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The US credit market through April 2025 is
navigating a period of enhanced uncertainty and
volatility; driven by macroeconomic uncertainty,
trade shocks, and shifting competitive dynamics.
This addition of the Bankers Edge Advisory’s
Credit Market Update will track and update the
credit market’s latest trends, performance, and
outlook (as of April 30th, 2025).

Volatility and Market Dislocation

The first quarter of 2025 was marked by
significant turmoil in the credit markets,
primarily due to escalating trade tensions
following the announcement of Donald Trump’s
new US tariff regime.

On April 2, President Trump announced a trade
“Liberation Day” raising tariffs across the board
impacting nearly every goods category. This
resulted in the sharpest three-day decrease in
the leveraged loan index performance since the
COVID-19 crisis, with the Morningstar LSTA US
Leveraged Loan Index's decreasing by 1.60% to
its lowest level since July 2023. Moreover, the
leverage loan new issuance market froze
resulting in a 10-day pause in new loan issuance,
the longest period since the early pandemic.

A surprise 90-day pause on reciprocal tariffs by
the Trump administration provided only
temporary relief. The volatility triggered a
record $4.8 billion withdrawal from US loan
mutual funds and ETFs, and high-yield bond
spreads surged to 16-month highs.

Rate Environment and Spread Analysis

Amid increased concern about a U.S. led
economic slow down, the CME 12-month Term
SOFR rate continues to trend downward
reflecting this shifting market sentiment. As
shown in the chart below, the SOFR rate has
declined by nearly 1.50% over the past twelve
(12) months.
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The sustained downward trajectory in SOFR
term rates signals an expectation that the
Federal Reserve will need to embark on a rate-
cutting cycle in the coming quarters. While the
Federal Reserve remains reluctant to cut rates
citing uncertainty of around the inflationary
impact of the new tariff regime, market
participants are clearly driving market rates
downward in anticipating of the Federal Reserve
capitulation at some point this year.
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Increased uncertainty simultaneously resulted in
a surge in credit risk pricing, as the U.S. High
Yield Index Option-Adjusted Spread (OAS)
increased from a year-end rate of 2.88% to a
peak of 4.61% by early April. While we have seen
a rebound in risk appetite since the peak,
decreasing the index OAS rate, credit risk
pricing remains elevated near 4.00%.
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10-Year Treasury Yields

10-year Treasury yields have remained range
bound between 4.00% and 5.00% since October
of 2024. Concerns of an economic slowdown
have kept 10-year rates near the lower end of
the range improving consumer finance
affordability metrics for mortgages, autos, and
credit cards. As of month-end, 30-year mortgage
rates sit near 6.75%; one-percent lower than last
year’s peak rate of 7.78%.
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The 10-year Treasury yield plays a crucial role in
shaping consumer financing and consumption
behaviors. With 70% of U.S. GDP linked to
consumer consumption, lower rates should
positively impact consumer credit growth
thereby supporting U.S. economic growth.

The future path of U.S. long rates remain an
issue as persistent tariff concerns, and looming
budget negotiations, cloud forecasts. However,
in the near term, lower 10-year yields create a
favorable environment for refinance activity.

Private Credit Markets

As April draws to a close, the private credit
market continues to benefit from ample credit
availability, with the industry collectively
holding nearly $400 billion in "dry powder" to
support new investment  opportunities.
However, deal sourcing remains the primary
challenge for managers. According to the latest
Pitchbook survey, 50% of private credit
managers cited deal origination as their top
concern for the next six months.
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Survey: Private Credit Mangers
Market Challenges Next Six Months
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Despite ongoing economic challenges, such as
tariff pressures and broader macroeconomic
uncertainties, private credit firms remain
focused on sourcing and executing high-quality
transactions. While year-over-year transaction
volumes have dipped, volumes remain
historically elevated, underscoring the market’s
resilience. As regulatory scrutiny in traditional
banking intensifies, private credit continues to
stand out as a reliable capital source, offering
enhanced flexibility, innovative structuring, and
increased certainty to close.

