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Key Takeaways

We remain constructive on private credit entering the second half of
2026. The opportunity set for new capital has improved as deal flow has
strengthened: Fundraising has become more disciplined, and lenders are
seeing wider spreads and stronger covenants, according to PitchBook.

Questions regarding software and Al risk are valid, but we believe some
of the press is overdone. We believe the bigger story is a normalization of
the broader credit cycle and widening manager dispersion.

For the balance of the year, we expect investors to focus on differentiation
across managers, documentation quality, payment-in-kind (PIK) usage,

and today's better loan structures.
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From Tailwinds to a Reset

Our 2026 year-ahead outlook highlighted a more constructive backdrop for private credit,
supported by improving mergers and acquisitions (M&A) activity, normalizing interest rates, and a
market that appeared poised to move back toward lender discipline. At midyear, that broad view still
holds. But the most important development is not simply that the tailwinds remain in place. It is that
the market has reset in a more lender-friendly direction.

Private credit entered the year after a long, tight period. Since rates rose in 2022, capital markets
activity had been more muted, which meant fewer transactions needed financing. At the same time,
fundraising across private credit remained strong, leaving a lot of capital chasing a limited number
of deals. That environment favored borrowers: Spreads ground tighter; leverage moved higher; and
loan documents often became more flexible.

Spreads are wider, leverage is lower, and
covenants are back on.

That began to change late last year as M&A activity picked up, and deal flow improved. And the
momentum appears to have continued into early 2026. While Figure 1 shows that 2025 surpassed
the prior 2021 high in annual global M&A activity, early 2026 data suggest that deal value remained
strong in the first quarter, supported in part by larger transactions. For private credit lenders, the
implication is important: A more active transaction backdrop can expand the opportunity set. At

the same time, more recent headlines around software exposure, Al disruption, non-accruals, PIK
activity, and redemptions in certain vehicles have made some capital providers more selective.
Together, those two forces have improved the supply-demand balance for lenders with dry powder:
more transactions to finance, less capital competing aggressively for each transaction, and greater
ability to negotiate price and structure.
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Figure 1.

A Shift Toward a More Lender-Friendly Backdrop
Global M&A activity by year, 2015-2025
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data is for illustrative purposes only and does not depict or predict the performance of any specific portfolio managed by Lord Abbett or any particular
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In practical terms, we have seen spreads widen by roughly 50 to 100 basis points higher since late
2025, while defensive terms have also improved, according to PitchBook. But the spread move

is not the whole story. In our view, the more important change is that new loans are increasingly
coming with better credit structures: less leverage, more covenants, fewer PIK requests, and tighter
documentation. That makes today's environment potentially more attractive for disciplined lenders
than the tighter conditions that prevailed six months ago.

The Story Is Bigger Than Software

Software and Al have dominated the private credit narrative this year. That focus is understandable.
Private leveraged finance markets have a higher allocation to software than liquid leveraged finance
markets, with software representing about 20% of private market exposure versus roughly 13% in
the liquid market, according to data from PitchBook and the Morningstar LSTA US Leveraged Loan
Index, as of December 31, 2025. That makes the issue important, but it should not define the entire
asset class.
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There's been too much focus on Al and
software exposure... and not enough focus just

on the broader credit cycle.

The focus on software has also been rooted in vintage. A large number of enterprise software

transactions were financed between 2019 and 2022, when rates were low; capital was abundant;
and Al disruption was not yet a central underwriting concern (see Figure 2). In some cases, these
companies had strong revenue growth and attractive products, but they were not yet generating
meaningful profits or free cash flow. Instead, they were reinvesting heavily into sales, marketing,
programming, and customer acquisition. That made the loans more exposed to higher rates and

changing assumptions around enterprise value.

Figure 2.

Software Deal Activity Was Elevated in the 2020-2022 Vintage

Software deals as a percentage of deal count by vintage year, 2015-2025
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We do not dismiss software risk. Some software loans may underperform, and the sector may

contribute to greater dispersion among managers. But we do not believe the right conclusion is that
all software exposure should be treated the same. Profitable, cash-generative software companies

are different from pre-profitability annual recurring revenue (ARR) borrowers. Durable, mission-

critical software businesses are different from companies whose products may be more vulnerable

to Al substitution.
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That distinction matters because the broader private credit cycle is also normalizing. Private credit
is part of leveraged finance, and leveraged finance borrowers are sub-investment-grade credits.
Defaults, restructurings, and recoveries vary across cycles. The key question for the second half is
not whether there will be any stress, but where that stress is concentrated, and whether investors
are being paid and protected appropriately for the risk.

