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Alternative Credit Review: 1Q24

The year began on a positive note across a range of alternative credit assets—
both public and private—as many of the dynamics that buoyed very strong 
performance for much of 2023 persisted into the first quarter of 2024. 

1. Source: Bloomberg World Interest Rate Probabilities; data as of April 3, 2024.
2. Source: Bureau of Economic Analysis; data as of March 28, 2024. 
3. Source: Bureau of Labor Statistics; data as of April 5, 2024.
4. Source: The Wall Street Journal; data as of March 20, 2024.

While traders have recalibrated their expectations for the number and magnitude of federal funds rate cuts in 
2024—from six cuts totaling 150 basis points in January to only 
three for 75 basis points by quarter end—the combination of 
robust economic activity and manageable if elevated inflation 
fueled hopes that a soft landing not only was possible but likely.1 
The third and final estimate of fourth quarter GDP growth came 
in at 3.4% to bring full-year 2023 output to 2.5%, up from 2022’s 
1.9%, while readings of headline and core PCE came in at 2.5% 
and 2.8%, respectively.2 Employment data remained strong—the 
economy added an above-consensus 303,000 jobs in March, 
pushing the unemployment rate down to 3.8%—but softening 
hourly earnings growth eased the potentially hawkish sting.3 

For its part, the Fed appears comfortable with a wait-and-see approach at this stage. The central bank left rates 
unchanged at its mid-March policy meeting, with Chair Powell noting that stubborn inflation readings in recent 
months hadn’t changed his expectations that inflation would continue to gradually retreat to target levels, if 
perhaps along a circuitous route.4 Interest rates moved higher across the yield curve during the quarter, leaving 
its slope little changed from the start of the year.

Monetary policy is likely to continue dominating the financial headlines, with investors dissecting every data 
release and Fed governor utterance for clues to its direction. As we have seen over the past several years, 
volatility is one potential outcome of this dynamic; in fact, we recently saw 10-year Treasuries quickly back up 
around 30 basis points following the April 10 release of an above-expectations inflation print. The evolution of 
market sentiment is something to watch closely, as it often creates opportunities to selectively participate in 
credit risk we view as mispriced. 

First Eagle’s quarterly Alternative Credit Review 
provides an update on the investment environ-
ment for alternatives and a closer look at how 
the First Eagle Alternative Credit and Napier 
Park teams view key asset classes. 
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Broadly Syndicated Loans: Technicals Favored Lower-Quality Paper
Demand for loans—historically driven by a combination of CLO formation and retail mutual fund/exchange-
traded funds (ETF) flows, with the former typically the much larger contributor—was consistent throughout the 
period as sentiment around credit fundamentals remained constructive. Net CLO creation topped $48 billion in 
the first quarter, the best-ever start to a calendar year.5 Mutual fund/ETF inflows added another $2.8 billion; 
while retail demand for loans historically has been a function of duration-risk management, year-to-date inflows 
seem to indicate that retail investors may be looking more holistically at the relative value in loans.6 

Though green shoots were evident in mergers and acquisition (M&A) activity, a mere $38 billion of loan net 
supply was brought to the market during the quarter. The vast majority of the $300 billion of new-issue volume 
in the period was attributable to repricing and refi-
nancing.7 Net supply that continues to be well short of 
demand should provide a strong technical for loans 
going forward. 

Fundamentals and operating results for loan issuers 
have been mixed, but balance sheets remain in a rela-
tively good position. Revenue and EBITDA increased 
year over year, and EBITDA margins remained at the 
highest level in recent years. While interest coverage 
has come down amid higher interest expenses, leverage has receded to a post-pandemic low. Default rates, 
perhaps not surprisingly, have moved moderately higher in recent months, though they remain only slightly 
above average.8 

Lower-quality assets outperformed during the quarter, as the broad technical lift in prices had a larger impact 
on loans trading at material discounts to par, which in many cases are of lower quality. For the quarter, loans 
rated CCC rose nearly 1.5%, while BB rated loans lost 0.1% and B rated loans gained 0.1%.9 While upside in the 
loan market appears limited today, especially among the lower-rated paper that participated in the first quarter’s 
rally, corporate loan yields are currently attractive at levels that are slightly higher than they began the year. 

