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Past performance is no guarantee of future results. No investment strategy or risk management technique can guarantee returns  or eliminate 
risk in any market environment.

2025 MARKET OUTLOOK
2024 was a record-breaking year for alternative credit which delivered excellent returns with low 
volatility, culminating in attractive risk-adjusted returns. In our outlook, we discuss key trends 
across our markets and explore what lies ahead for 2025.

Below long-term average default outlook

Source: S&P ELLI report & CS-WELLI ex-USD, as of 31 December 2024.

Global High Yield

Supportive fundamentals and default outlook should 
bolster coupon-like returns

Global Developed HY recorded a solid 2024, driven by 

supportive corporate fundamentals (low defaults and robust 

supply/demand dynamics). European HY returns slightly 

edged out US HY, helped by stronger spread compression 

across European credit quality.

In 2025, we anticipate a positive year with coupon-like 

returns. Developed market defaults should remain 

comfortably below long-term averages given firm 

fundamentals and a supportive macro-economic 

environment in the US and likely supportive ECB policies. 

We anticipate benefits from renewed capital market 

activity (increased M&A issuance). The developed 

markets’ underlying credit quality and composition 

continues to remain firm, evident by elevated exposure 

in higher-rated and secured debt.
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Subdued defaults likely to continue into 2025
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European Loans

Strong technical and healthy fundamentals to continue 
supporting robust returns

Following another strong year for the European Loan 

market, underpinned by record-breaking demand and low, 

declining defaults, we remain bullish on the outlook for 2025. 

Looking forward, we expect a continuation of the supportive 

trends we saw in 2024. Demand for the asset should remain 

strong, with a healthy pipeline of CLOs expected to come to 

the market. Supply will continue on a similar trend, with 

potential for a pick-up in H2 as M&A volumes increase.

We expect defaults to remain low and well below long-term 

averages in 2025, given the stable macro backdrop, 

comparatively low levels of stress, as well as robust issuer 

fundamentals. The latter will be further supported by our 

expectation that the ECB will continue to gradually reduce 

interest rates. Spreads and yields remain at attractive levels 

and with low levels of market stress, make for a very 

compelling entry point to the European Loan market as we 

enter 2025.
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European Special Situations

Macro headwinds driving continued dispersion and supply 

of stressed opportunities

The weaker part of the credit market is struggling to meet 

upcoming maturities against a backdrop of anaemic 

economic growth and pockets of rising unemployment, 

alongside vulnerabilities connected to deglobalisation and 

the imposition of tariffs.

Consequently, CCC downgrades ticked up across Europe 

in the latter half of 2024 and yields of CCC rated notes are 

close to historical wides vs higher rated notes. Similarly, 

dispersion between CCC rated notes in the EU has been 

increasing vs the US since 2022.

The European market for stressed credit has grown to 

around €104 billion, based on the share of traded credit 

yielding above 12%. Unlike many past cycles, there is a 

diversity of opportunity across multiple sectors, some of 

which have historically been defensive such as tele-

communications, utilities and healthcare.

As a result, the opportunity set in European Special 

Situations promises to be active once again in 2025 and 

we continue to see a strong flow of secondary trading as 

well as rescue financing opportunities from bank debt and 

private credit led situations.

Continued dispersion of US and European lower-

rated credit

Source: Bloomberg, ICE BofA Euro High Yield Index & ICE BofA US High Yield Index. As of 

31 December 2024.
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European Direct Lending

Significant fresh DL dry powder needed to finance 

PE requirements

In 2024, the European Direct Lending sector adeptly 

navigated higher interest rates and economic uncertainty. 

Borrowers and managers adjusted by shifting towards 

more conservative structures, favouring senior secured 

cash pay debt with some use of junior instruments, deeply 

subordinated and capitalising interest.

For 2025, direct lending, with properly set financial 

covenants, continues to offer strong risk-adjusted returns 

relative to other traditional asset classes.

An increase in European deal volume is anticipated due to 

private equity dry powder at a record €351 billion, which 

boosts opportunities for leveraged lending as sponsors 

seek financing for buyouts. Fresh direct lending dry powder 

is required to stay in line with loan to value market norms.

Expected significant rate cuts and a narrowing of buyer/

seller valuation expectations will likely spur new buyout 

activity.

