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Liquidity Concerns and Technology Exposure

— Abstract: This report assesses the 2026 private credit space by examining these
four key private credit risks: valuation opacity, liquidity constraints, credit risk,
and Al disruption. In addition to evaluating the large price divergence between
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Alternative Asset Managers and the S&P 500, it investigates how semi-liquid fund
withdrawal restrictions affect that price difference. Overall, the results are
pessimistic regarding the near-term prospects for major private equity firms, while
also stressing the importance of highly disciplined asset selection as defaults rise

significantly in technology-heavy funds.
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As of 2026, the private credit market will
likely remain an attractive source of high
returns, but the goal is to move away from
merely speculative investments and focus
on warnings about the potential downsides
of investing in this space. There are many
potential pitfalls in four main areas:
valuation; liquidity; credit quality; and
structural vulnerability.

Diminishing clarity around what private
credit is worth, declining access to capital,
rising levels of corporate debt, and
increasing regulatory scrutiny all pose
significant challenges for the industry.
More dramatically, the likes of JPMorgan's
CEQO, Jamie Dimon, are sounding alarm
bells. Specifically, he recently warned that
"unregulated private lending" has created a
"shadow systemic risk" to the economy as
traditional banking capital 1s largely
sidelined. As a result, it begs the question
of whether the present pullback represents
a '"once-in-a-generation opportunity" to
invest in private credit stocks, or whether
there are going to be too many additional
risks to consider going forward?
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Figure 1: Private Credit Managers vs. S&P 500

Source. FactSet

Risk associated with private credit relates
to the inherent vulnerabilities associated
with non-bank lending. Private credit lends
money to mid-market companies and does
not trade on public exchanges. The benefits
of this model include the "illiquidity
premium," the excess yield you receive
when your money is locked in a
commitment for a longer time. However,
the trade-offs for private credit in 2026
include lower transparency and increased
sensitivity of borrowers to changes in the
overall economy compared to the more
transparent public debt markets.
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Many large Alternative Asset Managers
and Business Development Companies
(BDCs) provide a great deal of the current
exposure to the market. However,
specifically, investors are paying closer
attention to those with larger exposures to
the technology sector:

e The AI Software Threat: About
25% of the portfolios of most BDCs
are  comprised of  software
companies. Given that many of
these companies are experiencing
"AI induced disruption,"” and
therefore cannot refinance, they
represent a large number of the
BDCs' most vulnerable portfolio
components.

e Surging Default Projections:
Based on analysts' projections,
default rates for private -credit
portfolios that are heavily exposed
to the tech sector could increase to
13% or even 15% if the Al
displacement trend continues to
accelerate.

e Contagion Factor: Bank Contagion
1s starting to re-emerge as regional
banks, who used to partner with
private lenders for "risk sharing,"
are now feeling pressure from the
declining values of the loans they
had made to these private lenders.

Blue Owl Capital (OWL) can serve as a
warning example for the sector. Although
OWL's forward P/E and $10 stock price
seem very attractive, the downward EPS
revisions for both FY26 and FY27 do not.

The key factor that has caused Blue Owl's
decline to near its 52-week low is a
"liquidity gate" that was put into place at
its retail-oriented vehicle, Blue Owl
Capital Corp II (OBDC 1II). When
investors were told that they would be able
to withdraw their capital from OBDC II on
a quarterly basis, they quickly discovered
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that their exit paths were either severely
restricted or completely blocked. The
inability of the fund to meet the requests
for withdrawals prompted the restructuring
of "the window(s) of time during which
one can withdraw from the fund." The
inability of investors to withdraw their
money from the fund during this period of
turmoil has been a major flashpoint and
represents a growing reality that the "semi-
liquid" characterization of these funds is
rapidly becoming a mislabeled during
periods of stress.

Figure 2: Blue Owl Stock Price

Source: FactSet

Even though every major credit stock’s
price has recently gone down that does not
mean that they will be worthless any time
soon. Worth mentioning are:

1. The  Blackstone  Group (BX)
$115 Price / 5.37% Dividend Yield
Blackstone 1is the biggest Alternative
Manager in the world as well as one of the
main players in the private credit industry.
Blackstone's huge software sleeve may
have some protection because of the
diversity of its international business
model. This diversity is what separates

Blackstone from other smaller players.

2. Apollo Global Management (APO)
$110 Price /11X Forward P/E

Apollo has positioned itself as a higher

quality direct lender with senior secured

lending. It’s senior secured lending




position will be able to weather downturns
of 2026. Additionally, Apollo's Retirement
Services division provides the company
with a steady flow of capital.
3. Ares Management (ARES)
$116 Price / 37% FY26 EPS Growth
Ares is the one of the biggest defenders of
the software sector and asserts that the
companies 1in its portfolio are "Al
resilient". However, Ares' high projected
growth rate depends upon the stabilization
of the Tech Credit Market.

As we move more into 2026, the private
credit market is at a crossroads. While it
has consistently outperformed the public
markets due to the ability of active
managers to successfully manage and exit
from investments, the emergence of the
"Al-Factor" and "Liquidity Gating" has
introduced two new, unforeseen variables
into the mix. Going forward, investors will
need to pay close attention to the
development of these four factors:

1. Default Trends: Will defaults among
tech-backed firms reach 10%?

2. Valuation Pressure: How will declining
interest rates affect the floating rate
income BDCs rely on?

3. Liquidity Stability: Are there any other
"gates" or restrictions on withdrawing
from semi-liquid retail funds?

4. Regulatory Heat: What will the
Securities  Exchange = Commission
require of non-bank lenders in terms of
transparency?
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