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发言人1   00:00
Welcome to alternative realities, a podcast about the people's strategies and stories driving the world of alternative investments. I made a mother home, and joining me on the podcast today is jeff bracket, a head of private critics at jp Morgan asset management fundraising for closed and private credit vehicles was the highest on record in the second quarter this year, demonstrating the private credit is still very much in favor with investors. And that came during a year of real scrumpy. 

发言人1   00:28
For the last class, we saw headlines of underwriting concerns, fears of AI disruption in lending, the softer companies and the gating of withdrawal from some semi liquid funds with this backstop. On today's episode, we will discuss how different invest types of viewing private credit today, how the asset plus might be impacted by higher interest rates and the role that private credit is playing in the AI capex build. That jeff really appreciates you joining us. 

发言人1   00:56
Some alternative unities fail to be here. So you're the head of private credit for the fixed income platform in gp organised management. yes. 

发言人1   01:04
I'd love you could give us some background on how you got to to the position here in today little bit about your career? sure. So i'm twenty five years in industry and and all a jp Morgan and all in credit. 

发言人1   01:17
My first a jp Morgan was in our our banking division as credit analyst, did that for about two years, underwriting the the market credit kind of the old days of of what direct landing is today. After a couple years, I moved into our leverage finance practice at the time I was covering. So the smaller issues that we're coming to market kind of first time issue is accessing the cynically or alone market hio bond market over time. 

发言人1   01:43
The climb crew, my role changed quite a bit with the evolution of of the markets. And ultimately, about five years ago, I helps stand up our on baLance sheet to relenting practice. Inbox documented that that chicken Morgan has allocated about fifty billion dollars of our baLance sheet to the direct lending market. 

发言人1   02:01
We started that, like I said, about five years ago, and I help get that off the ground. And on the back of the success of what we did on on the banking side, we started a similar business in asset management. So about a year ago, I moved into asset management to start that practice alongside the the leverage credit team that already exists within our fixed and platform. 

发言人1   02:22
What we're doing there is, is a bit unique and that we're bringing in public ican private together. We're going to seen that's been in the market deep thirty years, investing, elevate credit, getting access to what we're doing out of the banking side of our business and and really bringing your jp working together to enhance our presence in indirect landing. We've fed a few guests on the podcast this year to talk about private credit. 

发言人1   02:42
So I am very lad. You're able to join us as we're going towards the end of twenty twenty six. It's been also a big year in terms of headlines in private credit, not all of them positive. 

发言人1   02:53
So i'm hoping you can shed some light. And as the dust settling in twenty twenty six, how should investors look at investing in private critics right now? sure. 

发言人1   03:02
It's definitely been in an arson year and that have lines have not been very favorable. That being said, I do think the market is in AA Better place today than IT was last year. The run up we saw or the past three, four, five years was fast. 

发言人1   03:18
And and when that happens, mistakes can be made. I ve got a lot of ways like say, we are in a Better place just given what's to transpired this year. But but if you think back to the prior years that run up put managers of some managers in a bad position, I think couple things. 

发言人1   03:39
One, supplied demand imbaLance and number folks had had too much wants to put to work. And that I wrote terms in the market, we often think about we think about at least asset liability matching in this market. So who are the investors? What are their long term objectives? Where are their long term liabilities that they are trying to meet? But also vehicle control struction having vehicles that you can invest in liquid assets um with redemption features can get a bit tRicky and and keep up pressure managers at times. 

发言人1   04:10
So when you put all that together, this run up that we saw the matter of couple that was raised, folks started to compete with the cynically market. The cynically market is much more efficient in an effort to put more capital to work that they had raised. They started competing with that public cynically market as a result in pricing came in a bit terms, got a rode a bit now with the headlines with some of the redemptions that, that talks are facing, you're seeing a little bit of pullback, which is a good thing for investors. 

发言人1   04:38
Pricing in the market is at least fifty basis points higher than IT was last year. Doctor little tiger, leverage a little bit lower. So what we're seeing now is, is the start what really a Better vintage in the market, which we like as investors. 

发言人1   04:50
Any time you have periods of access or the supply demand and baLances out of lack, this is going to happen theyll be a little bit to fall off from that. But we do think it's generally healthy for the manager, healthy for the market, I should say. And you really for us, as we think about IT, we think through the cycle, we try not to lean to heavily into periods of access. 

发言人1   05:12
We try and play through the cycle. We try and play in some ways, pull back a little bit and when things are a bit to two frothi, so that when you get periods like this, we can mean a little bit harder. So we like where we are right now in the market. 

