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0 1   ·   T H E  T I D E  I S  G O I N G  O U T

The Naked Truth.
Dispersion has arrived in private credit. Everyone swims well at high tide, but what 

happens when the tide goes out?

For most of the last decade, private credit benefited from a rising tide. Capital flooded in, defaults stayed muted, and 

outcomes across managers looked remarkably similar. Three forces are now converging to test that picture for the first 

time and the shoreline is getting a little drafty.

Defaults are rising toward levels the asset class has not seen in a decade. Sector stress is concentrated in software 

and AI-adjacent borrowers, where ARR growth and rate-relief assumptions baked into 2021–2023 underwriting have 

not materialized, and that exposure is heavily concentrated in private credit, where roughly a quarter of direct lending 

portfolios sit in the sector. 

The public business development company (BDC) index has dropped 23% from peak, dragging marked vehicles with it. 

On its own, none of these is a crisis, but together they are a stress test. A stress test the asset class has not faced in a 

decade.

~8%

Q1 2026 forecast vs. ~2% long-run avg

~26%

Share of direct lending portfolios

~23%

P/NAV peak-to-trough, Apr '25 → Apr '26

“The era of uniformly strong, low-dispersion direct lending returns is ending. Outcomes will 

depend on manager quality, documentation discipline, and sector selectivity. Not market exposure 

alone.”

C A M B R I D G E  A S S O C I A T E S   ·   A P R I L  2 0 2 6

Our read.  A decade of capital crowding into a narrowing slice of the market has consequences. Cambridge Associates 

sees it. The data shows it. And the market is starting to price it.

Dispersion has arrived. So have the towels.

Direct Lending Defaults Public BDC IndexSoftware Exposure



0 2   ·   W H E R E  T H E  S T R E S S  S I T S

Capital crowded in.
The tide turned.
T H E  H E A D L I N E S  D O N ' T  T E L L  T H E  F U L L  S T O R Y L O O K  T O  T H E  B D C  M A R K E T

Most private loans are held at cost. Marks are determined 

by the manager. Default rates are self-reported and often 

pre-empted by lender accommodation. Amend and extend 

keeps the number low.

Even the rising-default forecasts blend segments of the 

market that behave nothing alike: small borrowers and 

large, covenant-heavy and cov-lite, sectors that have held 

and sectors that have not. The surface data is real, but it 

is blunt. The interesting question is not is private credit in 

trouble. It is which parts, and why. The headline numbers 

cannot answer that.

The headline numbers establish that something is changing. They 

do not establish what. And here is where most analysis stops, 

because the obvious data has limits.

Public BDCs aren’t a perfect proxy. They carry technical flows and 

sentiment the private funds don’t. But they trade daily. They are 

marked by the market rather than by the manager. They hold the 

same kinds of loans as their private counterparts. If you want a 

cleaner read on how the cycle is actually pricing private credit, this 

is the closest thing we have. We looked.

When the tide is in, all credit looks like the same credit. Once you 

stop looking at the index and start looking at the segments, a 

different picture emerges.

M A N A G E R S  A R E  B E I N G  S O R T E D

Price / Book · 35 lending BDCs · Apr '25 = 1.0x

T H E  S T A N D O U T S

−44%

Large-cap manager

Asset quality, PIK usage and portfolio 

composition put credit ratings under 

pressure.

−25%

Software-heavy manager

High sector concentration 

repriced as growth and rate-relief 

assumptions failed.

Flat

LMM-focused manager

Multi-cycle track record, first-lien, 

no material sector concentration.

L M M  H O L D S  I T S  P R E M I U M

Price / Book by lending segment · cap-weighted

Source: Raymond James Q4 2025 BDC Market Update / FactSet. 

W H A T  I T  M E A N S

44 bps

LMM premium to UMM

LMM premium to UMM

Stable from a year ago — proven LMM 

operators retained their valuation 

premium through stress.

−25 pts

UMM P/Book compression

Largest segment drop. Scale 

stopped paying — execution and 

through-cycle credibility now matter 

more.

Our read. The market is pricing private credit selectively, not uniformly. LMM BDCs 

hold par or trade at premiums; UMM BDCs are down meaningfully. Same asset class. 

Different outcomes.

The market is pricing the fundamentals.

−44%

−25%

Flat

Core

0.80x
UMM

0.82x

LMM

1.25x

Source: Raymond James Q4 2025 BDC Market Update / FactSet.
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0 2   ·   W H E R E  T H E  S T R E S S  S I T S   ·   C O N T I N U E D

Is bigger better?
Yes. And no.
Larger managers invest in larger companies. They offer diversification across hundreds of borrowers, dedicated workout 

teams, capital markets desks, and the institutional infrastructure to syndicate, restructure, and hold through a cycle. 

All this provides investors with a sense of security. And for allocators writing large tickets, large managers solve a real 

problem. The case for scale is real. None of what follows changes that.

But scale and resilience are not the same thing. The mechanics that drive credit outcomes through a cycle (leverage at 

entry, covenant strength, lender control, the willingness to walk away) do not scale the way AUM does.