Private Equity dry powder – strong demand for 

Direct Lending

Source: Preqin, European as of March 2024. Private Equity includes Balanced, Buyout, Co-

investment, Co-investment Multi-Managers, Fund of Funds, Hybrid, Hybrid Fund of Funds, and PIPE 

strategies. Direct Lending includes Senior, Unitranche, Blended/Opportunistic, Junior/Subordinated.
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Strong technicals led by historically low US 

net supply

Source: BSP-Alcentra/Intex. Data as of December 31, 2024. Net Supply is the change in amount 

outstanding per month of AAA USD CLOs.
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Global Multi-Asset Credit

Evolving central banks and fiscal policies offer compelling 

value creation

Sub-investment credit markets generated strong returns 

in 2024 though global high yield and loans pathways were 

less linear given evolving technicals and differing central 

bank policies. For multi-credit mandates, this environment 

was ripe for stronger returns. To begin 2025, we continue 

to favour floating rate global bank loans for the incremental 

yield and spread advantage relative to fixed HY. Global HY 

should generate coupon-like returns in 2025. We also 

remain positive on alternatives, particularly toward CLOs.

Global trade wars potential, resultant inflation pressure 

and global central bank divergence are some 2025 

challenges. We remain vigilant on security selection, 

focused on issuers with defensive cashflows, strong 

margins and less sensitivity toward tariff impacts. Given 

strong technical alongside stable underlying fundamentals 

(positive earnings and a modest default outlook), we see 

multi-credit funds generating solid returns driven by income 

and boosted by tactical allocation within liquids 

and alternatives.

High income sub-investment grade opportunities 

given subdued default outlook

Source: Alcentra, CS, ECB, ICE, JPM and Bloomberg, 31 December 2024.
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Global Structured Credit

Elevated carry set to continue driving record CLO supply

2024 delivered strong CLO performance driven by solid 

technicals, high carry and supportive credit fundamentals. 

CLOs globally experienced record gross supply. Despite this, 

US AAA supply was negative due to elevated levels of 

amortising / redeeming CLOs. This combined with strong 

demand from US/Asia banks drove US AAA spreads tighter 

which is a dynamic we expect to continue into 2025. 

Conversely, Europe experienced much higher net AAA 

supply against a backdrop of weaker demand.

Credit spreads encroached on record tights, but CLOs 

lagged and notably have more room to tighten, especially in 

Europe. EUR AAs and Single-Bs remain our top value picks 

into 2025. As 2025 looks likely to be another record-breaking 

gross supply year, the CLO manager base continues to 

grow, and US rates likely to be higher for longer, we expect 

continued demand for floating rate CLO tranches.

We expect credit fundamentals for loans to continue to be 

softer in the US vs EU. Higher US rates will likely put 

pressure on the FCF of underperforming borrowers. Whilst 

we expect muted macro growth in Europe, expected rate 

cuts will result in fewer credit issues, but the default rate will 

rise from the current low run-rate. Despite the strong 

demand, record supply and rising defaults could lead to 

pockets of volatility 

in 2025. Tail risk in the loan markets remains and will 

continue to drive dispersion, more so in the US vs EU.
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Key Risks:

Past performance does not predict future returns.

The value of investments and the income from them is not 

guaranteed and can fall as well as rise due to market and 

currency movements.

Investments in sub-investment grade debt are speculative and 

involve special risks, and there can be no assurance that an 

account’s investment objectives will be realized or that 

appropriate investments may be identified. Many factors affect 

performance including changes in market conditions and interest 

rates and in response to other economic, political, or financial 

developments. An investor could lose all or a substantial portion 

of his or her investment. No investment process is free of risk and 

there is no guarantee that the investment process described 

herein will be profitable. No investment strategy or risk 

management technique can guarantee returns or eliminate risk in 

any market environment.

Investments in private funds are speculative and involve special 

risks, and there can be no assurance that a fund's investment 

objectives will be realized or that appropriate investments may be 

identified. An investor could lose all or a substantial portion of his 

or her investment. Investments may involve complex tax 

structures resulting in delays in distributing important tax 

information. The manager or their administrator may fair value 

securities and other instruments for which there is no readily 

available market or third-party pricing, or for which the manager 

believes the third-party pricing does not accurately reflect the 

value of those securities, and such value may be based on 

proprietary or other models. Private funds may not be required to 

provide periodic pricing or valuation information to investors. 

