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Refinitiv LPC's Leveraged Market Recap: 3Q19 Leveraged  lending saw more 
investor pushback and bifurcation among credits

US syndicated lending dropped 28% in the third quarter to US$463bn amid a relatively tumultuous quarter. Escalating 
trade tensions, a Treasury yield curve inversion suggesting a recession, an attack on Saudi Arabia's oil facilities which 
cut 5% of the world's oil supply and triggered the biggest jump in oil prices in almost 30 years, signs of China’s slowing 
growth, along with concerns of slowing global growth, and a spike in the SOFR rate and two Fed rate cuts were some 
of the highlights. By the end of the quarter, the Fed appeared deeply divided: are they simply tweaking policies or 
embarking on a more aggressive fight to keep the expansion on track? 

Amidst this backdrop, market veterans said the loan market remained remarkably resilient. Leveraged lending fell 
16% in the third quarter to US$181bn driven by a 30% drop in pro rata lending to US$85bn while institutional loan 
issuance was up slightly to US$96bn. LBO-related lending was down 20% to US$29.6bn. While supply was tempered, 
demand was as well. Retail loan fund outflows were US$7.85bn in 3Q and US$28bn for the year to date, according to 
Lipper. New issue collateralized loan obligations (CLOs) were US$90bn compared to US$99.75bn at this time last year 
according to LPC Collateral.  “The market is definitely open, it is not the most liquid market we have seen due to retail 
outflows but there is enough of a calendar to keep CLOs investing and not worrying about cash,” said a leveraged 
underwriter. “It is going to be a pretty good year for CLO issuance, but weighted to higher quality, they will only jump 
in and do lower quality from time to time.”However, “It is very bifurcated: good deals are going very well (BB and high-
quality single B names). People need to be very, very careful. A bunch of deals are getting rocked,” said one leveraged 
banker. “The market is showing a discipline it hasn’t exerted in a while with substantial pushback on pricing and 
structure of deals, they are not just minor changes,” said a second leveraged lender. “Heading into 4Q, it’s been a good 
year for leveraged loans but not one where asset managers are going to stretch towards end of the year for yield,” said 
a third lender. “They will be more cautious to finish the year off on a positive note but not take too much idiosyncratic 
risk on credits to raise yield.”

Source: Refinitiv LPC



Refinitiv LPC's Middle Market 3Q19 Recap: Direct lenders to the rescue as the 
institutional middle market faces investor pushback

The third quarter of 2019 saw investor demand for middle market sponsor-backed deals become noticeably bifurcated, 
a function of deal execution and buyer base.  Toward the end of the quarter, CLOs began exhibiting a more critical eye 
toward lower-rated, less liquid middle market loans. This dynamic has resulted in more uncertainty for arrangers trying 
to underwrite and price middle market deals for the institutional loan market.  Middle market institutional loan volume 
reached US$10.2bn in 3Q19, down 20% from the same quarter in 2018, while year to date volume of US$29bn is trailing 
1Q-3Q18 levels by a more meaningful 40% (Fig. 3).   “In the institutional loan market, we saw a lot of paper hit the market 
after Labor Day so CLOs had a lot to choose from, but with so many deals being highly levered, a lot of the less liquid 
middle market loans got pushed to the side – what would you rather own a bigger company at 7x leverage or a smaller 
company at 6.5-7.0x leverage?,” said a middle market arranger.  Consequently, many deals needed pricing revisions to 
clear the market. Refinitiv LPC tracked US$2.2bn in upward flex volume for middle market credits in 3Q19, the highest 
level tracked since 4Q15, while reverse flex volume of only US$275m fell to the lowest level since 3Q16.  Meanwhile, in 
the direct lending market, the search for yield and for paper in an asset-constrained market continued to dominate. The 
need to put money to work is overriding potential uncertainties and concerns around the broader economic backdrop.  
“You are seeing a theme of sponsors shying away from getting a rating right now, because if they decide they want to do 
a roll-up acquisition strategy in the near term, it’s pretty hard to scale when you have a B3 or a negative watch rating,” 
said a direct lender.  As a result, the theme of larger scale unitranches are back and Refinitiv LPC’s data shows that 
unitranche volume hit a new record high in 3Q19.  Volume reached US$10.7bn in 3Q19, surpassing 2Q19’s prior record 
of US$9.2bn. While most unitranche financings in the past have been for middle market credits, in 3Q19 US$4.7bn was 
used to finance large corporate issuers with US$6bn financing middle market credits (Fig. 4). However, despite sponsors 
leaning towards the direct lending execution in 4Q19, most middle market lenders continue to characterize the market as 
light from a volume standpoint.  With limited supply so far combined with excess cash and a stable capital base buoying 
the direct lenders, the fourth quarter could test market discipline.  “I don’t know how disciplined the market will be in 
holding the line on documentation and pricing, I would bet against discipline based on the supply picture,” said a middle 
market arranger.