Why Structure and Underwriting Matter More Now

We believe the improved market backdrop does not reduce the need for underwriting discipline; it
increases the value of it. A more active market gives lenders more to choose from, but stronger deal
flow is usually only helpful if a manager has the ability and discipline to say no.

In our view, the core middle market remains a particularly important segment. These are companies
large enough to have scale and operating history, but generally not large enough to rely on the
liquid markets as a competing financing source. That matters because borrowers with liquid

market alternatives can pressure private lenders to give up spread, covenants, or other structural
protections. In the core middle market, lenders typically have more time to conduct diligence and
more ability to influence documentation.

Figure 3.

A Borrower-Size View of Private Credit Tradeoffs
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Other underwriting factors that should be considered include: less cyclical industries, companies
with stable or growing free cash flow, durable competitive advantages, strong management teams,
and sponsors or owners with a record of supporting their businesses.
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Free cash flow is about getting paid our
interest when it's due... and loan-to-value is
about getting our principal back.

EBITDA can be a useful shorthand for profitability, but it is not cash. Free cash flow is what
supports interest payments. Loan-to-value, meanwhile, helps frame the margin of safety around
principal repayment. A lower loan-to-value means the lender is advancing a smaller portion of
the company’s value, which can provide a cushion if operating performance weakens, or market
valuations decline.

This is why we believe the current environment favors active, experienced private credit managers.
More deal flow and wider spreads are constructive, but the most durable advantage may come
from better documentation, more conservative leverage, and the time to conduct stress analysis
before capital is deployed.

Three Things We're Watching in the Second Half

1. Portfolio differentiation

We expect the gap between stronger and weaker portfolios to become more visible as the year
progresses. Non-accruals, PIK usage, sector concentration, and 2021-2022 vintage exposure
should remain important indicators. We are already seeing signs of greater differentiation,
particularly in portfolios with exposure to older vintages and more aggressively financed software-
related credits. In our view, this is not a broad indictment of private credit, but rather evidence that
manager discipline, sector selection, and underwriting standards are beginning to matter more.

2. Dry powder versus redemption pressure leading to portfolio divergence
We are also monitoring whether redemption pressure in certain vehicles widens the gap between
managers that may take advantage of today's improved lending conditions and those that may be
more constrained by existing portfolio conditions. From a new-lending perspective, less capital
available to compete for deals can improve pricing and structure for managers with dry powder.

But redemptions can also change the composition of affected portfolios. If healthier, more liquid
loans repay or roll off first, the remaining portfolio may have a higher percentage of non-accruals or
PIK loans, even if the absolute number of challenged credits does not change. That dynamic could
contribute to additional headline risk and further manager dispersion.

3. Stronger credit structures with attractive spreads

Finally, we are watching whether recent improvements in loan structure continue. Before
meaningful spread widening typically appears, lenders often first see what we would call

better defense: fewer PIK requests, less aggressive leverage, more covenants, and stronger
documentation. We have seen those defensive features improve in recent months, and we believe
that matters more than modest spread widening alone. For lenders deploying new capital today, the
most important shift is not just that potential income has improved, but that the underlying credit
structure has improved as well.
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Bottom Line: Constructive but Selective

We are constructive on private credit but not complacent. The asset class does not require perfect
conditions to perform, and periods of volatility can help restore discipline by reminding borrowers
and lenders that credit risk must be priced and structured appropriately.

For new capital, the setup appears better than it was six months ago. M&A activity appears to
be creating more opportunities to lend. Capital has become more selective. Spreads are wider.
Covenants and documentation are improving. And managers with dry powder can be more
selective about the credits they choose to finance.

The second half of 2026 is likely to be defined by dispersion. We believe investors should focus
less on broad asset-class headlines and more on where managers are lending; how loans are
structured; how much free cash flow borrowers generate; and whether portfolios have the right
balance of income, downside mitigation, and selectivity. In today's private credit market, the
opportunity is real, but the potential advantage may go to managers who can combine patience
with discipline.
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Glossary & Index Definitions

Annual recurring revenue (ARR) measures the steady, repeatable
income a company expects each year from subscription-based or
contracted revenue streams. It does not include one-time revenue
streams.