T H I S  I S N ' T  A B O U T  B A D  M A N A G E R S .  I T ' S  A B O U T  M A R K E T  S T R U C T U R E .

Managers make money on deployment, and the largest have an enormous amount to deploy. In 2025, ~85% of all 

private credit capital was raised by funds with $1B+ in commitments, a record. Large funds charging fees on deployed 

capital need to put money to work, on a clock. That pressure does not produce bad underwriters. 

It produces deal factories: origination machines optimized for volume, where the marginal deal clears because the 

pipeline needs to keep moving. Loosening underwriting standards in exchange for money out the door. Cov-lite is the 

most visible example. It did not arrive in the lower middle market. It arrived at the top, in deals large enough to syndicate. 

One in three deals above $50M EBITDA now launches cov-lite. That is not an underwriting accident. 

That is the system working as designed. The firms most exposed to what comes next are the ones that grew fastest. 

Tripling AUM in five years is not, by itself, evidence of skill. It is evidence that capital was accepted faster than the 

underwriting infrastructure to deploy it well.

F U N D A M E N T A L S  A R E  B E I N G  R E W A R D E D

L O W E R M M C O R E  M M U P P E R  M M

BDC P/B (current) 1.25x 0.80x 0.82x

Avg spread (2025 originations) 590 bps 555 bps 497 bps

Leverage at entry < 4.0x 4.0 – 5.0x 6.0x +

Maintenance covenants ~97% ~75% ~66%

Non-accrual rate (Q4 '25) 1.7% 3.6% 2.4%

PIK as % of portfolio 6.9% 6.5% 11.4%

Our read. LMM and core MM are being rewarded for through-cycle discipline. The market is sorting which is which, and 

the data is telling us which segment of private credit it trusts to weather the storm.

Same ocean. Different swimmers.

Sources: BDC Research; Raymond James (P/B); Proskauer Private Credit Default Index (Q4 2025); Cliffwater / LCD; PitchBook | LCD; Morgan Stanley 

industry estimates. Leverage at entry per Avante observation of private market data.

On every measurable metric, the lower middle market separates: wider spreads, lower leverage, more covenants, defaults 

at roughly half the core middle market rate.

<$25M EBITDA $25–50M EBITDA >$50M EBITDA
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Contact Chaz Cocuzza at Chaz@avantecap.com

0 3   ·   T H E  P A T H  F O R W A R D

Dispersion is the signal

Discipline is the answer.

“Only when the tide goes out do you discover who has been swimming naked.”

W A R R E N  B U F F E T T   ·   2 0 0 1  L E T T E R  T O  S H A R E H O L D E R S

The tide is going out. We are about to see who came prepared.

I
S o u r ce  w h e re  c a p i ta l  

c a n ’ t  c r o wd .

The lower middle market is 

“structurally underserved... offering 

greater control, stronger protections 

and more resilient returns.” Longer 

diligence and smaller deal

sizes act as natural barriers to entry. 

Fewer swimmers, more space.

II
U n d e rw r i t e  f o r  t h e  c y c le ,  

n o t  t h e  m o m e nt .

The next phase “will reward 

underwriting discipline, diversification, 

structural protections, and a clear 

understanding of market mechanics.” 

Long-run direct lending losses run 

~100 bps annualized. 

Pack accordingly.

III
D o c ument  w h a t  y o u ' l l  

n e e d  t o  e n f o rce .

The lower middle market still holds 

“stronger covenant packages and 

greater lender influence.” 

When the tide goes out, paperwork 

pays

S O U R C E S

Private credit's cycle has turned. Its growth story has not. LPs are not retreating from the asset class. 81% plan to 

maintain or increase allocations over the next twelve months, and global private credit AUM is projected to more than 

double to $4.5T by 2030. But the capital is becoming more selective. The era when allocators wrote checks based on 

brand and AUM is closing. The era when allocators write checks based on what's actually in the portfolio is opening. 

For disciplined managers, this is the better environment. Dispersion rewards differentiation. Selectivity rewards 

underwriting. The cycle that exposes weakness is the same cycle that compounds advantage. 

Our read. When too much capital is raised too quickly and deployed on a clock, weaknesses in underwriting will surface. 

The dispersion visible in BDC trading is a leading indicator. What's pricing publicly today is what will eventually surface in 

private marks. Hold-to-maturity accounting can defer the recognition. It cannot defer the reality. Managers who stayed 

disciplined will outperform and compound the gap into the next cycle.

For most of the last decade, everyone in private credit made money. The environment was benign and the spread between 

disciplined managers and everyone else stayed compressed. Everyone could swim. That era is closing. 

What separates managers now is what has separated them in every prior cycle: disciplined sourcing, underwriting, and 

portfolio monitoring.

Muzinich & Co., Feb. 2026 State Street Inv. Mgmt., Mar. 2026 · 

Cliffwater

Kbra Dld Research, 2025 · Muzinich, Feb. 