Performance may be volatile as underlying managers may 

employ leverage and other speculative investment practices the 

use of leverage increases risks, such that a relatively small 

movement in the value of an investment may result in a 

disproportionately large movement, unfavorable as well as 

favorable, in the value of that investment and, in turn, the value of 

the Fund. Additionally, high fees and expenses of a private fund 

may offset an investor's profits. A manager may reserve the right 

to limit transparency and other notifications to investors. There 

may be restrictions on transferring interests in private funds, and 

there is generally no secondary market for such interests. This is 

not an inclusive list of all risk factors, and investments in private 

funds may be appropriate only for certain investors. A 

comprehensive list of potential risk factors is outlined in the 

Fund's private offering memorandum. Also, investors should 

independently investigate any investment strategy or manager, 

and consult with qualified investment, legal, and tax professionals 

before making an investment. Investments may involve complex 

tax structures resulting in delays in distributing important tax 

information. Alcentra may fair value securities and other 

instruments for which there is no readily available market or third-

party pricing, or for which Alcentra believes the third-party pricing 

does not accurately reflect the value of those securities, and such 

value may be based on proprietary or other models. Leverage 

and other speculative investment practices may increase the risk 

of investment loss, and adherence to risk control mechanisms 

does not guarantee investment returns. Additionally, fees and 

expenses of the Fund may offset an investor’s profits. A lack of 

strategy diversification may result in higher risk. The Fund may 

limit transparency and other notification to investors, there may 

be restrictions on transferring interests in the Fund vehicle, and 

there is generally no secondary market for an investor’s interest 

in the Fund. This is not an inclusive list of all risk factors, and 

investments in private funds may be appropriate only for certain 

investors. A comprehensive list of potential risk factors is outlined 

in the Fund’s private offering memorandum.

Definitions:

“Alcentra” and/or “Alcentra Group” refers to both Alcentra NY, 

LLC and Alcentra Ltd.

BSP - Benefit Street Partners.

FT/Franklin Templeton - Franklin Templeton Group.

Benchmarks:

Any such benchmarks are included merely to show general trends 

in the markets in the periods indicated and are not intended to 

imply that a Fund's portfolio is similar to any such benchmarks, 

either in composition or element of risk or otherwise. The Funds do 

not attempt to track a benchmark and there is no guarantee that a 

Fund's performance will meet or exceed that of any benchmark. 

Comparisons to benchmarks have limitations because benchmarks 

have volatility and other material characteristics that may differ from 

the strategy or fund. For example, investments made for the 

strategy or Fund may differ significantly in terms of security 

holdings, industry weightings and asset allocation from those of the 

benchmark. Accordingly, investment results and volatility of the 

strategy or Fund may differ from those of the benchmark. Also, the 

indices noted in this presentation are unmanaged, are not available 

for direct investment, and are not subject to management fees, 

transaction costs or other types of expenses that the strategy or 

Fund may incur. In addition, the performance of the indices reflects 

reinvestment of dividends and, where applicable, capital gain 

distributions. 

Therefore, investors should carefully consider these limitations 

and differences when evaluating the comparative benchmark 

data performance.

No party involved in or related to compiling, computing or creating 

the index data makes any express or implied warranties or 

representations with respect to such data (or the results to be 

obtained by the use thereof), and all such parties hereby 

expressly disclaim all warranties of originality, accuracy, 

completeness, merchantability or fitness for a particular purpose 

with respect to any of such data.

Credit Suisse Western European Leveraged Loan Index 

excluding USD: A multicurrency index tracking term loans 

syndicated to European loan investors, excluding USD 

denominated loans.

Credit Suisse (US) Leveraged Loan Index: Tracks the investable 

market of the U.S. dollar denominated leveraged loan market. It 

consists of issues rated “5B” or lower, meaning that the highest 

rated issues included in this index are Moody’s/S&P ratings of 

Baa1/BB+ or Ba1/BBB+. All loans are funded term loans with a 

tenor of at least one year and are made by issuers domiciled in 

developed countries.

ICE BofA US High Yield Index is an index which tracks the 

performance of US dollar denominated below investment grade 

rated corporate debt publicly issued in the US domestic market.
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Definitions:

“ICE BofA US High Yield Index is an index which tracks the 

performance of US dollar denominated below investment grade 

rated corporate debt publicly issued in the US domestic market.