Asset-based lending is the business of loaning money in an
agreement that is secured by collateral. An asset-based loan or line
of credit may be secured by inventory, accounts receivable,
equipment, or other property owned by the borrower.

A basis point is equal to one one-hundredth of a percentage point.

Capital formation in the private credit market involves the
aggregation of funds from various investors to provide loans directly
to businesses.

Convergence in private credit refers to the blending or merging of
characteristics and strategies from both public and private credit
markets. This phenomenon is driven by several factors, including the
growth of the direct lending market, investor demand for higher
returns, and the increasing sophistication of private credit strategies.

Credit cycle is the ebb and flow of lending conditions, when credit
becomes easier and more abundant, and when it tightens and
becomes more constrained.

Deal flow refers to the pipeline or stream of potential lending or
investment opportunities that a private credit manager has access
to and can evaluate.

Debt covenants are restrictions that lenders (creditors, debt
holders, investors) put on lending agreements to limit the actions of
the borrower (debtor).

Direct lending is a form of corporate debt provision in which
non-bank lenders make loans to businesses without intermediaries
such as investment banks, brokers, or private equity firms.

Dry powder is committed but uninvested capital that a private credit
fund has available to deploy into future lending opportunities.

Earnings before interest, taxes, depreciations, and amortization
(EBITDA) is a measure of a company’s operating performance that
shows earnings before the effects of financing costs, taxes, and
certain non-cash expenses. In credit analysis, EBITDA is often used
to assess a company’s ability to generate cash flow and service
debt.

Fundraising (in private credit) refers to the process by which a
private credit manager raises capital commitments from investors to
form a fund that will make loans or credit investments.

Leverage is the use of borrowed money (debt) to finance
investments or operations, with the goal of potentially increasing
returns. In a corporate context, higher leverage means a company is
using more debt relative to its capital structure, which can amplify
gains but also increases financial risk.

Liability management exercises (LMEs) have been used by
companies ahead of forthcoming maturities to reduce or manage
their overall debt burden by way of tender offers (or debt buybacks)
and exchange offers, allowing creditors to exchange their existing
instruments for instruments with longer-dated maturities and/or with
other amended terms.

Liquidity/liquid markets refers to markets with sufficient trading
activity and buyer/seller participation to allow assets to be converted
into cash relatively quickly and efficiently.

Loan origination is the process by which a lender evaluates,
approves, and issues a loan to a borrower. This includes reviewing
the borrower’s application, assessing creditworthiness, and
determining the terms of the loan.

Loan-to-value (LTV) is a measure of a loan’s size relative to the
value of the asset securing it.

Manager differentiation refers to the potential for outcomes to vary
significantly depending on the investment manager of the private
credit investments.

Middle-market lending: The middle-market segment is typically
considered to be credit for firms larger than small businesses but too
small for large-scale commercial lending or syndicated credit.

Non-accruals (in private credit) refer to loans in a portfolio that have
stopped generating interest income because the borrower is not
making payments or repayment is considered unlikely.

Payment-in-Kind (PIK) bonds are a type of debt instrument where
the interest payments are made in the form of additional bonds
(capitalization) rather than cash. This allows the issuer to defer cash
interest payments, which can be attractive for companies in a cash-
constrained (tight on liquidity) situation.

Private credit refers to loans provided by non-bank lenders to
businesses or individuals who may have difficulty accessing
traditional bank loans or public debt markets. These loans are not
issued or traded on public markets and are often referred to as
“direct lending” or “private lending.”

Pro-rata payment provisions in credit agreements ensure that any
payment received by a lender from a borrower is distributed
proportionally among all lenders of that particular tranche.

Spread is the percentage difference in current yields of various
classes of fixed-income securities versus Treasury bonds or another
benchmark bond measure. A bond spread is often expressed as a
difference in percentage points or basis points (which equal one-one
hundredth of a percentage point). The option-adjusted spread (OAS)
is the measurement of the spread of a fixed-income security rate
and the risk-free rate of return, which is adjusted to take into account
an embedded option. Typically, an analyst uses the Treasury
securities yield for the risk-free rate.