Direct Lending Activity

Direct lending to private credit borrowers
remained solid in Q1 2025, with 215 transactions
totaling $52.8 billion in fundings. Although this
marks a slowdown from the record highs of Q2
2024 when quarterly deal counts and volumes
peaked at 277 deals and $82.2 billion, activity
remains well above pre-2021 levels.
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Deal Activity and Sector Trends

Primary Market: Leveraged loan origination
activity remains subdued, with M&A, LBO, and
refinancing volumes all down year-over-year.

Secondary Market: The secondary loan market
showed marginal improvement after the tariff
shock, with the Morningstar LSTA US Leveraged
Loan Index returning -0.47% year-to-date.

Sector Performance: Sectors most exposed to
tariffs and consumer weaknesses such as building
products, specialty retail, and chemicals—have
underperformed, with building products losing
5.8% since January. Healthcare and
entertainment have been more resilient.

Credit Quality Current State

Downgrades: The ratio of loan downgrades to
upgrades surged to levels unseen since the
pandemic, reaching a peak of 4.69x in February
before easing to 2.96x in March. This trend
highlights mounting pressure on highly leveraged
companies, particularly those in tariff-sensitive
sectors. While shifts in upgrade and downgrade
activity remain a critical metric, it is important
to recognize that ratings change activity often
serves as a lagging indicator suggesting that much
of the immediate impact may have already been
absorbed in the near term.

Defaults: The syndicated loan and leveraged
finance market default rate reached 4.70% by
issuer count in December, approaching COVID
pandemic highs. The share of loans priced below
$0.90 cents on the dollar has also climbed to
11.90%, the highest level since late 2023,
indicating elevated distress.

Syndicated and Direct Lending Takeouts

The relationship between the syndicated loan
market and direct lending continues to evolve. In
Q1 2025, $8.8 billion of private credit was
refinanced into lower-cost broadly syndicated
loans (BSL), while $5.8 billion of BSL was
refinanced by direct lenders.
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Syndicated vs. Direct Lending Takeouts ($B)
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This pattern, which accelerated in late 2023,
underscores how borrowers are actively shifting
between markets to secure better pricing and
terms. The first quarter saw the syndicated
market regain some ground, thanks to tighter
pricing and improved conditions, but direct
lending remains essential—especially for more
complex or unconventional transactions that fall
outside the syndicated market’s risk appetite.

Single B-Minus Pricing Trends

A key trend in Q1 2025 is the significant decline
in new-issue Term Loan B (TLB) spreads for B-
minus rated borrowers. After exceeding 575
basis points in late 2022 and staying elevated
through 2023, spreads have compressed
steadily, reaching 375 basis points by the end of
Q1 2025. A significant improvement in cost.

New Issue Term Loan Credit Spreads (B-minus Rated)
590

540
482
490

440

Basis Points

373
390

340
1Q19 4Q19 3Q20 2Q21 1Q22 4Q22 3Q23 2Q24 1Q25

urce: Pitchbook




This tightening reflects heightened competition
among lenders and strong investor demand for
higher-yielding assets, even as overall market
volatility persists. Despite narrower spreads,
lenders are becoming more selective, favoring
higher-quality issuers and remaining cautious
with lower-rated credits.

Outlook

The US private credit market is set to remain
resilient, but cautious in 2025, shaped by
persistent volatility, elevated borrowing costs,
and ongoing macroeconomic uncertainty. With
elevated SOFR rates and credit spreads, funding
pressure will continue to challenge highly
leveraged and tariff-exposed borrowers, likely
keeping defaults and downgrades above
historical averages.

Despite these headwinds, private credit
managers are well-equipped to adapt. Strong
investor fundraising, growing interest in
specialty finance and asset-based lending, and
the sector’s flexibility to provide tailored
solutions will help offset market challenges.