Source: Refinitiv LPC



The Legal Corner

Convergence across the bond and syndicated loan market is not new.  However economic (see the recent inversion of the yield curve 
whereby junk bond yields collapsed relative to leveraged loans as well as bifurcation within the loan market whereby the spread be-
tween single-B and double-B issuers has more than doubled over the last 4 months according to LCD) and legal developments (see 
the Millenium trustee litigation, which could re-define the status of syndicated loans as securities under the federal securities laws) 
warrant taking a closer look at such convergence and the extent to which it might signal private debt replacing high yield.  

Following the 2008 financial crisis and ensuing increased regulations on bank lending, as early as 2011, the syndicated loan market 
(“SLM”) experienced a shift toward covenant lite at the same time that direct lenders captured much of bank lenders’ market share.  
This rise of direct lenders brought other features of the bond market into the SLM, in which alterative lenders have long been par-
ticipants: restricted subsidiary designation capability, builder baskets being based on a percentage of net income (as opposed to a 
percentage of excess cash flow not required to prepay loans) and bond-style covenant packages are just a few examples of bond 
market features that are now commonplace in the SLM.  

From the mid-market and even more so large-cap perspectives this year, this ‘bondification’ persists in the SLM.  Notwithstanding 
recent covenant flex in favor of lenders, we continue to see borrower-friendly flexibility in the SLM on par with corresponding bond 
covenants.  For instance, inside maturity carve-outs to permitted debt covenants appeared in several recent facilities.  Additionally, J 
Crew ‘trapdoor’ flexibility also remains commonplace, affording borrowers the ability to move assets to an unrestricted non-guarantor 
subsidiary post-closing and therefore expose previously senior secured collateral to the claims of unsecured creditors. On the other 
hand, call protection in the SLM remains comparatively weak as it is typically limited to short-duration (six month) soft call in the event 
of a repricing.  Additionally, uncapped EBITDA adjustments are not as common in the SLM.  Overall, these data points suggest there 
are still a few indicators distinguishing these two products but the similarities are easier to spot.

These similarities remain consistent with direct lenders’ continued participation in the SLM (see for instance Goldman’s $9.9Bn 
private debt fund raise in 2018 followed by GSO’s $7.12Bn distressed debt fund raise that same year), so it’s fair to expect to see their 
bond-style risk appetite inform syndicated loan underwriting, subject perhaps to lessons learned from the likes of J. Crew/Chewy. 
With the future of the Leveraged Lending Guidelines in question, it remains to be seen how SLM underwriting will evolve to serve the 
corporate loan market while protecting lenders.  In serving the latter objective, it’s important to bear in mind who those lenders are.  
70% of new issues are purchased by CLOs, whose managers have become increasingly keen on leverage levels and EBITDA adjust-
ments obscuring true leverage levels. In turn, CLOs continue to rely heavily on bank capital, and banks are prohibited by the Volcker 
Rule from investing in notes issued by CLOs to the extent such CLOs own securities. If the Millenium litigation succeeds at re-char-
acterizing syndicated loans as securities, we might see even more barriers disappear across the bond and syndicated loan markets 
at the same time that a critical funding source (bank debt to CLOs) could disappear, potentially pushing yields even higher than what 
we currently see. Perhaps the SLM will correct itself by embracing its bank-style buy-and-hold underwriting roots before we see more 
pronounced convergence among these markets – it will be interesting to see how these products perform in 2020.

http://www.mondaq.com/unitedstates/x/245504/Securities/CovenantLite+Convergence+And+Consequences+Observations+On+Leveraged+Loans+And+HighYield+Bonds
https://www.bloomberg.com/opinion/articles/2019-04-26/leveraged-loan-junk-bond-quandary-is-just-a-rates-trade
https://www.bloomberg.com/opinion/articles/2019-04-26/leveraged-loan-junk-bond-quandary-is-just-a-rates-trade
https://asreport.americanbanker.com/articles/investors-suing-jpmorgan-may-redefine-the-leveraged-loan-clo-markets
https://www.privatedebtinvestor.com/future-private-debt-will-private-debt-replace-high-yield/
https://ftalphaville.ft.com/2011/03/03/504096/the-reemergence-of-cov-lite-loans/
https://www.bloomberg.com/news/articles/2019-03-06/who-needs-a-bank-why-direct-lending-is-surging-quicktake-q-a
https://covenantreview.com/?return=%2Freports%2Freport%3Fid%3D5f4c8a89-4e45-493a-b428-8501c632e79a
https://www.reuters.com/article/us-gao-lending/gao-opens-door-for-congress-to-review-leveraged-lending-idUSKBN1CO2NB
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Thomson Reuters LPC is the premier global provider of information on the syndicated loan and high yield bond markets. Our first-to-
the-market news, comprehensive real-time and historic data helps industry players stay informed about market trends and facilitate 
trading and investment decisions.

From offices in New York, London, Hong Kong, Sydney and Tokyo we are the one source for comprehensive coverage of the 
syndicated loan markets worldwide.

Our publications, online news, analysis, valuation services and interactive databases are used every day by banks, asset managers, law 
firms, regulators, corporations and others to drive valuation, syndication, trading, and research and portfolio management activities.
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Disclaimer: The content provided herein by Thomson Reuters is informational in nature and should not be regarded as investment advice 
nor as a recommendation regarding any particular security or course of action.


