Representatives on ACA’s 
request provided you may retain such information (subject to the restrictions in this paragraph) to the extent you are required to comply with applicable law or regulation. Except for 
the maintenance of confidentiality on these terms, the commencement of discussions shall not create any other obligation either of you or of any Antares Party of any kind and no such 
obligation can be created except by a duly authorized, executed and delivered written agreement.  This paragraph shall not supersede or replace any other confidentiality and non-
disclosure agreement entered into by you or any of your affiliates with Antares or any Antares Party but shall be in addition thereto provided, however, that if there is any conflict between 
the terms of such agreement and the terms hereof, the terms of such agreement shall control.

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 any Antares Party is providing to you as a basis for, or otherwise in connection with, making a decision 
whether or not to invest with or through any Antares Party.  No Antares Party has provided and none will provide any investment advice of any kind whatsoever (whether impartial or 
otherwise) and no Antares Party is 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 an Advised Client and any other 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 an interest in any Advised Client or 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, prospective investors and/or investment advisory 
clients should inform themselves of and observe all applicable laws and regulations of any relevant jurisdictions.  Prospective investors and/or investment advisory clients 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 acquisition, holding 
or disposal of interests in any Advised Client or the ongoing provision of services, and any foreign exchange restrictions that may be relevant thereto.  No Antares Party accepts any 
responsibility, nor can they 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(209a0 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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