2026

T H E  C Y C L E  I N  C O N T E X T

Aksia / AC Private Markets · BIS · Bloomberg · BDC Research · BlackRock 2026 Private Markets Outlook · Cambridge Associates (Apr. 2026) · Cliffwater · 

FactSet · KBRA DLD Research · Morgan Stanley · Morningstar LSTA · Muzinich & Co. · PineBridge · PitchBook | LCD · Preqin Investor Outlook · Proskauer 

Private Credit Default Index · Raymond James BDC Weekly · SEC filings · State Street Investment Mgmt.
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0 4   ·   I M P O R T A N T  I N F O R M A T I O N

Notices and Disclosures.
Confidentiality and Disclosure Agreement

This presentation, prepared exclusively by Avante Capital Partners, LLC (together with its affiliates, “Avante”), is for informational purposes only and is

furnished on a confidential basis. It is intended solely for the recipient's use concerning the potential investment in funds or strategies managed by Avante. 

This document contains confidential, proprietary, trade secret and commercially sensitive information, including material non-public information. Any 

unauthorized use, copying, distribution, or disclosure of this presentation's contents without Avante's explicit written consent is strictly prohibited. Any person 

accepting this presentation thereby agrees to the foregoing and to return or destroy this presentation promptly upon request.

No Authorization for Other Statements

No person, other than as explicitly stated within this document, is authorized to provide additional information or to make any representation regarding Avante 

or any funds or entities managed by Avante. Any such unauthorized statements should not be considered reliable or relied upon in making an investment 

decision. No third-party firm or company names, brands or logos used in this presentation are Avante's trademarks or registered trademarks, and they remain 

the property of their respective holders and not Avante. The inclusion of any third-party firm and/or company names, brands and/or logos does not imply any 

affiliation with these firms or companies.

Investment Risks and Suitability

An investment with Avante involves substantial risks, including the risk of principal loss, lack of liquidity, limited transferability, and exposure to potential

market disruptions and economic volatility. Such investments are suitable only for qualified investors who fully comprehend and are willing to assume the

associated risks. Prospective investors should consult the relevant offering documents for more comprehensive risk disclosures and investment 

considerations.

No Offer or Solicitation

This presentation does not constitute an offer to sell or a solicitation of an offer to buy any securities. Offers are made solely through the relevant offering

documents, which must be read in their entirety. The information contained herein is qualified in its entirety by reference to the offering documents. If the 

terms described herein are inconsistent with the terms of the offering documents, the offering documents will control. Investments will only be available to 

parties who are considered qualified investors and are subject to the detailed terms and conditions contained within the offering documents.

Forward-Looking Statements and Performance Targets

This presentation may contain performance targets that reflect Avante's expectations about future performance and/or forward-looking statements, which can 

be identified by the use of forward-looking terminology such as “may,” “will,” “should,” “expect,” “anticipate,” “target,” “project,” “estimate,” “intend,” 

“continue” or “believe,” or the negatives thereof or other variations thereon or comparable terminology. Such statements and targets are based on Avante's 

current understanding of the intended future operations of the fund, its current view in relation to future events and various estimations and assumptions, 

including estimations and assumptions about events that have not occurred, any of which may prove to be incorrect. In addition, certain economic and market

information contained Data contained herein about portfolio company performance is based upon information provided by that portfolio company and 

believed to be reliable but has not and cannot necessarily be verified by Avante. Actual results may differ materially from those projected and are subject to 

uncertainties, changes and other risks, all of which are beyond Avante's control. Avante does not guarantee that the performance targets will be realized or 

that the underlying assumptions will not change. Please note that all statistical data mentioned are based on information available as of March 31, 2026 

unless otherwise noted, and are subject to change. Past performance is not indicative of future results. The targeted performance and returns presented 

herein are for illustrative purposes only, not promissory, and should not be relied upon as a guarantee of future performance. These targets reflect Avante's 

aspirations and are based on assumptions that may or may not materialize. Prospective investors are cautioned that investments may not achieve the 

anticipated returns and that all investments carry the risk of loss.

Tax and Investment Advice Disclaimer

This presentation does not offer legal, tax, or investment advice. Potential investors should seek advice from independent professionals regarding the

implications of investing in any Avante managed funds or strategies.

Use of Information

The information herein is current as of the date of this presentation and is subject to change without notice. Avante is under no obligation to update this

presentation to reflect events or circumstances arising after the date hereof.

Securities Law Disclaimers

None of the information contained herein has been filed with the U.S. Securities and Exchange Commission, any securities administrator under any securities

laws of any U.S. or non-U.S. jurisdiction, the U.S. Small self-regulatory authority. No such governmental or self-regulatory authority has or will pass on the 

merits of any offering of interests in the fund or the adequacy of the information contained herein. Any representation to the contrary is unlawful. The interests 

in the fund have not been, nor will they be, registered under the U.S. Securities Act of 1933, as amended, or qualified or registered under any applicable state, 

local, provincial or other statutes, rules or regulations. The fund has of 1940, as amended (the “Investment Company Act”). Interests in the fund are also not 

subject to the protections of the Investment Company Act, including the limitations on self-dealing, affiliated transactions and leverage contained therein. 

Avante is not registered with the SEC as a registered investment adviser under the U.S. Investment Advisers Act of 1940, as amended, but may do so in the 

future.
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