Spread widening in private credit refers to an increase in the yield
premium lenders require above a benchmark rate, often reflecting
higher perceived credit risk, better compensation for the potential
risk, tighter lending conditions, or increased market uncertainty.

Underwriting is the process by which the lender decides whether
an applicant is creditworthy and should receive a loan.

Vintage refers to the year in which a loan, investment, or fund is
originated or begins deploying capital, grouping it with others from
the same time period.

Indexes are unmanaged, do not reflect the deduction of fees or
expenses, and are not available for direct investment.
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Important Information

The information contained herein is provided by Lord, Abbett & Co.
LLC (“Lord Abbett”). Lord Abbett is a registered investment adviser
under the U.S. Investment Advisers Act of 1940 (the “Advisers Act”),
as amended, and is subject to the Advisers Act rules and regulations
adopted by the U.S. Securities and Exchange Commission (‘SEC”).
Registration with the SEC does not imply a particular ability or
training. Lord Abbett is a global asset manager with headquarters in
Jersey City, New Jersey.

Certain information provided in the material has been obtained from
third party sources and such information has not been independently
verified by Lord Abbett. No representation, warranty, or undertaking,
expressed or implied, is given to the accuracy or completeness of
such information by Lord Abbett or any other person. While such
sources are believed to be reliable, Lord Abbett does not assume
any responsibility for the accuracy or completeness of such
information. Lord Abbett does not undertake any obligation to
update the information contained herein as of any future date.

Certain information contained in the material constitutes “forward-
looking statements,” which can be identified by the use of forward-
looking terminology such as “may,” “will,” “should,” “expect,”
“anticipate,” “project,” “estimate,” “intend,” “continue,” or “believe,”
or the negatives thereof or other variations thereon or comparable
terminology. Due to various risks and uncertainties, actual events,
results or actual performance may differ materially from those
reflected or contemplated in such forward-looking statements.
Nothing contained in the material may be relied upon as a guarantee,
promise, assurance or a representation as to the future.

Market forecasts and projections are based on current market
conditions and are subject to change without notice. Projections
should not be considered a guarantee.

Past performance is not a reliable indicator or guarantee of
future results. All investments involve risk, including the loss
of capital.

The views and opinions expressed are those of the Lord Abbett
author as of the date of the material, and do not necessarily
represent the views of the firm as a whole. Any such views are
subject to change at any time based upon market or other conditions
and Lord Abbett disclaims any responsibility to update such views.
References to specific asset classes and financial markets are for
illustrative purposes only. This material is not intended to be relied
upon as a forecast, research or investment advice. Neither Lord
Abbett nor the Lord Abbett author can be responsible for any direct
or incidental loss incurred by applying any of the information offered.

The information in this material does not constitute a distribution, an
offer, an invitation, a personal or general recommendation or
solicitation in any jurisdiction. This material has not been reviewed or
approved by any regulatory authority in any jurisdiction.

The information provided is not directed at any investor or category
of investors and is provided solely as general information about Lord
Abbett’s products and services and to otherwise provide general
investment education.

None of the information provided should be regarded as a suggestion
to engage in or refrain from any investment-related course of action
as neither Lord Abbett nor its affiliates are undertaking to provide
impartial investment advice, act as an impartial adviser, or give
advice in a fiduciary capacity.

Mentions of specific companies are for reference purposes only and
are not meant to describe the investment merits of, or potential or
actual portfolio changes related to, securities of those companies.

Unless otherwise noted, all discussions are based on U.S. markets
and U.S. monetary and fiscal policies.

This material may not be reproduced in whole or in part or any form
without the permission of Lord Abbett.

Important Information for non-U.S. Investors

Note to Switzerland Investors: In Switzerland, the Representative
is ACOLIN Fund Services AG, Leutschenbachstrasse 50, CH-8050
Zurich, whilstthe Paying Agent is Bank Vontobel Ltd., Gotthardstrasse
43, CH- 8022 Zurich. The prospectus, the key information
documents or the key investor information documents, the
instrument of incorporation, as well as the annual and semi-annual
reports may be obtained free of charge from the representative. In
respect of the units offered in Switzerland, the place of performance
is at the registered office of the representative. The place of
jurisdiction shall be at the registered office of the representative or at
the registered office or domicile of the investor.

