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Private Credit vs. Liquid High Yield Credit

For years, private credit offered investors a clear yield premium over liquid credit markets, with allocators
accepting illiquidity and reduced transparency in exchange for higher returns. That trade-off is now being
questioned.

The spread premium between private credit and broadly syndicated loans has compressed materially from
its 2023/2024 peak, reaching its lowest level in at least seven years. When the illiquidity premium was
meaningfully wider, the trade-off had clear merit. As it narrows, the calculus is less obvious.
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Note: Last 12 months through Mar 31, 2026; spread of LBOs financed in BSL (B-minus borrowers) versus the direct lending market.
Source: PitchBook, LCD, as reported in Bloomberg (April 28, 2026).

Beneath the spread compression, other cracks are forming. More issuers are opting to pay interest in kind
(PIK), and a growing share reflect genuine cash pressure rather than a planned financing choice. Covenant
protections, meanwhile, have eroded across the market, leaving lenders with fewer early warning signals
when borrower performance deteriorates. The concern is not that any single one of these trends is alarming
in isolation. It is that they are happening simultaneously, in a market that still lacks the transparency to fully
gauge the extent of the problem.

This is precisely where the daily mark-to-market of liquid high yield bonds earns its keep. Volatility is often
cited as a drawback of public markets. We would argue the opposite: transparent daily pricing is the most
reliable barometer of credit risk available. Private credit valuations, self-reported on a quarterly lag, can
obscure stress until it is too late.

Our view is that liquid high yield today may offer institutional allocators comparable yields, enhanced price
discovery, and greater flexibility in managing credit risk. In a market where the illiquidity premium has
compressed to near historic lows, the case for paying up for opacity deserves a harder look.
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