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Yields up, leverage down and volumes of 
investment opportunities increasing.“

”

Key Themes

1. Pricing: 

Yields remain close to recent highs for direct lending transactions. 
Looking into 2024, base rates are projected to remain stable with  
possible tapering action towards the end of the year1. We expect  
margins to tighten (as seen in Q4 2023) but for all-in yields to remain 
high and attractive. 

As expected, M&A activity picked up in Q4 2023 after a relatively 
subdued market earlier in the year. In 2024, we expect the volume of 
activity to be higher than in 2023, while remaining below the pre-rate 
hike peaks of 2019 and 2021. 

In our view, an increasing number of asset sellers have come to terms 
with lower exit multiple expectations and buyers are using contingent 
consideration, lower leverage and allowing partial equity rolls to 
complete deals to deploy their record levels of dry powder. 

Figure 1: Historic Yield Development based on Pemberton’s Mid-Market  
Debt Fund (MDF)2 
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1Source Oxford Economics – Research Briefing as of 15 Nov 2023
2Source: Upfront fees are illustrated based on 3-year repayment basis. Bloomberg as at 10 Jan 2024 (base rates)
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2. Returns and Relative Value: 

Direct Lending yields and returns continue to offer significant yield 
pick-up vs its syndicated counterpart with a premium of ca. 200bps. 
 
Given the rates backdrop, returns in direct lending are set to remain 
elevated during 2024 and into 2025, with most 1st lien portfolios 
attracting double-digit gross returns. Volume in subordinated loans is 
expected to remain subdued given the attractive returns achievable in 1st 
lien, but for those subordinated loans being issued, this part of the 
market should be targeting mid-to-high-teens gross returns (i.e. close to 
equity returns).

Looking back over the last three years since the Covid pandemic, the 
direct lending market has been exposed to a number of shocks including 
the Ukrainian crisis, a high inflation macroenvironment and a challenging 
backdrop for many businesses. In spite of this, Direct Lending yields have 
remained robust. The graph above shows the premium to syndicated 
loans. The graph below shows how High Yield has suffered in a market 
when floating rate loans have generated attractive returns.

3y ELLI Discounted Spreads – BMid-Market Debt Fund (MDF) 3yr Yields10.0%
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3Source: Bloomberg as at 10 Jan 2024
4Source: 9fin Private Credit Q3 2023 Review

Figure 2: Mid-Market Debt Fund (MDF) Discount Spreads vs ELLI 3yr Discount Spread B3 

Figure 3: Bloomberg Pan-European High Yield TR Index, Returns vs. 2021 YE4 
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3.  Increasing market share and the arrival of the clubbed direct lending 
trend in Europe: 

We expect 2024 to see a continuation of the new trend of club direct 
lending deals, particularly for jumbo transactions (€1bn+ debt packages). 
These financings would have typically sourced liquidity from the CLO or 
broadly syndicated market, however, 2023 was a year where the high 
yield (see chart below) and syndicated leveraged loan markets saw 
limited stability. 

Therefore PE-backed M&A accessed the direct lending market in club 
format for larger financings such as a €1.5bn financing for Constantia or a 
€4.5bn package for Adevinta. According to 9fin4, Q3 2023 featured six 
deals worth €1bn or more vs just two in H1 2023. This feature mirrors the 
US direct lending market which has for some time been more of a club 
financing space when it comes to larger tranches and we expect this part 
of the market to continue to grow as private equity sponsors continue to 
value the speed of execution, availability of capital and lower volatility of 
the direct lending market.  
 
We think mid-market deals will continue to be single lender, dominated 
by the incumbent sourcing in the regional markets but jumbo deals  
will increasingly migrate from the public markets to private direct  
lending clubs.
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Figure 4: European High Yield Issuances, in €B, Trailing Twelve Months5 

4. Deal volumes: 

We believe overall M&A activity in 2024 will be higher than 2023 but 
remain below 2019 and 2021 peaks. We saw a notable uptick in volumes 
in Q4 –23, where Pemberton signed 9 investments in 3 months and see 
this as a lead indicator of what is to come in 2024. We believe that seller 
price expectations are becoming more reasonable and acquisition 
structures are adapting to the new environment with (1) earn out 
structures bridging the bid-offer in EV, (2) lower leverage, and (3) a more 
sensible expectation around interest rates and inflation.  
 