ICE BofA European Currency High Yield Index is designed to 

track the performance of euro- and British pound sterling-

denominated below investment grade corporate debt publicly 

issued in the eurobond, sterling domestic or euro domestic 

markets.

ICE BofA Euro Corporate Index tracks the performance of EUR 

denominated investment grade corporate debt publicly issued in 

the eurobond or Euro member domestic markets.

ICE BofA US Corporate Index tracks the performance of US dollar 

denominated investment grade corporate debt publicly issued 

and settled in the US domestic market.

ICE BofA HG EM Corporate Plus Index is a subset of The ICE 

BofA Emerging Markets Corporate Plus Index including all 

securities rated AAA through BBB3, inclusive. ICE BofA Emerging 

Markets Corporate Plus Index tracks the performance of US 

dollar and euro denominated emerging markets non-sovereign 

debt publicly issued in the major domestic and eurobond markets. 

In order to qualify for inclusion in the Index an issuer must have 

risk exposure to countries other than members of the FX G10, all 

Western European countries, and territories of the U.S. and 

Western European countries. The FX-G10 includes all Euro 

members, the US, Japan, the UK, Canada, Australia, New 

Zealand, Switzerland, Norway and Sweden.

J.P. Morgan USD HY CLOIE Index tracks the performance of 

USD- denominated broadly syndicated, arbitrage collateralized 

loan obligations that are BB and Single-B rated.

Disclosures:

This material is intended to be of general interest only and should 

not be construed as individual investment advice or a 

recommendation or solicitation to buy, sell or hold any security or 

to adopt any investment strategy. It does not constitute legal or 

tax advice. The views expressed are those of the investment 

manager and the comments, opinions and analyses are rendered 

as at publication date and may change without notice. The 

information provided in this material is not intended as a complete 

analysis of every material fact regarding any country, region or 

market.

This material has been provided for informational purposes only 

and should not be construed as investment advice or a 

recommendation of any particular investment product, strategy, 

investment manager or account arrangement, and should not 

serve as a primary basis for investment decisions. Prospective 

investors should consult a legal, tax or financial professional a 

determine whether any investment product, strategy or service is 

appropriate for their particular circumstances.

This White paper is proprietary and not to be reproduced or 

redistributed in whole or in part without the prior written consent 

of Alcentra. All views, opinions and estimates in this White paper 

constitute the best judgment of Alcentra as of the date hereof, but 

are subject to change without notice, and do not necessarily 

represent the views of Alcentra. The information in this White 

paper may contain projections or other forward-looking 

statements regarding future  events, targets or expectations 

regarding the strategies described herein (including 

those  introduced by the terms “may,” “target”, “expect”, “believe”, 

“will”, “should” or similar terms).

There is no assurance that such events or targets will be 

achieved and may be significantly different from that shown here. 

The information in this White paper including statements 

concerning financial market trends, is based on current market 

conditions, which will fluctuate and may be superseded by 

subsequent market events or for other reasons.

Certain information contained herein is based on outside sources 

believed to be reliable, but its accuracy is not guaranteed.

The information in this White paper is only as current as the date 

indicated and may be superseded by subsequent market events 

or for other reasons. Nothing contained herein constitutes 

investment, legal, tax or other advice nor is it to be relied on in 

making an investment or other decision. Investors should 

independently investigate any investment strategy or manager, 

and consult with qualified investment, legal, and tax professionals 

before making an investment.

This is a White paper and is not intended as investment advice. 

The information provided within is for use by professional 

investors and/or distributors and should not be relied upon by 

retail investors.

Franklin Templeton holds the majority of The Alcentra Group (or 

“Alcentra”), which is comprised of the following affiliated 

companies: Alcentra Ltd. and Alcentra NY, LLC. Alcentra NY, LLC 

is registered with the U.S. Securities & Exchange Commission 

under the Investment Advisers Act of 1940. Alcentra Ltd. is 

registered with the U.S. Securities & Exchange Commission 

under the Investment Advisers Act of 1940 with respect to its US 

clients. Alcentra Ltd. is authorized and regulated by the Financial 

Conduct Authority – Registration number 196845 – and regulated 

by the Securities Exchange Commission with respect to its US 

clients – Registration number 801-74223.
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