5,6,7,8. Source: JPMorgan; data as of March 31, 2024.
9. Source: Credit Suisse Plus; data as of March 31, 2024.
10. Source: Preqin; data as of December 13, 2023. 

Middle-Market Direct Lending: Supply Remained Sluggish
As it has in the broadly syndicated loan market, the supply of direct lending opportunities in general has lagged 
demand. That said, the lower middle market appears to have a more balanced supply/demand dynamic, from 
our perspective, as rising private company valuations over the years prompted private equity sponsors to look 
toward the smaller end of the middle market for more cost-effective platform opportunities.

There are signs that M&A volumes may normalize as the year progresses, creating more opportunities for 
lenders across the middle market going forward. In our view, the release of pent-up M&A energy depends on 
lower interest rates and the ability of buyers and sellers to agree on enterprise value, which should be easier 
should rates pull back somewhat. Putting more than $2.5 trillion of private equity dry powder to work on 
acquisitions at a conservative loan-to-value ratio of 50% would require $1.25 trillion of private credit capital.10 
Separately, asset-based lending should benefit from rates that seem likely to remain elevated, even if a bit below 
current levels. 

Private credit fundamentals, particularly in the sponsor-backed middle market segment, have been stable, in our 
observation, due in large part to these borrowers’ more conservative capital structures.

Net supply that continues 
to lag demand should 
provide a tailwind for loans 
going forward.
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Real Assets: Realizing Value through Active Management
While a dependable, predictable stream of income is among the key reasons to consider a portfolio of real assets, 
active management of these assets, in our view, is essential to realizing their full value. Opportunistically selling 
select assets over time may crystallize returns and helps support the portfolio’s performance—including its 
internal rate of return (IRR), multiple on invested capital (MOIC) and distributions to paid-in capital (DPI)—across 
market conditions. 

As a general rule of thumb, realizations in the real 
asset space come in three forms:

•	 Asset sales. The assets that comprise the real 
assets space tend to be homogenous—one 
Airbus A320 aircraft is pretty much the same 
as another—and the markets for selling them to 
other asset owners and/or operators tend to be 
broad and liquid as a result. As with any asset, the 
relative valuation of real assets fluctuates over time, 
providing owners with an opportunity to boost performance through well-timed purchases and sales. 

•	 Distributions from income. Many real assets—including transportation and energy equipment—have long but 
finite lifespans, and the lease rates charged to counterparties for the use of these assets implicitly includes 
compensation for depreciation. In effect, these assets are self-liquidating; every lease payment to the owner of 
the asset reflects a partial exit from the asset, enabling the owner to extract a substantial portion of its basis 
while holding the asset for only a portion of its useful life. 

•	 Distribution from recapitalizations. By taking advantage of changing credit market conditions and the strong 
cash flows potentially generated by real assets, an asset owner may be able to opportunistically refinance debt 
to extract an equity distribution from its asset and refine its capital structure. 

We believe active management 
of real assets holdings is 
essential to realizing their 
full value.
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The opinions expressed are not necessarily those of the firm. These materials are provided for informational purposes only. These opinions are not intended to be a 
forecast of future events, a guarantee of future results, or investment advice. Any statistics contained herein have been obtained from sources believed to be reliable, 
but the accuracy of this information cannot be guaranteed. The views expressed herein may change at any time subsequent to the date of issue hereof. The information 
provided is not to be construed as a recommendation to buy, hold or sell or the solicitation or an offer to buy or sell any fund or security. 
Past performance is not indicative of future results. 
Risk Disclosures 
All investments involve the risk of loss of principal. 
Alternative investments can be speculative and are not suitable for all investors. Investing in alternative investments is only intended for experienced and sophisticated 
investors who are willing and able to bear the high economic risks associated with such an investment. Investors should carefully review and consider potential risks 
before investing. Certain of these risks include: 
• Loss of all or a substantial portion of the investment; 
• Lack of liquidity in that there may be no secondary market or interest in the strategy and none is expected to develop; 
• Volatility of returns; 
• Interest rate risk; 
• Restrictions on transferring interests in a private investment strategy; 
• Potential lack of diversification and resulting higher risk due to concentration within one of more sectors, industries, countries or regions; 
• Absence of information regarding valuations and pricing; 
• Complex tax structures and delays in tax reporting; 
• Less regulation and higher fees than mutual funds; 
• Use of leverage, which magnifies the potential for gain or loss on amounts invested and is generally considered a speculative investment technique and increases the 

