
Private Credit:  
Poised for Growth in 2025 
A conversation with Armen Panossian, Oaktree’s Co-Chief Executive Officer and Head  
of Performing Credit.

We sat down with Armen Panossian, Oaktree’s Co-Chief Executive Officer  
and Head of Performing Credit, to get his views on the state of the private 
credit market and the outlook for 2025. 

Highlights:
•	 Private credit investing has seen enormous growth over the last decade, a result  

of strong yields outpacing traditional fixed income and the fact that private credit  
is generally a stable asset class with a lower default rate than public credit. 

•	 Although interest rates are trending lower, the appetite for private credit continues  
to look favorable into the new year.

•	 Direct lending comes in a variety of shapes and sizes, with each form carrying  
its own risks and rewards.

•	 We believe experienced managers capable of originating non-sponsored loans while 
maintaining a disciplined approach to risk management can deliver strong results  
for investors.

Q:	 Before we turn to the outlook for private credit over the coming year, could you please walk us through  
the evolution of the private credit market over the past several years, and what that looks like today? 
Panossian: Private credit has seen enormous growth in the years since the Global Financial Crisis. Following  
the enactment of Dodd-Frank regulations, banks began to step away from lending, particularly to the middle 
market and even some of the upper middle or large-cap markets. Direct lending stepped in and filled the gap.  
The asset class was yielding around 6 to 8%, and we began to see some strong growth, which really took  
off after the Federal Reserve (“Fed”) increased interest rates beginning in 2022 to rein in inflation. When that 
happened, and SOFR (Secured Overnight Financing Rate) rose alongside the federal funds rate, yields suddenly 
were around 12%. 

At that point, a lot of institutional and high-net-worth investors became interested in the asset class, realizing  
that direct lending had been a very stable asset class for 10 years, generating steady income without much 
movement in the price of the assets, and with a lower default rate than public credit. And this coincided  
with the growth in availability of private BDCs (business development companies), making it easier for  
investors to access the asset class. 
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When rates rose in the back half of 2022 and into 2023, banks stepped away again from the broadly syndicated 
loan market because of concerns around the economy and inflation. There was a selloff of bonds, and in the first 
six months of 2022, high yield fell by 7%, and senior loans were down about 4%. Bonds were trading at pretty 
steep discounts, and the banks exited that market for about a year. With a base rate of over 5%, you were  
now getting yields of about 12% in private credit.

Since late 2023, the banks have returned, and they are now competing in the upper middle and large-cap  
markets with loans that are about 100-150 basis points (bps) tighter than the direct lending market and with  
more borrower-friendly terms. That has resulted in a compression of direct lending spreads back to 500-550 bps.  
As spreads have come down, we are seeing more merger and acquisition (M&A) deal activity in the last three  
to six months than we did in all of 2023.

While direct lending yields have come down over the last year from 13% to closer to 10%, we are still happy  
with the relative value of direct lending versus the publicly traded markets. High yield spreads have tightened and  
are now under 300 bps – which is within the normal range of 300-450 bps – but total return is still reasonably good.

Q:	 With the banks coming back to market, why would a company want to work with a private lender  
if there are wider spreads and more covenants on a private loan? 
Panossian: The banks are most aggressive in loans that are easiest to understand by rating agencies. A majority  
of publicly traded bank loans are owned through CLOs (collateralized loan obligations), which are rating-sensitive 
buyers of broadly syndicated loans. If there’s a company that will either rate poorly or the rating agencies just 
won’t be able to rate it, then the sponsor buying that business would rather pay that extra 100-200 bps and give  
up on a covenant. Those types of businesses may include corporate carve-outs where there isn’t a clean set of 
financials that has been audited for five or more years, so it’s more difficult to secure a bank loan; in such cases 
the borrower may turn to direct lending. For example, a lot of technology companies (such as those involved in 
software) often turn to direct lending. The reason for this is that technology companies often have very high debt 
loads relative to their cash flows, even though the balance of the debt may be lower than most other businesses 
on a loan-to-value basis. Because of uncertainty as to how these companies could get rated, a direct lender that 
gets comfortable with relatively low loan-to-values, high potential growth rates, and the ability of these companies 
to generate cash if they were required to pay down debt may be a better provider of debt financing than the 
broadly syndicated loan market. 