发言人1   05:26
And again, there be some fall out. And overall, it's it's healthy. Yeah, this is an enduring point. It's looking healthy very much so very much continuing on that theme, we've had some seven liquid funds enter the market. Another team that we're seeing as well as public private funds of funds combining both public assets and private assets into a vehicle that's broadly accessible to investors. 

发言人1   05:53
How should investors view funds like this? So I think with the public private vehicles you might want to buy for cape between individuals and institutions, I think for the individual investor, those vehicles could could make more sense. It's harder for an individual to think about overall portfolio construction. 

发言人1   06:16
And how do I make betwen? What are my liquidity again, going back to that asset liability matching, how much of the individual investor we thinks the same way as as the institutional investor. So getting access to both is a good thing. 

发言人1   06:30
Getting access to private and you getting a taste of IT, while not completely sacrificing liquidity, I think, is a good thing for most any for the individual. Having access to more private markets, whether be credit or equity, is Better suit in something longer dated, whether it's an insurance vehicle or pension or some kind of retirement vehicle, again, long term liability, long term assets. So I do think those vehicles make sense, as always, in credit. 

发言人1   06:58
Diversity is your friend. So being able to mix subari classes in public and private in one vehicle to achieve a certain return profile is a good thing, right? So I like IT in a lot of ways for the individual, for the institutional investor, maybe a little of different portfolio managers and layers and layers and layers upon upon that. 

发言人1   07:16
If they think about portfolio construction and may be a little bit different way, you don't need someone to package IT up for them. That's not the case for everybody and does have a place. But for some of the larger, larger allocators, I think they'll probably stick to, to doing that themselves. 

发言人1   07:32
We talk about a lot about manager election alternative and of course, in private credit, it's it's loan selection and and and counter party selection. How do you view this in, in today's climate in terms of finding opportunities that, that are attractive to invest in and attractive lending opportunities? Sourcing, sourcing is very important, this in private credit, and it's important for for tourists. 

发言人1   07:58
I need one night just access to the market too. I think good sourcing allows for proper risk mitigation. What do I me by that, the more you see and the more you have access to the choose you, you can be in constructing a portfolio. 

发言人1   08:14
And even compared to the public markets, pretty much of every investor in the public market has access to the full investable market, right? They buy from a broker dealer when new issue comes called the cells person. They buy the secondary market. They construct a portfolio in private credit. You're really behold into what your originators can source for you. 

发言人1   08:34
And when you think about who those originals are, all of their next bankers, a lot of them, we're calling on the same sources for origination, and they're calling on the most active bar wars in the market, intense be private ory firms, the case of direct lending. So you get very concentrate fast there and your ability to be selective in that type of environment can be chAllenging. And I think about AJP. 

发言人1   09:02
Morgan and were a full service financial institution. The users of this market need and and want things from jp Morgan that above and beyond just lending. So our opportunity set is a little bit different because we provide more than just the loans. 

发言人1   09:15
And in a lot of ways, that allows us to be a little bit more selective and think a little bit more through the cycle, which we like. Again, diversification is your friend I set up before. We really, really held on that. 

发言人1   09:29
And the more you can see, the more choosy you can be, the more diversified you can be, the Better your portfolio are going to hold up over the long term. A lot of unity that you can choose from. We should talk about the interest rate hikes and and the federal serves recent decision to to hike rates. 

发言人1   09:49
First rate hike since july twenty, twenty three. How do hire interest rates at the sort of higher for longer environment? How to expect to impact private credit? I mean, not to say the obvious, but this is a floating rate asset class. 

发言人1   10:05
So the high base rate provides a little bit of uplift over time. Could you see some spread compression as a result? Maybe, but where we're not there yet immediately go to, okay. 

发言人1   10:16
Higher base rates were the the last year to worth the deals under written that and how that in fact, impact fully level baLance sheet that were under written last year and the year before going back to twenty and twenty two, we saw the hiking the hiking cycle start massive impact on the market. You had multiple years of deals under written at zero based way effectively and over seven, five. That was a shock to the system. 

发言人1   10:45
This is less of a shock. One counter point, not going to be a needle today over time IT. Could I think post that twenty, twenty two era, more borrowers are conscious of. So back in twenty, twenty two, he he didn't have many. 

发言人1   11:01
We were coming out of his zero environment for so long that hedging was kind of maybe today, it's a little bit more than AA lot of great takes coming very much at the left fields and unexpected to most of the market. So most of the bars a little bit, little bit more protected. And and I think underwriters at least should be underwriting to an environment where it's could up or down. 

发言人1   11:21
And I think as we approach risk were always underwriting to different interest ate scenario. Does that mean that there won't problems? Of course not. I do think we could see some overload, red baLancez or bouches that end up being over levered in the context of of higher rates in a play out to the negative. 