risks associated with investing in the strategy; 
• Carried interest, which may cause the strategy to make more speculative, higher risk investments than would be the case in absence of such arrangements; and 
• Below-investment-grade loans, which may default and adversely affect returns. 
Definitions 
Asset-based lending (ABL) facilities are corporate loans secured by specific assets of the borrower. 
Broadly syndicated loans (BSLs) are loans extended by a group of financial institutions (a loan syndicate) to a single borrower. Syndicates often include both banks and 
nonbank financial institutions, such as collateralized loan obligation structures, insurance companies, pension funds or mutual funds. 
Collateralized loan obligations (CLOs) are financial instruments collateralized by a pool of corporate loans. 
Credit ratings as represented here are assessments provided by nationally recognized statistical rating organizations (NRSRO) of credit worthiness of an issuer with 
respect to debt obligations, including specific securities, money market instruments or other bonds. The grades referred to here are from S&P and Fitch.  A ‘BB’ credit 
rating means that there is a higher probability for default of a debt issuer or a debt instrument. BB is the second-best non-investment grade rating. An obligation rated ‘B’ 
is considered more vulnerable to adverse business, financial and economic conditions but currently has the capacity to meet financial commitments. An obligation rated 
‘CCC’ is currently vulnerable to nonpayment, and is dependent upon favorable business, financial, and economic conditions for the obligor to meet its financial commit-
ment on the obligation.
Duration is a measure of the sensitivity of the price of a bond or other debt instrument to a change in interest rates.
Dry powder refers to cash on hand by a venture capital or private equity firm to purchase assets or make acquisitions.
Exchange-traded funds (ETFs) are a basket of securities that tracks an underlying index. ETFs can contain investments such as stocks and bonds.
Federal funds rate is the interest rate at which depository institutions (banks and credit unions) lend reserve balances to other depository institutions overnight on an 
uncollateralized basis. 
10-year Treasuries are debt obligations issued by the United States government with a maturity of 10 years upon initial issuance that pays interest at a fixed rate once 
every six months and pays the face value to the holder at maturity.
Important Information for Non-US Residents
This material and the information contained herein is provided for informational purposes only, do not constitute and is not intended to constitute an offer of securities, 
and accordingly should not be construed as such. Any funds or other products or services referenced in this material may not be licensed in all jurisdictions and unless 
otherwise indicated, no regulator or government authority has reviewed this material or the merits of the products and services referenced herein. This material and the 
information contained herein has been made available in accordance with the restrictions and/or limitations implemented by any applicable laws and regulations. This 
material is directed at and intended for institutional investors (as such term is defined in any applicable jurisdiction). This material is provided on a confidential basis for 
informational purposes only and may not be reproduced in any form. This material is for general information only and is not intended as investment advice or any other 
specific recommendation as to any particular course of action or inaction. The information in this material does not take into account the specific investment objectives, 
financial situation, tax situation or particular needs of the recipient. Before acting on any information in this material, prospective investors should inform themselves of 
and observe all applicable laws, rules and regulations of any relevant jurisdictions and obtain independent advice if required. This material is for the use of the named 
addressee only and should not be given, forwarded or shown to any other person (other than employees, agents or consultants in connection with the addressee’s consid-
eration thereof).
Important Information for Residents of Australia
This communication is exclusively directed and intended for wholesale clients (as such term is defined in Australian Corporations Act 2001 (Cth) only and, by receiving 
it, each prospective investor is deemed to represent and warrant that it is a wholesale client. The information contained herein is provided for informational purposes 
only and should not be considered a solicitation or offering of investment services, nor a solicitation to sell or buy any shares of any securities (nor shall any such 
securities be offered or sold to any person) in any jurisdiction where such solicitation or offering would be unlawful under the applicable laws of such jurisdiction. Unless 
