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Regulatory Shift in Leveraged Lending: Key Market Implications
Key Takeaways 

• Eased bank regulations are expected to increase 
competition and pressure spreads in large and upper 
middle-market private credit. 1 

• The lower middle-market (“LMM”) remains structurally 
differentiated due to lower leverage, stronger 
covenants, and limited bank participation. 2 

• Competitive pressures from bank re-entry are expected 
to be concentrated in larger market segments rather 
than the LMM. 2 

Executive Summary 

U.S. regulators have withdrawn the 2013 interagency 
leveraged lending guidance, which had discouraged banks 
from underwriting higher leverage sponsor-backed loans 
above roughly 6x debt to EBITDA.1 This regulatory shift 
allows banks to apply their general commercial credit 
standards rather than a separate leveraged lending 
framework, increasing their flexibility to participate in more 
highly leveraged transactions.  

Figure 1: Market Types & Their Impact 

Market Type Impact 

Large / Upper Middle-Market 
& Broadly Syndicated Loan 

(“BSL”) Segment 

Increased bank participation, higher 
competition, and potential spread 
tightening. 

Lower Middle-Market 
Segment 

Limited bank competition due to 
labor-intensity and capital constraints, 
preserving lower leverage levels and 
covenants. 

 

Given the structural inefficiencies and limited competition 
within the LMM segment as shown in Figure 1, the impact 
of this guidance and subsequent rollback is expected to be 
less pronounced. As a result, the LMM continues to stand 
out as a strong complementary allocation within a 
diversified portfolio. 

What Changed in U.S. Bank Regulations 

In 2013, interagency guidance put in place by the Office of 
the Comptroller of the Currency (“OCC”), Federal Deposit 
Insurance Corporation (“FDIC”), and the Board of 
Governors of the Federal Reserve System set new 
standards for how banks handle leveraged lending. This 
framework discouraged banks from pursuing the more 
highly leveraged sponsor-backed transactions and required 

stronger risk management, underwriting discipline, and 
ongoing monitoring for these loans. 3 The 2013 guidance 
was accompanied by a 2014 publication of Frequently 
Asked Questions (“FAQs”) which provided further 
guidance.4 

On December 5th, 2025, the OCC and FDIC issued a 
statement formally rescinding the 2013 leveraged lending 
guidance and the related 2014 FAQs, directing banks to 
manage leveraged lending exposures under general 
principles for safer commercial lending.5 The FDIC asserted 
that these regulations were overly broad and restrictive, 
inadvertently capturing types of loans that the guidance 
was never intended to cover. 

Important to note, the Government Accountability Office 
determined the 2013 guidance was not a formally adopted 
regulation. It reflected supervisory expectations but did not 
go through the congressional and procedural steps 
required to become a binding rule for purposes of the 
Congressional Review Act.5 

Impact on the Large and Upper Middle-Market Deal 
Landscape 

The rescission of leveraged lending guidance is expected to 
have meaningful implications for larger private credit 
transactions with increased competition from banks.1 

Figure 2 shows how large market dynamics can have 
negative impacts in large markets while having rather 
optimistic implications for the U.S. lower middle-market. 

Figure 2: Large Market Effects 
  Potential Impact 

Deal Effects Description Large Market U.S. LMM  

Bank & BSL 
Parity 

Private credit may 
need to match bank 
and BSL pricing and 

terms in large 
deals.6,7 

 Negative  Positive 

Spread 
Compression 

More lender 
competition can push 

spreads down.8 
 Negative — Neutral 

More 
Borrower-

Friendly 
Terms 

Borrowers can 
negotiate looser 
covenants and 
weaker lender 

protections to win 
mandates.9 

 Negative  Positive 
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Why the LMM Remains Differentiated 

This leveraged lending guidance primarily constrained 
larger, more highly levered loans, leaving the lower middle-
market unaffected because leverage tends to be lower at 
entry, as shown in Figure 3. The more efficient large and 
upper middle-market have large credits that are liquid and 
standardized enough in nature to fit bank balance sheets. 
By contrast, LMM transactions are typically smaller, with 
fewer lenders per deal and more intensive underwriting, 
which structurally limits direct bank and BSL competition.2  

Figure 3: Entry Leverage by Market Segment 

Source: CIBC, Pitchbook. September 2024. Please see endnotes for 
additional information. 

Large banks in the United States (with $250+ bn in total 
consolidated assets or $10+ bn in on- balance sheet foreign 
exposure) are required to hold high-quality liquid assets 
sufficient to cover projected net cash outflows over a 30-
day stress period under the Liquidity Coverage Ratio 
(“LCR”).12, 13 Large banks subject to the LCR have maintained 
levels of high-quality liquid assets above required 
minimums, while community and smaller banking 
institutions are generally not subject to the LCR.13,14 
Maintaining these liquidity buffers is balance sheet 
intensive, which structurally incentivizes large banks to 
allocate the remainder of their balance sheet toward larger, 
more liquid, standardized credits, rather than scaling into 
the LMM, thus limiting competition. 

