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Distresstakesthe fundraising limelight
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Q1 2025 saw a reversal in fortunes, with direct lending making a slow start to the year.

In recent yearsit'samost felt asif direct lending has been the only game in town. Whenever Private Debt
Investor collects global fundraising data, we aways break it down by target strategy. Over the years, we' ve
found direct lending to be the most favoured strategy, typically with around 40-45 percent of the fundraising
total. Last year, its share soared to a remarkable 62 percent.

In thefirst quarter of this year, distressed debt — which has accounted for less than 20 percent of the total in
every year since 2020 — turned the tables, with market share of 32 percent. Direct lending didn’t even claim the
runner-up spot, with subordinated/mezzanine debt claiming that accolade with 30 percent and direct lending
trailing on 26 percent.

Of course, no one should draw too many conclusions from just three months data. Moreover, the period
included a distressed debt mega-fund as Oaktree Capital Management closed its latest vehicle on $16 billion. It
seems very likely that the market shares will shift over the coming quarters — not least, there are always some
large-sized direct lending funds in the market and not far away from final closes.
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Nonetheless, with the global tariff situation having exacerbated an aready volatile macroeconomic and
geopolitical environment —and with talk of possible recession hanging in the air —it’s no surprise that investors
are taking a closer look at strategies which thrive on complexity and outright difficulty.

Despite strong economic growth, labour market strength, and tight credit spreads, higher-for-longer interest rates
will strain credit quality for a meaningful portion of US issuers, areport by Moody’ s Asset Management
Research recently noted.

It found that the average risk of default, not the default rate itself, was 9.2 percent at the end of 2024. It saysin
the report that default rates will struggle to improve, and that US corporate credit risk has not shown a clear
peak. More distressed restructurings, as opposed to full-on defaults, are expected.

For those focused on distress, these are interesting times.