otherwise indicated, no regulator or government authority has reviewed this material or the merits of the products and services referenced herein. This material and the 
information contained herein has been made available in accordance with the restrictions and/or limitations implemented by any applicable laws and regulations. This 
material is provided on a confidential basis for informational purposes only and may not be reproduced in any form. Before acting on any information in this material, 
prospective investors should inform themselves of and observe all applicable laws, rules and regulations of any relevant jurisdictions and obtain independent advice if 
required. This material should not be relied upon as investment advice and is not a recommendation to adopt any investment strategy. This material is for the use of the 
named addressee only and should not be given, forwarded or shown to any other person (other than employees, agents or consultants in connection with the addressee’s 
consideration thereof). First Eagle Investment Management, LLC is exempt from the requirement to hold an Australian financial services licence under the Corporations 
Act 2001 (Cth) in respect of the financial services it provides to wholesale clients in Australia and is regulated by the US Securities and Exchange Commission under US 
laws, which differ from Australian laws.
Important Information for Residents of Brazil
First Eagle Investment Management, LLC is not accredited with the Brazilian Securities Commission - CVM to perform investment management services. The investment 
management services may not be publicly offered or sold to the public in Brazil. Documents relating to the investment management services as well as the information 
contained therein may not be supplied to the public in Brazil.
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Important Information for Residents of Canada
This material does not constitute investment advice or an offer or solicitation to sell or a solicitation of an offer to buy any product or service or any securities 
(nor shall any product or service or any securities be offered or sold to any person until such time as such offer and sale is permitted under applicable secu-
rities laws.) Any products or services or any securities referenced in this material may not be licensed in all jurisdictions, and unless otherwise indicated, no 
securities commission or similar authority in Canada has reviewed this material or the merits of the products and services referenced herein. If you receive a 
copy of this material, you should note that there may be restrictions or limitations to whom these materials may be made available. This material is private and 
confidential and is directed at and intended for institutional investors and is only being provided to “permitted clients” as defined under the Canadian Securities 
Administrators’ National Instrument 31-103 – Registration Requirements, Exemptions and Ongoing Registrant Obligations. This material is for informational 
purposes only. This material does not constitute investment advice and should not be relied upon as such. Before acting on any information in this material, 
prospective clients should inform themselves of and observe all applicable laws and regulations of Canada. Prospective clients should inform themselves as to 
the legal requirements and tax consequences within the countries of their citizenship, residence, domicile and place of business with respect to the acquisition, 
holding or disposal of shares or the ongoing provision of services, and any foreign exchange restrictions that may be relevant thereto. First Eagle Investment 
Management, LLC is not authorized to provide investment advice and/or management money in Canada.
Important Information for Residents of Dubai
This material is intended for distribution only to Professional Clients. It must not be delivered to, or relied on by, any other person. The Dubai Financial Services 
Authority has no responsibility for reviewing or verifying any documents in connection with any funds, products or services that may be mentioned herein. The 
Dubai Financial Services Authority has not approved this material nor taken steps to verify the information set out in it and has no responsibility for it. If you do 
not understand the contents of this material, you should consult an authorized financial adviser.
Important Information for Residents of the State of Qatar
Any funds, products or services referenced in this material may not be licensed in all jurisdictions, including the State of Qatar (“Qatar”), and unless otherwise 
indicated, no regulator or government authority, including the Qatar Financial Markets Authority (QFMA), has reviewed this material or the merits of the 
products and services referenced herein. If you receive a copy of this material, you may not treat this as constituting an offer, and you should note that there 