Further, we believe that public to private transaction volumes will also 
increase in 2024, as they have done through 2023. 

5Source: PitchBook / LCD as of 11 Jan 2024
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6Source: Oxford Economics – Global Macro Themes and Asset Views Chartbook as of Dec 2023 
7Source: Oxford Economics – Research Briefing as of 15 Nov 2023
8Source: Oxford Economics – Global Macro Themes and Asset Views Chartbook as of Dec 2023

With the slow down in M&A volumes in 2023 we have seen a modest 
extension to hold periods of some assets, but we would expect 
realisations to increase in 2024 on the back of higher year over year  
M&A volumes. 

5. Economic outlook: 

The 2024 economic outlook is for low levels of growth in Europe and the 
US. Whilst different countries and sectors within these geographies can 
have very different prospects, the general backdrop is projected to be 
relatively flat, with higher interest rates being used to control inflation. 

The softer economic backdrop and easing inflationary pressure create 
a narrative for rate cuts in 2024. However, it should be noted that base 
rate cuts will only be delivered once bad news such as job losses and a 
general cooling of inflation start to bite.

Figure 5: Real GDP % YoY for selected economies6 
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Figure 6: Policy rates and CPI forecast7 
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Figure 7: Inflation YoY for selected economies8 
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6. Defaults: 

In the first half of 2023, we continued to see strong performance with 
consistently low default rates in Europe, while the US market experienced 
higher volatility. Historically, US loan default rates tend to be higher,  
as evidenced by the average US LDR at 1.62% and the European LDR  
at 1.02%. In the second half of the year the tougher interest rate 
environment started to take its toll on European default rates.

9Source: Morningstar as at Dec-23 
10Source: Moody’s 2024 Outlook as of 16 Nov 2023

US (Morningstar LSTA US LL Index)
Europe (Morningstar European LL Index)
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Figure 8: US and Europe Trailing Twelve Months (TTM) Loan Default Rates  
(Principal amount)9 

High interest rates will persist in the short- to medium-term and continue 
to weigh on corporate earnings, gradually eroding interest cover and free 
cash flow generation. Many companies continue to benefit from 
substantial fixed-rate debt though, which mitigates the immediate 
pressure on default rates. Default rates are projected to remain elevated 
for an extended period, peaking at 3.7% in Europe in Q1 (compared to 
4.7% during the GFC).10 

As a result of the higher probability of defaults, the assessment of LGDs 
(loss given default) will be key to investment decisions. In other words, 
the ability to recover losses from a borrower in the event of a default will 
be heavily emphasised and restructuring and recovery expertise within 
asset managers will continue to be of great importance.

Outlook 2024  |  7



11Source: Record Financial Group as of 4 January 2024
12Source: Record Financial Group as of 21 November 2023

Figure 9: EUR USD FX Uplift – 3month forwards12
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7.  US dollar returns for investors into European Direct Lending: 

We believe that USD investors will continue to benefit from a significant 
uplift in returns through 2024 when they invest in European Direct 
Lending. Current FX forwards are showing a 1.60 –1.65%11 uplift over 1 –3 
years, taking an illustrative 10% net return in EUR to a 11.6% net return in 
USD if hedging strategies are executed smoothly.