发言人1   11:40
But but for the most part, I think a little bit more insulated given the magnet of the hikes and and the way people prepare today versus say, what happened to twenty two, okay, you something will be tracking, right? Losely, of course. And we put out number blogs and charts the guy to alternatives addressing that as well. 

发言人1   11:58
Recently now private credit has generally had one hundred and fifty to two hundred basis points premium over similarly rated public credit. Do you expect this premium to to persist over time? I do in direct landing specifically, I think I think we will hold in just fine where we sit today, we've seen a bit of uplift, as I mentioned earlier. 

发言人1   12:21
I'm just given some of the the pulled back in the market and some of the fun raising dynamics and and the redemption dynamics that we talked about. So direct lending is at least plus fit thy basis points of where I was last year. The public markets are are efficient as we discussed. 

发言人1   12:37
They are pricing spreader tight there. So the premiums is actually increased. I do think that, that wanted to the two hundred will continue to hold. 

发言人1   12:46
Now you could see some dynamics change. So treasuries are obvious ly backed up. What happens to to tripoli seo pricing as a result? 

发言人1   12:53
Is there a change coming in spreads in the public market that could impact that this direct lending react, but there's always buffer some movement that's going to be in there. Will Operate within arrange range in the premium that is. But I do think overall, IT will be intact in that one fifty to two hundred range. 

发言人1   13:13
If I think about other subari classes as maybe as set based as an example, a lot of money floating into that, a lot of managers are getting into IT, they're newer entrance and that's kind of an emerging and I shouldn an emerging asic class. What's emerging for some and building IT as a new asset class and as a demand side picks up, could that error some of the premium potentially? But IT is a big market with a lot of sasa classes. 

发言人1   13:36
So certain areas, maybe you will see a little corporation to premium. But but overall, I think a little hold about and sector by sector and this year softer has been an outlying sector in terms of being being pried, maybe a little bit more risk, some of that being future looking. We should talk about a ee as well. 

发言人1   13:55
A lot of the capex s that's expected to be spent on AIO next couple of years, expected to come from private critics. What are your views on this in terms of the risk reward of of AI within within private credit? Yes, I think there's a lot of different ways to take IT. 

发言人1   14:15
There's AI risk within sort of the corporate portfolios, but then there's this this capex build out that, that we're faced with and the role that problem quite a place there. This could be an entire session, but give a higher level for now that the numbers are large. I mean, we're talking north of a trillion dollars over the next few years and some more same trillions of dollars. 

发言人1   14:38
So to meet those funding needs where you have to draw on all markets to get there, and I need one of the unique nesses of a private credit is the complexity premium that, that's associated with the market. We always talk about the liquidity premium, but not the complexity premium. You sometimes that is situations where you can't package IT up neat for public site investors, IT takes maybe months of diligence and structuring to get IT right. 

发言人1   15:04
请关注公众号思维纪要社，更多纪要请加V西安20210130。And you can do that in the private markets in a way that you can't in the public markets. I think what we're seeing player is a lot of the structures that, that are, are eventually making to the public markets are starting in private markets. 

发言人1   15:24
There's proof concept. There's ability to behind the scenes in a work for months on end to diligence the situation of project new situations like lending on GPU and the on future revenue and so on. And then once you have structures that work proof concept and a place out, you can start to tweet those structures such that they fit a public site fun or public style phone, I should say. 

发言人1   15:47
So you have deals making its making their way to the highest market, the investment grade bond market. And again, to get to trillions of dollars of scale that's needed, you do need to draw all markets to get there. So it's going to be a combination of all. 

发言人1   16:02
I think in a lot of ways, the private the private markets will be a bit of the innovators and started getting structures together ulto more than evolved and and get to the public markets. You all markets like to play a role to to get to the needs that are are anticipated. You certain you as looking well, jeff, this has been a great conversation. 

发言人1   16:20
Thanks very much for coming on authority realities. That was jeff braza, head of private critics at jp organic management. To all our views and listeners, thank you for listening to the alternative reality y's podcast. 

发言人1   16:33
You can download our third quarter twenty twenty six guys to alternatives on the JP. Morgan asset management website at jb. Morgan documents slashed GT. 

发言人1   16:42
A. And if you've not already done so, please subscribe to alternatives realities on your favorite protestant platform. This material is for information purposes only. 

发言人1   16:52
The views, opinions and statements of financial market trends that are based on current market conditions are those of the speaker and may differ from those expressed by J. P. Morgan asset management or by other areas of J. 

发言人1   17:04
P. Morgan chase and company. Any companies refections are shown for illustrative of purposes only and are not intended as a recommendation. We believe the information provided here is reliable, but should not be assumed to be accurate or complete. The views and strategies described may not be suitable for all investors. 
