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Alternative Income Perspectives 
Potential impact on Private Credit returns during a declining interest rate environment 

In a declining interest rate environment, private credit faces both challenges and opportunities. Because many loans are floating 
rate, falling base rates can compress returns as yields decrease while funds’ fixed borrowing costs remain unchanged. At the 
same time, lower rates could stimulate M&A activity by reducing financing costs, creating more deal flow for private credit 
lenders. Borrowers also benefit from improved credit health, as reduced debt service obligations and refinancing opportunities 
can strengthen cash flow and lower default risk. Importantly, Private Credit lenders often mitigate declining yields through 
numerous structural protections which help preserve returns as rates decline. 

Declining interest rate environment can compress returns because of the floating rate nature of loans: Private credit funds face 
spread compression when rates decline due to a fundamental mismatch. They usually raise capital at fixed costs but lend at 
floating-rates tied to SOFR or similar benchmarks. When base rates fall, loan yields decrease proportionally while the fund's cost 
of capital remains stable, compressing net spreads.  

 

Sources: Pitchbook Benchmarks with preliminary Q1 2025 data Private Debt Report; FRED Federal Funds Effective Rate 

Declining interest rates could be good if it encourages M&A market expansion: Lower rates reduce financing costs for leveraged 
buyouts, making deals more attractive to private equity sponsors and increasing M&A activity. This higher transaction volume 
can create more demand for private credit financing, potentially offsetting yield compression through increased deal flow and 
origination opportunities.  

Lower rates could improve the credit health of companies: Declining rates directly reduce debt service costs for borrowers with 
floating-rate debt and offer refinancing opportunities for borrowers with high rate fixed debt. The resulting improvement in cash 
flow and debt service coverage ratios offers financial relief that helps stabilize struggling companies and reduce default risk across 
private credit portfolios.  
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Past performance is not indicative of future results. 

Credit Index Returns During Different Monetary Policy Cycles 

 

Sources: Pitchbook Benchmarks with preliminary Q1 2025 data Private Debt Report; U.S. Leveraged Loans – Credit Suisse 
Leveraged Loan Index; U.S. HY Corporate Bonds – Credit Suisse High Yield Index; U.S. Aggregate Bonds – Bloomberg US Agg 
Index; FRED Federal Funds Effective Rate; Bloomberg 

Direct Lending provisions to defend returns: For borrowers, privately originated direct lending is an alternative to the public high 
yield market and broadly syndicated loan (BSL) market. A key differentiating factor is the use of structural provisions in direct 
lending deals that help defend yield. For instance, they utilize base rate “floors” which establish a minimum rate if benchmark 
rates fall. Common structures also include call protections and prepayment penalties that limit early prepayment risk in declining 
rate environments. These provisions, combined with the illiquidity premium in private credit, allow direct lending to maintain a 
spread premium over BSLs and high yield bonds. 

 

Source: Pitchbook 
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Pitchbook Direct Lending Index 7.1% 4.4% -2.1% 8.3% 3.0%
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Past performance is not indicative of future results. 

Past performance is not indicative of future results.  Index performance returns do not reflect any management fees, transaction 
costs, or expenses. Indices are unmanaged and cannot be invested in directly.  Current performance data may be higher or lower 
than actual data quoted.  Performance for periods greater than 1 year is annualized.  This document was prepared without regard 
to the specific objectives, financial situation, or needs of any particular person or entity who may receive it.  This analysis is for 
informational purposes only and is not intended to be an offer, solicitation, or recommendation with respect to the purchase or 
sale of any security, nor a recommendation of services supplied by any investment organization and does not include all factors 
that should be considered when choosing an investment advisor or strategy.  This presentation is not investment, legal, tax, or 
accounting advice.  Investors should consult with their own professional advisors for advice on any investment, legal, tax, or 
accounting issue(s).  While the information contained herein highlights important data, it does not purport to highlight all 
dimensions of risk.  The information provided herein is based on matters as they exist as of the date of preparation, or otherwise 
indicated throughout the presentation, and not as of any future date, and will not be updated or otherwise revised to reflect 
information that subsequently becomes available, or circumstances existing or changes occurring after the date hereof.  No 
representations are made as to the accuracy or completeness of the information set forth in these materials.  LCG reserves the 
right at any time and without notice to change, amend, or cease publishing the information. If this data is reproduced, in whole 
or in part, in any form, the following reference language must be utilized “Source Information: Compiled By: LCG Associates, Inc.; 
Bloomberg.”  LCG has not received any compensation related to the collection or distribution of this data. 

“BLOOMBERG®” and the Bloomberg indices listed herein (the “Indices”) are service marks of Bloomberg Finance L.P. and its 
affiliates, including Bloomberg Index Services Limited (“BISL”), the administrator of the Indices (collectively, “Bloomberg”) and 
have been licensed for use for certain purposes by the distributor hereof (the “Licensee”). Bloomberg is not affiliated with 
Licensee, and Bloomberg does not approve, endorse, review, or recommend the financial products named herein (the 
“Products”). Bloomberg does not guarantee the timeliness, accuracy, or completeness of any data or information relating to the 
Products. 

Bloomberg U.S. Aggregate Bond Index is a broad-based benchmark that measures the investment grade, U.S. dollar-
denominated, fixed-rate taxable bond market. This includes Treasuries, government-related and corporate securities, mortgage-
backed securities, asset-backed securities and collateralized mortgage-backed securities. The Index is unmanaged. You cannot 
invest directly in an index. The Bloomberg Barclays U.S. Aggregate Bond Index is for comparison purposes only. It may or may 
not hold similar securities to those held by LCG’s clients, and therefore, little correlation may exist. 

PitchBook’s fund returns data is sourced primarily from individual LP reports, serving as the baseline for their estimates of activity 
across an entire fund. For any given fund, return profiles will vary for LPs due to a range of factors, including fee discounts, timing 
of commitments, and inclusion of co-investments. This granularity of LP-reported returns—all available on the Pitchbook 
Platform—provides helpful insight to industry practitioners but results in discrepancies that must be addressed when calculating 
fund-level returns. 

Credit Suisse owns all proprietary rights in the Credit Suisse Indices. Credit Suisse does not approve or endorses this material or 
guarantees the accuracy or completeness of any information herein, or makes any warranty, express or implied, as to the results 
to be obtained therefrom and, to the maximum extent allowed by law, neither shall have any liability or responsibility for injury 
or damages arising in connection therewith. 

The Credit Suisse Leveraged Loan Index measures the market-value-weighted performance of the investable universe of USD-
denominated leveraged loans. 

The Credit Suisse High Yield Index was developed by Credit Suisse to track the performance of the US dollar-denominated high-
yield debt market. 

Indices referenced are unmanaged and cannot be invested in directly.  Index returns do not reflect any investment management 
fees or transaction expenses.   


