
There have been numerous headlines hypothesizing that private credit is the next catalyst for systemic 
disruption in the financial markets. These headlines have raised multiple concerns, among them: distressed 
loan sales driven by retail outflows, mass defaults stemming from weak underwriting, and the potential impact 
of artificial intelligence on the software industry. These narratives have been loud, alarming, and in our view, 
largely disconnected from what the data shows.

Private Credit Headlines: What the Data Actually Shows

CRESTLINE MANAGEMENT

SYSTEMIC RISK #1: Will retail redemptions from semi-liquid perpetual vehicles cause a "run 
on the bank" and forced selling at distressed prices?

Retail redemption pressure is the most visible concern and the most frequently mischaracterized. The 
perpetual semi-liquid structure is designed to prevent exactly this, and the data shows it is working.

• The illiquidity trade-off is a feature of the structure, not a flaw, and it has allowed private credit to deliver a 
persistent premium over non-investment grade liquid credit for over 20 consecutive years. The Cliffwater 
Direct Lending Index (CDLI) has returned 9.5% annualized since inception (September 2004) through 
December 31, 2025, compared to 6.6% for high yield bonds and 5.1% for leveraged loans over the same 
period¹

• The closest historical proxy for a retail redemption cycle is Blackstone's BREIT, an equity REIT focused on 
commercial real estate, which navigated a cumulative 27.0% net outflow over roughly two years. Returns 
were negative or near zero during that period,2 a materially worse outcome than what direct lending funds 
are experiencing today, where annualized returns remain in the high single digits.2 BREIT had to sell 
properties to generate liquidity to meet redemptions, a dynamic that simply doesn't apply to direct lending, 
where loans have scheduled maturities and contractual cash flows that can naturally fund redemptions 
over time. BREIT's experience shows that even a prolonged redemption cycle, one driven in part by real 
performance headwinds, ultimately resolved, with the fund returning to positive net flows in 1Q26.2 In 
direct lending, where returns have remained in the high single digits throughout this period, we believe the 
case for resolution is even stronger

• To the extent managers voluntarily elect to sell loans to meet redemptions, the secondary market is far 
more active and liquid than in prior stress periods. According to Evercore's 2025 Credit Secondary Market 
Survey, credit secondaries transaction volume reached $20bn in 2025, up 83.0% year-over-year, with GP-
led credit transactions averaging 98.0% of NAV, underscoring that the secondary market for private credit 
has both the depth and the pricing to absorb supply without material dislocation3 

• The vast majority of the direct lending market, estimated at 80.0-90.0% depending on the source, is held 
in long-duration drawdown funds, separately managed accounts, and publicly traded BDCs with no on-
demand withdrawal mechanism, limiting systemic drawdown risk at the ecosystem level.2 Notably, that 
estimate does not even account for the insurance sector, another significant buy-and-hold capital base 
that further insulates the broader market from redemption pressure 

• Goldman Sachs estimates there is over $470bn in undrawn institutional capital available across direct 
lending and other credit funds, potentially limiting any spillover or systemic risk2
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SYSTEMIC RISK #2: Are widespread defaults coming?

The question of credit quality is fundamental, and important to address carefully. The direct answer is some 
defaults will occur, as they always do, but the current data does not support the narrative of widespread 
credit deterioration at this time.

• Non-accruals at cost across the largest BDCs increased only 5bps year-over-year to 2.1%⁴

• The percentage of investments marked below 80.0% of fair value stands at 3.4%, near historical lows⁴

• PIK income as a percentage of gross investment income ticked up only slightly in Q4 2025, reaching 7.8% 
at public BDCs and 3.7% at private BDCs, both within normal ranges2 

• Watch lists at major BDCs remained largely stable, with loans performing below expectations up just 35bps 
quarter-over-quarter to approximately 5.0% of loans2

• Sponsor-backed leveraged loan default rates stand at 0.8% as of January 2026, approximately 30bps 
below the five-year historical average of 1.1%2

• Broader credit markets have faced pressure, but not at a level that reflects the recent narrative. JPM 
Leveraged Loan Single B spreads stand at ~460bps today, below their five-year average of 478bps and 
less than half their COVID peak of ~1,060bps, showing no signs of a systemic credit crisis5

• Software exposure is a legitimate concern, but we believe the impact will be idiosyncratic rather than 
systemic. The key differentiator is mission criticality, software that serves core operational functions, 
where downtime or errors would create immediate financial, legal, or operational risk, is far less 
susceptible to AI disintermediation than commoditized offerings.6 The difference between managers will 
come down to underwriting discipline, which is why we expect performance dispersion across the industry 
to widen from here

How is Crestline positioned?

In short, we like where we sit.

We are not seeing systemic fundamental weakness in our portfolio, and we attribute the absence of 
fundamental stress to multiple factors, including our robust underwriting, industry specialization, strong 
documentation and the avoidance of investment structures that require immediate deployment.