Deal activity may moderate from the 2024 peak,
but is expected to stay above pre-pandemic
levels, with continued rotation between
syndicated and direct lending markets
depending on pricing and structural flexibility.

Credit market success in 2025 will hinge on
disciplined underwriting, robust risk
management, and the ability to capitalize on
opportunities as the market recalibrates. While
risks remain, the sector’s adaptability and
expertise should support continued growth and
stability.
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Key Risks Factors

Short-Term Slowdown: Many lenders are
slowing new commitments until market stability
returns, with a focus on portfolio management
and downside scenario planning. However,
despite the enhanced deal scrutiny, ample
liquidity is available across both traditional
banking and private credit lenders, but
financiers are having trouble sourcing sufficient
deal flow to support liquidity availability.

Tariff Uncertainty: Trade negotiations under
the Trump administration have received mixed
reviews by economic forecasters as volatility
and uncertainty remain elevated during the
negotiation phase. However, most agree, the
administration’s efforts to secure more
favorable trade terms for the U.S. are seen as
long-term supportive of American businesses and
industries. While it’s nearly impossible to
forecast exact outcomes, we at Bankers Edge
believe the trade reset should be a key growth
driver for American industry as U.S. employment
should benefit from on-shoring activity.

Sector Watch: Investors are avoiding cyclicals
and consumer-facing businesses while seeking
opportunities in healthcare, technology, and
sectors less exposed to global trade.

Resilience and Flexibility: Despite the
volatility, private credit's ability to provide
certainty of execution and bespoke solutions
positions it to gain market share as banks and
public markets remain cautious.

Rate and Spread Impact: The SOFR rate and
dramatically widening high-yield spreads suggest
continued caution, borrowing costs and risk
premiums may challenge refinancing activities
and put pressure on highly leveraged borrowers.
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Richard Consul, CFA
Managing Partner

Mr. Consul brings over nineteen years of domestic and international secondary
market expertise as a Senior Portfolio Manager and Fixed Income, Currency and
Commodities Strategist. Throughout his career, he has served as a dedicated business
partner to his corporate, banking and insurance clients helping them solve and
overcome various complex liquidity, risk management, ALM and secondary market
challenges.

Mitch Vermet, CFA, CAIA
Managing Partner

Mr. Vermet brings nearly a decade of experience in institutional asset management
and investment banking to the team. He has been an integral part of close-knit
investment teams that have been responsible for the portfolio construction and
tactical asset allocation of over $30 billion in institutional capital helping clients
manage and structure their balance sheets with strategic asset liability management
solutions. As a trusted advisor, Mitch has consistently guided clients to solutions for
their most immediate challenges while helping to enable them to prudently manage
risk and be dynamically positioned to capitalize on opportunity over all possible
future macroeconomic scenarios.

About

Bankers Edge Advisory (“Bankers Edge”) is a boutique financial services firm dedicated to delivering bespoke capital markets
solutions tailored to the unique needs of middle-market companies. We specialize in strategic advisory across the capital
stack, offering expertise in minority equity raises, unitranche debt, mezzanine financing, bridge loans, and structured credit
facilities. With a broad industry focus spanning all sectors, Bankers Edge leverages decades of combined experience to craft
innovative strategies that drive growth and value creation. Our rigorous, client-centric approach ensures seamless execution
and access to optimal financing solutions, empowering businesses to unlock their full potential. Bankers Edge partners with
companies seeking to source $5-$100 million in capital, serving as a trusted advisor through every stage of the process. By
combining local market knowledge, a national presence, and global connections, we deliver results that align with your
company’s vision and long-term financial goals.

Securities Products and Investment Banking Services are offered through BA Securities, LLC. Member FINRA SIPC. Bankers Edge Advisory,
LLC and BA Securities, LLC are separate, unaffiliated entities.

www.linkedin.com/company/bankers-edge-advisory

(248) 953-5163

info@bankersedgeadvisory.com

280 N. Old Woodward Ave. Suite 100 Birmingham,
MI 48009
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