Note to European Investors: This communication is issued in the
United Kingdom and distributed throughout the European Union by
Lord Abbett (Ireland) Limited, UK Branch and throughout the United
Kingdom by Lord Abbett (UK) Ltd. Both Lord Abbett (Ireland)
Limited, UK Branch and Lord Abbett (UK) Ltd are authorized and
regulated by the Financial Conduct Authority.

A decision may be taken at any time to terminate the arrangements
made for the marketing of the Fund in any EEA Member State in
which it is currently marketed. In such circumstances, Shareholders
in the affected EEA Member State will be notified of this decision and
will be provided with the opportunity to redeem their shareholding in
the Fund free of any charges or deductions for at least 30 working
days from the date of such notification.

Lord Abbett (Middle East) Limited is authorised and regulated by
the Dubai Financial Services Authority (“DFSA”). The entire content
of this document is subject to copyright with all rights reserved. This
research and the information contained herein may not be
reproduced, distributed or transmitted in any jurisdiction or to any
other person or incorporated in any way into another document or
other material without our prior written consent. This document is
directed at Professional Clients and not Retail Clients. Any other
persons in receipt of this document must not rely upon or otherwise
act upon it. This document is provided for informational purposes
only. Nothing in this document should be construed as a solicitation
or offer, or recommendation, to acquire or dispose of any investment
or to engage in any other transaction. Nothing contained in this
document constitutes an investment, an offer to invest, legal, tax or
other advice or guidance and should be disregarded when
considering or making investment decisions.
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Note to Singapore Investors: Lord Abbett Global Funds | plc (the
“Company”) and the offer of shares of each sub-fund of the
Company do not relate to a collective investment scheme which is
authorized under Section 286 of the Securities and Futures Act, Ch.
289 of Singapore (“SFA”) or recognized under Section 287 of the
SFA, and shares in each sub-fund of the Company are not allowed
to be offered to the retail public. Pursuant to Section 305 of the SFA,
read in conjunction with Regulation 32 of and the Sixth Schedule to
the Securities and Futures (Offers of Investments) (Collective
Investment Schemes) Regulations 2005 (the “Regulations”), the
Lord Abbett Global Multi-Sector Bond Fund, the Lord Abbett High
Yield Fund, the Lord Abbett Short Duration Income Fund, the Lord
Abbett Ultra Short Bond Fund, the Lord Abbett Climate Focused
Bond Fund, the Lord Abbett Emerging Markets Corporate Debt
Fund and the Lord Abbett Multi Sector Income Fund have been
entered into the list of restricted schemes maintained by the
Monetary Authority of Singapore for the purposes of the offer of
shares in such sub-funds made or intended to be made to relevant
persons (as defined in section 305(5) of the SFA), or, the offer of
shares in such sub-funds made or intended to be made in
accordance with the conditions of section 305(2) of the SFA. These
materials do not constitute an offer or solicitation by anyone in
Singapore or any jurisdiction in which such an offer or solicitation is
not authorized or to any person to whom it is unlawful to make such
an offer or solicitation.

Note to Hong Kong Investors: The contents of this material have
not been reviewed nor endorsed by any regulatory authority in Hong
Kong. An investment in the Fund may not be suitable for everyone.
If you are in any doubt about the contents of this material, you
should consult your stockbroker, bank manager, solicitor, accountant
or other financial adviser for independent professional advice. The
Fund is not authorised by the Securities and Futures Commission
(“SFC”) in Hong Kong pursuant to Section 104 of the Securities and
Futures Ordinance (Cap 571, Laws of Hong Kong) (“SFO”). This
material has not been approved by the SFC in Hong Kong, nor has
a copy of it been registered with the Registrar of Companies in Hong
Kong and, must not, therefore, be issued, or possessed for the
purpose of issue, to persons in Hong Kong other than (1) professional
investors within the meaning of the SFO (including professional
investors as defined by the Securities and Futures (Professional
Investors) Rules); or (2) in circumstances which do not constitute an
offer to the public for the purposes of the Companies (Winding Up
and Miscellaneous Provisions) Ordinance (Cap 32, Laws of Hong
Kong) or the SFO. This material is distributed on a confidential basis
and may not be reproduced in any form or transmitted to any person
other than the person to whom it is addressed
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