• None of this is a surprise to us. When we launched our inaugural BDC, Crestline Lending Solutions ("CLSF"), 
in September 2025, we were already flagging the risks that are now making headlines. We observed that 
the largest perpetual BDCs had become victims of their own success, raising capital faster than they could 
deploy it, pushing managers toward larger, more competitive deals where lenders have less pricing power 
and negotiating leverage. The result, as we are now seeing across the industry, is significant portfolio 
overlap and looser loan structures manufactured to meet investor demand rather than sourced on 
merit 

• We built CLSF with that dynamic explicitly in mind. Rather than optimizing for scale, we structured the 
vehicle to draw capital over time, with a drawdown period of up to two years before uncalled capital 
is released, ensuring we only deploy when the right opportunities exist, not because inflows demand 
it. We would rather grow at a measured pace and deliver alpha than scale quickly at the expense of 
discipline. The same philosophy governs our other direct lending commingled products, which are 
exclusively drawdown structures with no interim liquidity, eliminating the risk of the tail wagging the dog
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How is Crestline positioned (continued)

Moreover, the proof is in the portfolio. We see the strength of the broader market reflected directly in our 
own numbers, and in several ways we believe we are better positioned than the industry at large:

• Our fixed charge coverage ratio and interest coverage ratio for the direct lending strategy average 1.69x 
and 2.26x, respectively, meaningfully above the broader private credit market averages of 1.27x and 1.77x,6 
and up from 1.58x and 2.0x a year ago, reflecting improving borrower health across our portfolio6

• We have not seen a meaningful spike in watchlist credits, further evidence that systemic fundamental 
weakness is not present in our portfolio.6 To be clear, we anticipate there will be additions over time, as 
challenges inevitably occur across a diversified portfolio, but we are not seeing signs of broad deterioration

• Our 1st lien direct lending transactions have been underwritten at approximately 40.0% loan-to-value over 
the last twelve months, providing cushion against downside scenarios6

• The same disciplined underwriting approach extends to our sector exposures as well. Large upper-middle-
market managers focused on loan manufacturing and scale have accumulated as much as 20.0-30.0% 
software exposure, our funds are significantly below that, with our two most recent vintages, SLF III and 
CDLIV, at 13.8% and 10.9% respectively6

Where do we go from here?

We remain constructive on the private credit opportunity set, and we believe the current dislocation, driven 
by sentiment rather than fundamentals, is creating attractive entry points for disciplined lenders. Our pipeline 
remains active across nearly a dozen industries, with momentum in consumer services, commercial services, 
and industrials, and new loans continue to be underwritten at conservative LTVs with modest leverage and 
robust cash flow profiles, consistent with our historical standards.

We remain confident in our positioning and in the long-term case for private credit. Please don't hesitate to 
reach out with any questions.

Claire Reintjes

Product Specialist, 
Direct Lending

Chris Semple

Co-Head, US Corporate 
Credit
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Footnotes

¹ Cliffwater LLC, 2025 Q4 Report on U.S. Direct Lending (Q4 2025). CDLI annualized total return since 
inception (September 2004) through December 31, 2025. High yield bonds represented by Bloomberg High 
Yield Bond Index; leveraged loans represented by Morningstar LSTA US Leveraged Loan Index

² Goldman Sachs Global Investment Research, "Asset Managers: At the Epicenter: Private Credit Wealth 
Dynamics and the Path Forward," March 10, 2026

³ Evercore Private Capital Advisory, 2025 Credit Secondary Market Survey, January 2026 

⁴ J.P. Morgan North America Credit Research, "BDC Quarterly Earnings Review: BDC 4Q'25 Wrap Up," April 6, 
2026

⁵ J.P. Morgan, JPM Leveraged Loan B Index Spread to Maturity, as of April 9, 2026

⁶ Crestline Management, LP internal data; Crestline coverage ratios as of Q3 2025, market coverage ratios 
from Lincoln Lens for Q3 2025; LTV as of Q4 2025; software exposure as of January 31, 2026
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Disclaimers

General Risks of Investing in the Crestline Funds

An investment in the Funds is speculative and involves a high degree of risk. The Funds are generally not subject to regulatory restrictions 
or oversight. Crestline Management, L.P., is a federally registered investment adviser and provides investment advice through various 
affiliates and subsidiaries. Crestline Canada, Inc. and its subsidiary Crestline Canada Sub, L.P. are investment managers doing business in 
Canada that provide the “beta” overlay advice to Crestline Management, L.P. and certain Canadian trusts. Crestline Europe, LLP, registered 
with the Financial Conduct Authority (“FCA”), serves as the European investment adviser and is helping Crestline with investment diligence 
and analysis for its clients on certain primarily European opportunities. The Funds may employ leverage, which among other investment 
techniques, can make their investment performance volatile.  Opportunities for redemptions and transferability of interests in the Funds 
are restricted so investors may not have access to their capital if and when it is needed.  There is generally no secondary market for an 
investor’s interest in the Funds and none is expected to develop.  The Funds’ management fees, incentive fees/allocations, and expenses, 
may offset their trading profits.  An investor should not invest in the Funds unless it is prepared to lose all or a substantial portion of its 
investment. 