In addition, banks are focusing on larger deals, in the $800 million range, and those companies with the cleanest 
financials available. Middle-market companies who have a competitive reason to keep the business out of the 
public eye are also often great candidates for direct lending. Of course, lending to riskier companies certainly  
may involve pricing risk in a manner that is aggressive and reflective of the potentially higher risk.

Q:	 With current portfolios that many of us have exposure to right now, how would you go about measuring  
or monitoring the health of a credit portfolio? 
Panossian: When we’re looking at our portfolio, we’re tracking the performance of these businesses on the 
revenue line, the cost line, and the cash flow line relative to both prior periods and to the budgets that the 
companies provided us. We’re talking with these businesses at least quarterly – sometimes even monthly – and 
assessing their performance relative to our expectations, and we have a watch list to assess corporate health,  
especially with the businesses [in industries] that are showing some signs of slowdown. 
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Q:	 You talked a little bit about the different markets within private credit. How do you break those down  
in terms of what the earnings are, as well as the risks associated with each?
Panossian: One way to think about this is that as you get smaller in company size, you have increases in business 
risk. Smaller companies often have businesses that have some concentration in their supplier or customer base, 
which means that a smaller business is more likely to experience shocks if there is a decline in revenues, or some 
tightening of terms by its suppliers. We generally don’t engage as much in the lower middle market because  
we feel that there is substantial business risk. Of course, the compensating factor there is that usually there  
are some tight covenants in that lower middle market. Meanwhile, the large-cap direct lenders compete against 
the banks, which offer low spreads and fewer creditor protections. That means the large-cap direct lenders must 
accept a legal document that does not have a negative financial maintenance covenant tested quarterly – shorthand 
for how much room the borrower has to strip collateral away from the lenders. In the case of direct lending, 
those potential loopholes in legal documents are closed fairly well. In core middle market, it’s more of a mix. 
Sometimes you see covenants, sometimes you don’t, but pricing can be favorable than large-cap. A fourth category 
that we didn’t talk about yet is sponsored direct lending. That’s where the business – sometimes publicly traded, 
sometimes founder-owned – just needs to take on more debt to accomplish a strategic initiative, but they still 
want low leverage and are sensitive to their return on investment. In these cases, there usually is a sole lender, 
unlike large-cap, where there can be many lenders on one deal. 

Q:	 Looking ahead over the next six to 12 months, what is your expectation for private credit returns and where 
do you think we will see base rates head over the next year? 
Panossian: President-elect Trump is likely going to be a big deficit spender – at least in the near term – which 
probably means that the long end of the curve will be a bit more elevated than what people thought two months 
ago. But in terms of rates, I don’t see the federal funds rate coming down considerably anytime soon without signs 
of a shock to the economy in the form of a recession or a spike in unemployment. The numbers don’t suggest 
either of those are on the horizon, while inflation is within the range of being under control. 

While the new administration might try to convince the Fed to reduce rates, the Fed is more focused on avoiding 
a recession and avoiding a spike in unemployment. I don’t expect to see a meaningful rate reduction at the front 
end of the curve, although I do think that the Fed will continue to moderate rates and settle in the 3 to 4% range 
on the front end, with the long end likely to stay elevated above that 4% range. That, combined with a lot of dry 
powder with private equity firm funds, means a probable pickup in deals over the next year or two, which should 
have the effect of normalizing spreads. The total return could then come down somewhat, but this largely depends 
on deal flow. 