As a result, the LMM continues to maintain more lender-
friendly structures, including stronger covenants and lower 
leverage even as competition increases in the larger 
market.15 Preqin research on private debt documentation 
further notes that financial maintenance covenants and 
bespoke lender protections remain common in the LMM 
and have not eroded to the same extent seen in larger, 
more liquid markets.15 

Portfolio Implications for Limited Partners 

For limited partners, an important takeaway is that banks 
re-entering this market are most likely to increase 
competition in large and upper middle-market private 
credit where borrowers have the most financing 
alternatives, which may cause spreads and terms to be 
competed down. At the same time, the LMM remains 
structurally differentiated, with smaller transactions, fewer 
lenders per deal, and stronger covenants. This can protect 
the LMM from the spread compression that may be seen in 
the large and upper-middle markets. 15 

As a result, LMM investments may serve as a 
complementary allocation within investors’ portfolios to 
existing larger private credit portfolio exposures that now 
face increased bank competition. We believe this segment 
of the market provides reliable income through strong 
lender protections and conservative structures, offering 
differentiated return drivers rooted in rigorous 
underwriting. 
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Endnotes & General Disclosures 
Endnotes 

1. OCC and FDIC Rescind Interagency Leveraged Lending Guidance. 
https://www.sullcrom.com/insights/memo/2025/December/OCC-FDIC-Rescind-Interagency-Leveraged-Lending-Guidance 

2. The Enduring Appeal of Lower Middle Market Direct Lending.  
https://www.pinebridge.com/en/insights/the-enduring-appeal-of-lower-middle-market-direct-lending 

3. Federal Register. Interagency Guidance on Leveraged Lending. March 2013.  
https://www.federalregister.gov/documents/2013/03/22/2013-06567/interagency-guidance-on-leveraged-lending 

4. Frequently Asked Questions (FAQ) for Implementing March 2013 Interagency Guidance on Leveraged Lending. 
https://www.fdic.gov/media/19971  

5. Interagency Statement on OCC and FDIC Withdrawal from the Interagency Leveraged Lending Guidance Issuances. 
https://www.fdic.gov/news/press-releases/2025/interagency-statement-occ-and-fdic-withdrawal-interagency-leveraged 

6. Peaceful Coexistence: Evolving Private Credit Market Shows Similarities to BSL Market.  
https://www.srsacquiom.com/our-insights/private-credit-market-trends/ 

7. Overview and comparison of the broadly syndicated loan and private credit markets.  
https://www.proskauer.com/pub/overview-and-comparison-of-the-broadly-syndicated-loan-and-private-credit-markets 

8. Private Credit Markets – Q3 2025 Update.  
https://www.chicagoatlantic.com/private-credit-markets-q3-2025-update/ 

9. Global Financial Stability Report. International Monetary Fund. April 2024.  
https://www.imf.org/en/publications/gfsr/issues/2025/04/22/global-financial-stability-report-april-2025 

10. CIBC US Middle Market Monitor M&A and Financing Update. September 30, 2024.  
https://cibccm.com/en/insights/articles/us-middle-market-monitor-q2-2024-ma-and-financing-update/ 

11. Pitchbook LBO Update: Dealmaking Picks Up, But Not Without Risk. January 15, 2025.  
https://pitchbook.com/news/articles/lbo-update-interest-coverage-squeezed-to-record-lows-for-loan-deals-in-2024 

12. Bank of International Settlements. Basel III: Liquidity Coverage Ratio. 
https://www.bis.org/basel_framework/chapter/LCR/30.htm 

13. Federal Reserve. Federal Banking Regulators Finalize Liquidity Coverage Ratio. September 3, 2014. 
https://www.federalreserve.gov/newsevents/pressreleases/bcreg20140903a.htm? 

14. Community Banking Connections. Community Bank Liquidity: Balance Sheet Management Fundamentals. 2021. 
https://communitybankingconnections.org/articles/2021/i1/community-bank-liquidity 

15. Private debt in 2025: the outlook for fundraising, deals, and performance 
https://www.preqin.com/news/private-debt-in-2025-the-outlook-for-fundraising-deals-and-performance?original_referrer=v 

General Disclosures 

This presentation is provided for informational and educational purposes only and does not constitute an offer to sell, or a solicitation 
of an offer to purchase, any security or investment product managed or advised by Star Mountain Fund Management, LLC (“Star 
Mountain”). The information herein reflects the views and market observations of Star Mountain as of the date of publication and is 
subject to change without notice. This content is not intended as investment, legal, accounting, or tax advice, and prospective investors 
should consult their own professional advisors. The information herein may include data derived from third-party sources believed to 
be reliable, but Star Mountain makes no representations as to its accuracy or completeness. This content may be shared publicly but 
should not be reproduced or redistributed without written permission from Star Mountain. 