This report may not be reproduced, distributed or transmitted in whole or in part in any media. 

This document is a summary, is for informational purposes only and does not constitute an offer to sell or a solicitation of any offer to buy 
or sell securities of any entity, investment product or investment advisory service. Any offer will be made only pursuant to a confidential 
offering memorandum. There can be no guarantee that the Funds will achieve their investment objective.  An investment in the Funds is 
speculative and involves a high degree of risk, and investors risk loss of their entire investment.  Past performance is not indicative of 
future performance.

Some information contained in this document is based on data received from third parties that we consider reliable and is accurate to the 
best of Crestline’s knowledge.  However, Crestline has not independently verified the information and does not otherwise give any 
warranty as to the truth, accuracy, or completeness of such third party data, and it should not be relied upon as such. The material is not 
intended to be a formal research report and nothing in this presentation should be interpreted to state or imply that past results are an 
indication of future performance. 

Any opinions expressed herein are our current opinions only. There can be no assurance or guarantee that Crestline's investment strategy 
will achieve its stated goal.  All information provided in this presentation is for informational purposes only. In addition, it should not be 
assumed that any of the securities and/or strategies discussed herein were or will prove to be profitable. Crestline accepts no liability for 
loss arising from the use of this material. 

Within a particular strategy, Crestline may offer a domestic fund and an offshore fund (“Funds”) that are managed pari passu. In such 
cases the Funds managed by Crestline will have investment objectives that are identical or substantially similar. It is not anticipated, 
however, that the Funds managed by Crestline having identical or substantially similar investment objectives will have identical or 
substantially similar investment portfolios. Differing investment portfolios can be expected to result from several factors, including, without 
limitation, the following:

• Regulatory constraints that apply to the Funds managed by Crestline;

• Investment constraints imposed by the Investment Managers of the underlying fund that the Funds may invest in;

• The availability of underlying funds for investment at certain times but not at others; and

• The amount of cash available for investment at certain time by the Funds.

As a result of factors such as these, Funds that are managed pari passu may have a different investment portfolio (and, as a result, 
different performance results) even though the funds may have identical or substantially similar investment objectives.

This document may contain "forward-looking statements" within the United States Private Securities Litigation Reform Act of 1995. 
Statements that are predicative in nature, that depend upon or refer to future events or conditions or that include words such as “aims,” 
“expects,” “anticipates,” “intends,” “plans,” “believes,” “estimates,” “seeks,” “thinks,” and similar expressions are forward-looking 
statements. These statements involve known and unknown risks, uncertainties and other factors that may cause our actual results and 
performance to be materially different from any future results or performance expressed or implied by these forward-looking statements. 
Forward-looking statements are not guarantees, and they involve risks, uncertainties and assumptions. Although we make such 
statements based on assumptions that we believe to be reasonable, there can be no assurance that actual results will not differ materially 
from those expressed in the forward-looking statements
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Disclaimers

Performance information is unaudited and subject to revision. Past performance as well as third party awards and ratings are not a 
guaranty of future results. Additionally, some of the track records include unrealized investments. As discussed below, the values of 
unrealized investments are speculative and there is risk that unrealized investments will not be liquidated for their currently held value that 
is reflected in the track record. Current and prospective investors should not assume that the future performance of any Crestline fund 
will equal its prior performance results or the results of any previous fund with a similar strategy, and investors risk loss of their entire 
investment. Each fund’s performance results portrayed reflect the deduction of that fund’s advisory fees, brokerage commissions and 
other expenses.  The performance results also include the reinvestment of income and dividends, in investment vehicles where such are 
applicable.  For each Crestline fund, an individual investor’s returns will vary from the historical performance due to restrictions on 
participation in certain types of investments and due to the timing of subscriptions, withdrawals, and redemptions; further, the general 
economic conditions during extreme highs and lows may have affected the returns of the funds. 

Crestline is an institutional investment adviser who markets to sophisticated investors who are able to understand the limitations and risks 
associated with the use of hypothetical performance. Upon request, Crestline will provide information on the criteria used and assumptions 
made in calculating hypothetical performance. 