Q:	 What do you believe makes your strategy approach and Oaktree different from traditional sponsor-backed 
lending strategies? 
Panossian: We do sponsor-backed lending, so it’s not the case at all that we don’t favor it, but I would characterize 
it as the most consistent part of the private credit market in terms of frequency of deal flow, so it is more like the 
“beta” of private credit. But we also believe in alpha and have been involved in non-traditional private credit strategies 
(e.g., non-sponsored direct lending, asset-backed finance, and rescue lending) for well over a decade. While deal 
flow in these areas is harder to source and structure, the investments can offer a lot of potential value. They can  
add to the very important element of diversification, as well as offer potentially higher returns, with risk under 
control. We think this is very important, and believe it is where our private credit platform can really add some 
differentiated value to our clients’ portfolios. 
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DISCLOSURES
©2025 Brookfield Oaktree Wealth Solutions LLC is a wholly owned 
subsidiary of Brookfield. Brookfield Oaktree Wealth Solutions LLC  
is registered as a broker-dealer with the U.S. Securities and Exchange 
Commission (SEC) and is a member of FINRA and the Securities Investor 
Protection Corporation (SIPC). 

The information contained herein is for educational and informational 
purposes only and does not constitute, and should not be construed 
as, an offer to sell, or a solicitation of an offer to buy, any securities 
or related financial instruments. This material discusses broad market, 
industry or sector trends, or other general economic or market 
conditions, and it is being provided on a confidential basis. It is not 
intended to provide an overview of the terms applicable to any products 
sponsored by Brookfield Corporation and its affiliates (together, 
“Brookfield”). Information and views are subject to change without 
notice. Some of the information provided herein has been prepared 
based on Brookfield’s internal research, and certain information  
is based on various assumptions made by Brookfield, any of which  
may prove to be incorrect. 

Brookfield may not have verified (and disclaims any obligation to verify) 
the accuracy or completeness of any information included herein, 
including information that has been provided by third parties, and  
you cannot rely on Brookfield as having verified any of the information. 
The information provided herein reflects Brookfield’s perspectives and 
beliefs as of the date of this material. 

Opinions expressed herein are current opinions of Brookfield,  
including its subsidiaries and affiliates, and are subject to change 
without notice. Brookfield, including its subsidiaries and affiliates, 
assumes no responsibility to update such information or to notify 
clients of any changes. Any outlooks, forecasts or portfolio weightings 
presented herein are as of the date appearing on this material only 
and are also subject to change without notice. Past performance is not 
indicative of future performance, and the value of investments and the 
income derived from those investments can fluctuate. 

PRIVATE CREDIT RISKS 
All investing involves risk. The value of an investment will fluctuate over 
time, and an investor may gain or lose money, or the entire investment. 
Past performance is no guarantee of future results. 

As an asset class, private credit comprises a large variety of different 
debt instruments. While each has its own risk and return profile, 
private credit assets generally have increased risk of default, due  
to their typical opportunistic focus on companies with limited funding 
options, in comparison to their public equivalents.

Because private credit usually involves lending to below-investment-
grade or non-rated issuers, yield on private credit assets is increased  
in return for taking on increased risk.

FORWARD-LOOKING STATEMENTS
Information herein contains, includes or is based on forward-looking 
statements within the meaning of the federal securities laws, specifically 
Section 21E of the Securities Exchange Act of 1934, as amended, and 
Canadian securities laws. Forward-looking statements include all 
statements, other than statements of historical fact, that address future 
activities, events or developments, including, without limitation, business 
or investment strategy or measures to implement strategy, competitive 
strengths, goals, expansion and growth of our business, plans, prospects 
and references to our future success. You can identify these statements 
by the fact that they do not relate strictly to historical or current facts. 
Words such as “anticipate,” “estimate,” “expect,” “project,” “intend,” 
“plan,” “believe” and other similar words are intended to identify  
these forward-looking statements. Forward-looking statements can  
be affected by inaccurate assumptions or by known or unknown risks 
and uncertainties. Many such factors will be important in determining 
our actual future results or outcomes. Consequently, no forward-looking 
statement can be guaranteed. Our actual results or outcomes may vary 
materially. Given these uncertainties, you should not place undue reliance 
on these forward-looking statements.
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