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Direct lending – credit spreads

Spreads contracted but less than liquid credit. More pronounced in the US. 

Australian direct lending currently offers better premium over equivalent liquid credit.

Spread (bps) at origination – Australian and US direct lending

Source: Frontier Advisors’ direct lending manager survey, S&P UBS Leveraged loans index. S&P UBS leveraged loans data is average quarterly figure.
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Direct lending – leverage

Australian leverage remains controlled, marginally below long-term average

US leverage up, slightly above long-term average

Leverage (x) at origination – Australian and US direct lending

Source: Frontier Advisors’ direct lending manager survey 
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Higher default, loss remains low

Default ticking up, more evident in vintages prior to 2020.

Loss rate has been low, evidence of appropriate and effective default management.

Average default rate and loss rate (%) by vintage year

Source: Frontier Advisors’ direct lending manager survey 
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Return remains solid

Return by vintage year

Source: Frontier Advisors’ direct lending manager survey 

Return supported by healthy credit spread and low loss rate.

2022 and 2023 vintages have so far benefited from higher base rate.
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Summary

Direct lending continues to offer attractive return. We expect future return to moderate but remain solid.

Some recent spread 

compression 

is notable, but 

premium maintained 

over liquid credit.

Modest increases 

in default rates 

although still 

modest and loss 

remains low.

Returns from the 

asset class have 

been in line with 

expectations.

Frontier will 

publish our direct 

lending insights 

paper soon.

Contact Frontier 

if you would like 

to discuss this 

in more detail.
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Disclaimer:

Frontier Advisors Pty Ltd ABN 21 074 287 406 AFS Licence No. 241266. 

Level 17, 130 Lonsdale Street, Melbourne Victoria 3000.

The information contained in this presentation is current as at the date of preparation but may be subject to change. 

The information contained in this presentation is intended as general commentary and should not be regarded as 

financial, legal or other advice. This presentation has been prepared without taking into account your objectives, 

financial situation or needs. You should consider this presentation in light of these matters. Should you require 

specific advice on the topics or areas discussed please contact the presenter directly or an appropriate advisor. This 

presentation may contain forward-looking statements. These are not facts, rather, these forward-looking statements 

are based on the current beliefs, assumptions, expectations, estimates, and projections of Frontier Advisors Pty Ltd 

about the business, the industry and the markets in which we operate. Past performance is not a reliable indicator of 

future performance. Frontier Advisors Pty Ltd makes no representation or warranty that any of the information 

contained in this presentation is accurate or complete. To the maximum extent permitted by law, Frontier Advisors 

Pty Ltd does not accept any liability for loss arising from any reliance placed on the use of this presentation including 

the information contained within it. The contents of this presentation are confidential and must not be disclosed to 

any third party without our written consent. This presentation must not be copied, reproduced or distributed without 

the written consent of Frontier Advisors Pty Ltd. Frontier Advisors Pty Ltd does not provide taxation advice and you 

should seek your own independent taxation advice from a registered tax agent. 
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