Targeted returns are hypothetical returns and are forward-looking statements that are subject to uncertainties described further in the 
relevant offering memorandum. The targeted returns are based on research conducted by Crestline and the conclusions are Crestline’s 
opinions based on its own independent study. The return targets are supported by various quantitative measures including one or more of 
the following: 1) the actual track record of the funds, 2) back-tested returns of a pro-forma portfolio using the fund’s current asset 
allocation and/or 3) a forecast return calculated using a third-party risk model.  For further information on targeted returns including input 
data and calculation methodology please contact Client Servicing at CrestlineInvestors@crestlineinc.com. While Crestline believes that the 
return targets are supportable, there is no guarantee that the funds will achieve the targeted returns. The targeted rates of return 
included herein are hypothetical returns, and are for illustrative purposes only.  Accordingly, no assumptions or comparisons should be 
made based upon these returns. Targeted returns are subject to inherent risks and limitations, including but not limited to the fact that the 
returns do not take into account the impact that market and economic risks may have on investment decisions and that criteria and 
assumptions used in generating targeted returns may not prove to be correct. In no circumstances should the targeted returns be 
regarded as a representation, warranty or prediction that the fund will reflect any particular performance or that it will achieve or is likely 
to achieve any particular result or that investors will be able to avoid losses, including total losses of their investment.

Hypothetical, back-tested or simulated performances have many inherent limitations only some of which are described as follows: (i) It is 
designed with the benefit of hindsight, based on historical data, and does not reflect the impact that certain economic and market factors 
might have had on the decision-making process. No hypothetical, backtested or simulated performance can completely account for the 
impact of financial risk in actual performance. Therefore, it will invariably show positive rates of return. (ii) It does not reflect actual client 
asset trading and cannot accurately account for the ability to withstand losses. (iii) The information is based, in part, on hypothetical 
assumptions made for modeling purposes that may not be realized in the actual management of investments, indices or accounts. No 
representation or warranty is made as to the reasonableness of the assumptions made or that all assumptions used in achieving the 
returns have been stated or fully considered. Assumption changes may have a material impact on the model returns presented. This 
material is not representative of any particular client’s experience. Investors should not assume that they will have an investment 
experience similar to the hypothetical, back-tested or simulated performance shown. There are frequently material differences between 
hypothetical, back-tested or simulated performance results and actual results subsequently achieved by any investment or investment 
strategy.

Unlike an actual performance record, hypothetical, back-tested or simulated results are achieved by means of the retroactive application 
of a model itself designed with the benefit of hindsight. Hypothetical, back-tested or simulated performance does not reflect the impact 
that material economic or market factors might have on Crestline’s decision making process. The back-testing of performance differs 
from actual account performance because the investment strategy may be adjusted at any time, for any reason and can continue to be 
changed until desired or better performance results are achieved. The hypothetical performance includes proforma fees and expenses. No 
representation is made that any investment, index or account described herein will or is likely to achieve profits or losses similar to those 
shown. Alternative modeling techniques or assumptions might produce significantly different results and prove to be more appropriate. 
Past hypothetical, back-test or simulated results are neither indicators nor guarantees of future returns. In fact, there are frequently sharp 
differences between hypothetical, back-tested and simulated performance results and the actual results subsequently achieved. As a 
sophisticated investor, you accept and agree to use such information only for the purpose of discussing with Crestline your preliminary 
interest in investing in the investment described herein.

Crestline makes no representations or warranties, express or implied, to you on which you may rely with respect to the information 
contained herein (including without limitation, as to accuracy or completeness, the inclusion or omission of any facts or information, or as 
to its suitability, sufficiency or appropriateness for your purposes). 

This presentation and all information contained herein is confidential and should not be distributed without the prior written consent of 
Crestline.
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Disclaimers

This financial promotion is issued by Crestline Management, LP and Crestline Europe, LLP (together "Crestline"). Crestline Europe, LLP is 
authorized and regulated by the Financial Conduct Authority (FCA). This report may not be reproduced, distributed or transmitted in whole 
or in part in any media. Some information contained in this document is based on data received from third parties that we consider reliable 
and is accurate to the best of Crestline's knowledge. However, Crestline has not independently verified the knowledge and does not 
otherwise give any warranty as to the truth, accuracy or, completeness of such third-party data, and it should not be relied upon as such. 
The material is not intended to be a formal research report and nothing in this presentation should be interpreted to state or imply that 
past results are an indication of future performance. Any opinions expressed herein are our current opinions only. There can be no 
assurance or guarantee that Crestline's investment strategy will achieve its stated goal. All information provided in this presentation is for 
informational purposes only. In addition, it should not be assumed that any of the securities and/or strategies discussed herein were or will 
prove to be profitable. Crestline accepts no liability for loss arising from the use of this material.
In the United Kingdom, this communication is being made only to, or directed only at, persons who are: (i) investment professionals within 
the meaning of Article 19 of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (“FP Order”); (ii) high net 
worth companies and certain other entities falling within Article 49 of the FP Order; or (iii) any other persons to whom such 
communication may lawfully be made. It must not be acted, or relied, upon by any other persons.
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