This is in-line with the ca. 2% uplift that we have seen in recent years.
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Conclusions
2024 will be a year of opportunity for European  
Direct Lending. A stabilisation in base rate levels will 
help market participants accept and adjust to the new  
normal of lower exit multiples, lower leverage and more  
equity-heavy capital structures. Q1 2024 carries a lot of 
positive momentum from the year-end rally in 2023,  
and with a potential tapering in sight, we expect 
sponsor-backed M&A activity to increase throughout 
the year versus 2023. As a result, direct lending solutions 
will be in high demand in 2024 and will continue to offer 
very attractive returns at enticing all-in yield levels.
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This document references the Pemberton Mid-Market Debt 
Strategy, Strategic Credit Strategy, Senior Loan Strategy,  
the Working Capital Finance Strategy, Net Asset Value Financing,  
Risk Sharing Strategy and CLO Strategy. It is intended only for the 
person to whom it has been delivered and is solely for discussion / 
information purposes. Any third-party information (including any 
statements of opinion and/or belief) contained herein is provided 
by Pemberton Asset Management group of companies, being 
Pemberton Asset Management S.A., Pemberton Capital Advisors 
LLP and any other affiliates (‘we’, ‘our’ or ‘us’) and has not been 
independently verified. 

Investment in instruments that the strategy may reference are likely 
to be long-term and of an illiquid nature. Such instruments are also 
likely to involve an above average level of risk. This document does 
not purport to identify all of the risk factors associated with any 
exposure to such a strategy and prospective investors should make 
their own assessment of any risk involved in seeking exposure to 
the strategy or instruments referenced therein. There is no 
guarantee of trading performance and past or projected 
performance of the strategy or instruments referenced is no 
indication of current or future performance / results. The value of 
investments may fall as well as rise. Exposure to the strategy is 
suitable only for sophisticated investors and requires the financial 
ability and willingness to accept for an indefinite period of time the 
risks and lack of liquidity inherent in the strategy or instruments 
referenced therein. 

Statements of opinion, market or performance information and any 
forecasts or estimates contained in this document are prepared on 
the basis of assumptions and conclusions reached and are believed 
to be reasonable by us at the time. No representation, warranty, 
assurance or undertaking (express or implied) is given (and can 
therefore not be relied upon as such), and no responsibility or 
liability is or will be accepted by us or any of our affiliates or our 
respective officers, employees or agents as to the adequacy, 
accuracy, completeness or reasonableness of the information, 
statements and opinions expressed in this document. Any opinions 
expressed in this document do not constitute legal, tax or 
investment advice and can therefore not be relied upon as  
such. Please consult your own legal or tax advisor concerning  
such matters. 

The information contained in this document (which does not 
purport to be comprehensive) is believed to be accurate only at the 
date of this document and does not imply that the information 
herein is correct at any time subsequent to the date hereof and 
such information is subject to change at any time without notice. 
The views expressed herein are subject to change based on market 
and other conditions and we give no undertaking to update the 
information, to reflect actual events, circumstances or changes in 
expectations or to provide additional information after its 

distribution, even in the event that the information becomes 
materially inaccurate The recipient acknowledges and agrees that 
no person has, nor is held out as having, any authority to give any 
statement, warranty, representation, assurance or undertaking on 
our behalf. No part of this document may be reproduced in any 
manner without our written permission. 

This document has been prepared and issued for use in the UK and 
all countries outside of the European Union by Pemberton Capital 
Advisors LLP. Pemberton Capital Advisors LLP is authorised and 
regulated by the Financial Conduct Authority (“FCA”) and entered 
on the FCA Register with the firm reference number 561640 and is 
registered in England and Wales at 5 Howick Place, London SW1P 
1WG, United Kingdom. Registered with the US. Securities and 
Exchange Commission as an investment adviser under the  
U.S. Investment Advisers Act of 1940 with CRD  
No. 282621 and SEC File No. 801-107757.  
Tel: +44(0) 207 993 9300. 

This document has been prepared and issued for use in the 
European Union by Pemberton Asset Management S.A.. Pemberton 
Asset Management S.A. is authorised and regulated by the 
Commission de Surveillance du Secteur Financier (“CSSF”) and 
entered on the CSSF Register with the firm reference numbers 
A1013 & A1342 and is registered in Grand Duchy of Luxembourg 
at 70 route d’Esch, L-1470. Pemberton reports to the US. Securities 
and Exchange Commission as a reporting exempt investment 
adviser under the U.S. Investment Advisers Act of 1940  
with CRD 282865 and SEC File No. 802-107832.  
Tel: +352 26468360. 