 

Awards and Recognition Disclosure 

Star Mountain Capital's awards and recognitions are based on third-party evaluations and criteria, which may be subjective. These 
honors do not imply a guarantee of future performance or an endorsement by current or past clients. 
Ranking Methodologies: 
• Crain’s Best Places to Work: Evaluations were conducted through a two-part process, assessing workplace policies, practices, and 

employee satisfaction via surveys. Participation required a fee solely for survey processing purposes. More details are available at 
here. 

https://www.sullcrom.com/insights/memo/2025/December/OCC-FDIC-Rescind-Interagency-Leveraged-Lending-Guidance
https://www.pinebridge.com/en/insights/the-enduring-appeal-of-lower-middle-market-direct-lending
https://www.federalregister.gov/documents/2013/03/22/2013-06567/interagency-guidance-on-leveraged-lending
https://www.fdic.gov/media/19971
https://www.fdic.gov/news/press-releases/2025/interagency-statement-occ-and-fdic-withdrawal-interagency-leveraged
https://www.srsacquiom.com/our-insights/private-credit-market-trends/
https://www.proskauer.com/pub/overview-and-comparison-of-the-broadly-syndicated-loan-and-private-credit-markets
https://www.chicagoatlantic.com/private-credit-markets-q3-2025-update/
https://www.imf.org/en/publications/gfsr/issues/2025/04/22/global-financial-stability-report-april-2025
https://cibccm.com/en/insights/articles/us-middle-market-monitor-q2-2024-ma-and-financing-update/
https://pitchbook.com/news/articles/lbo-update-interest-coverage-squeezed-to-record-lows-for-loan-deals-in-2024
https://www.bis.org/basel_framework/chapter/LCR/30.htm
https://www.federalreserve.gov/newsevents/pressreleases/bcreg20140903a.htm?
https://www.federalreserve.gov/newsevents/pressreleases/bcreg20140903a.htm?
https://communitybankingconnections.org/articles/2021/i1/community-bank-liquidity
https://www.preqin.com/news/private-debt-in-2025-the-outlook-for-fundraising-deals-and-performance?original_referrer=
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• Pensions & Investments Best Places to Work: Companies were evaluated based on surveys measuring employee engagement 
(75%) and employer policies (25%). Participation required a minimum of 20 U.S. employees and $100 mm in discretionary assets 
under management. Further details can be found at here. 

• Inc. 5000 Rankings: Companies were ranked based on revenue growth from 2019 to 2022. To qualify, firms had to be U.S.-based, 
privately held, and independent, with revenue thresholds of at least $100,000 in 2019 and $2 mm in 2022. More details are 
available at here. 

Certain Risks of Investment 

Investments in private funds, including LMM private credit funds, involve significant risks, including the risk of loss of capital. These 
investments are illiquid, speculative, and not subject to the same regulatory requirements as mutual funds or other registered 
investment products. There is no assurance that investment objectives will be achieved, and past performance is not indicative of 
future results. Statements regarding default rates, recovery rates, or structural protections in the LMM credit space are based on 
historical data and should not be interpreted as guarantees. Any investment should be made only after a careful review of the relevant 
offering documents and consultation with independent advisors. 

5 

For further information, please reach out to: ThoughtLeadership@StarMountainCapital.com 

Published on January 7th, 2026 

About Star Mountain: 
Star Mountain is a ~$4.5 bn (as of 12/31/25 inclusive of debt facilities) specialized LMM investor providing: (i) Strategic Debt & Equity Capital to 
private businesses that have at least $15 mm of revenue or under $50 mm of EBITDA and (ii) Liquidity Solutions to investors and fund managers 
("Secondaries") including purchasing LP interests and direct investments in LMM private credit and private equity funds in addition to providing fund 
managers with NAV loans. 

Since 2010, Star Mountain has completed over 100 direct platform investments and 50 secondary/fund investments in the North American lower 
middle-market and has been recognized as one of the Inc. 5000 fastest-growing private companies and a Best Place to Work by Crain’s New York 
Business and Pensions & Investments. 

Stay Connected Through Our Social Media Platforms: YouTube LinkedIn 

https://www.youtube.com/StarMountainCapital
https://www.linkedin.com/company/star-mountain-capital-llc/
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