may be restrictions or limitations as to whom these materials may be made available. This material is directed at and intended for a limited number of “qualified” 
investors (as such term is defined under the laws of Qatar). This material is provided on a confidential basis for informational purposes only and may not be 
reproduced in any form. Before acting on any information in this material, prospective clients should inform themselves of and observe all applicable laws 
and regulations of any relevant jurisdictions, including any laws of Qatar. This material is for the use of the named addressee only and should not be given, 
forwarded or shown to any other person (other than employees, agents or consultants in connection with the addressee’s consideration thereof). Any entity 
responsible for forwarding this material to other parties takes responsibility for ensuring compliance with applicable securities laws.
Important Information for Residents of Taiwan
First Eagle Investment Management, LLC is not licensed to engage in an investment management or investment advisory business in Taiwan and the services 
described herein are not permitted to be provided in Taiwan. However, such services may be provided outside Taiwan to Taiwan resident clients.
Important Information for Residents of United Arab Emirates (Abu Dhabi)
The offering of the products and/or services described herein have not been approved or licensed by the UAE Central Bank, the UAE Securities and 
Commodities Authority (SCA), the Dubai Financial Services Authority (DFSA) or any other relevant licensing authorities in the UAE, and accordingly does not 
constitute a public offer in the UAE in accordance with the commercial companies law, Federal Law No. 2 of 2015 (as amended), SCA Board of Directors’ 
Decision No. (13/Chairman) of 2021 on the Regulations Manual of the Financial Activities and Status Regularization Mechanisms or otherwise. Accordingly, this 
material is not offered to the public in the UAE (including the Dubai International Financial Centre (DIFC)). This material is strictly private and confidential and is 
being issued to a limited number of institutional and individual clients: a) who meet the criteria of a Professional Investor as defined in SCA Board of Directors’ 
Decision No. (13/Chairman) of 2021 on the Regulations Manual of the Financial Activities and Status Regularization Mechanisms or who otherwise qualify as 
sophisticated clients; b) upon their request and confirmation that they understand that the products and/or services described in this material have not been 
approved or licensed by or registered with the UAE Central Bank, the SCA, DFSA or any other relevant licensing authorities or governmental agencies in the 
UAE; and c) must not be provided to any person other than the original recipient and may not be reproduced or used for any other purpose.  
Important Information for Residents of United Kingdom
This material is issued by First Eagle Investment Management, LLC and is lawfully distributed in the United Kingdom by First Eagle Investment Management, Ltd. 
First Eagle Investment Management, Ltd is authorised and regulated by the Financial Conduct Authority (FRN: 798029) in the United Kingdom. This material is 
directed only at persons in the United Kingdom who qualify as “professional investors.”
This material is not directed at any persons in the United Kingdom who would qualify as “retail investors” within the meaning of the UK Alternative Investment 
Fund Managers Regulations 2013 (S.I. 2013/1773) or the EU Packaged Retail and Insurance-based Investment Products Regulation (No 1286/2014), the UK 
PRIIPs Regulation, and such persons may not act or rely on the information in this material.
FEF Distributors, LLC (“FEFD”) (SIPC), a limited purpose broker-dealer, distributes certain First Eagle products. FEFD does not provide services to any investor, 
but rather provides services to its First Eagle affiliates. As such, when FEFD presents a fund, strategy or other product to a prospective investor, FEFD and its 
representatives do not determine whether an investment in the fund, strategy or other product is in the best interests of, or is otherwise beneficial or suitable 
for, the investor. No statement by FEFD should be construed as a recommendation. Investors should exercise their own judgment and/or consult with a 
financial professional to determine whether it is advisable for the investor to invest in any First Eagle fund, strategy or product. 
First Eagle Investments is the brand name for First Eagle Investment Management, LLC and its subsidiary investment advisers. First Eagle Alternative Credit 
and Napier Park are brand names for the two subsidiary investment advisers engaged in the alternative credit business. 
©2024 First Eagle Investment Management, LLC. All rights reserved.