DIFC  
This material is being distributed/issued by Pemberton Capital 
Advisors LLP (DIFC Branch) (“PCA DIFC”). PCA DIFC is regulated by 
the Dubai Financial Services Authority (“DFSA”). This document is 
intended only for Professional Clients or Market Counterparties as 
defined by the DFSA and no other person should act upon it. 
Please note that this Fund is not based in the Dubai International 
Financial Centre (“DIFC”) and such type of funds would not be 
allowed under the current DFSA rules. 

United Arab Emirates (excluding Dubai)  
This document, and the information contained herein, does not 
constitute, and is not intended to constitute, a public offer of 
securities in the United Arab Emirates (“UAE”) and accordingly 
should not be construed as such. The interests in the Fund are only 
being offered to a limited number of exempt investors in the UAE 
who fall under one of the following categories of Exempt Qualified 
Investors: an investor which is able to manage its investments on 
its own (unless such person wishes to be classified as a retail 
investor), namely: 

Disclaimer
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Contact Us

investorrelations@pembertonam.com 
www.pembertonam.com

 5 Howick Place, London SW1P 1WG 
+44 (0) 20 7993 9300

• the federal government, local governments, and governmental 
entities, institutions and authorities, or companies wholly-owned 
by any such entities; 

• foreign governments, their respective entities, institutions and 
authorities or companies wholly owned by any such entities; 

• international entities and organisations; 

• entities licensed by the Securities and Commodities Authority 
(the “SCA”) or a regulatory authority that is an ordinary or 
associate member of the International Organisation of Securities 
Commissions (a “Counterpart Authority”); or 

• any legal person that meets, as at the date of its most recent 
financial statements, at least two of the following conditions: (i) it 
has a total assets of AED 75 million; (ii) it has a net revenues of 
AED 150 million; (iii) it has total net equities or paid capital of 
AED 7 million; or 

• a natural person licensed by the SCA or a Counterpart Authority 
to carry out any of the functions related to financial activities or 
services, (each an “Exempt Qualified Investor”). 

The interest in the Fund have not been approved by or licensed or 
registered with the UAE Central Bank, the SCA, the Dubai Financial 
Services Authority, the Financial Services Regulatory Authority or 
any other relevant licensing authorities or governmental agencies 
in the UAE (the “Authorities”). The Authorities assume no liability 
for any investment that the named addressee makes as an Exempt 
Qualified Investor. 

This document is for the use of the named addressee only and 
should not be given or shown to any other person (other than 
employees, agents or consultants in connection with the 
addressee’s consideration thereof). 

Qatar  
The interests in the Fund are only being offered to a limited 
number of investors who are willing and able to conduct an 
independent investigation of the risks involved in an investment in 
such interests. 

This document does not constitute an offer to the public and is for 
the use only of the named addressee and should not be given or 
shown to any other person (other than employees, agents or 
consultants in connection with the addressee’s consideration 
thereof). The Fund has not been and will not be registered with the 
Qatar Central Bank or under any laws of the State of Qatar. No 
transaction will be concluded in your jurisdiction and any inquiries 
regarding the interests in the Fund should be made to Anis 
Ghamgui. 

Kuwait  
This document is not for circulation to private investors nor to the 
public in Kuwait. The interests in the Fund have not been licensed 
for offering in Kuwait by the Kuwait Capital Markets Authority or 
any other relevant Kuwaiti government agency. The offering of the 
interests in the Fund in Kuwait on the basis of a private placement 
or public offering is, therefore, restricted in accordance with Law 
No. 7 of 2010 and the bylaws thereto (as amended). No private or 
public offering of the interests of the Fund is being made in Kuwait, 
and no agreement relating to the sale of the interests in the Fund 
will be concluded in Kuwait. No marketing or solicitation or 
inducement activities are being used to offer or market the 
interests in the Fund in Kuwait.

2023 Review / Outlook 2024  |  11






