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2026 MARKET OUTLOOK

As private markets move from novel-
ty to necessity for high-net-worth investors, 
the prevailing question in 2026 is no longer 
whether to allocate to private credit, it’s how 
to do so with intention. In exploring this 
question, advisors are increasingly discover-
ing the benefits of the core middle market.

The core middle market is typically com-
prised of companies with EBITDA of between 
$15 million and $100 million. The appeal of 
the segment to managers is that it combines 
depth of opportunity with financing terms 
that tend to be more conservative than large-
cap private credit or broadly syndicated loans. 
These characteristics, from the perspective of 
advisors, help to make the core middle market a foundational 
building block for portfolio diversification.

An added draw for RIAs new to the segment is that cer-
tain tailwinds are forming that in 2026 should position the 
segment well for future growth. In a survey conducted by 
Audax Private Debt, more than 70% of private equity spon-
sors and limited partners (sample set of ~220 organizations) 
expect a moderate increase in middle-market M&A activity 
in 2026. That optimism aligns with more than $1.0 trillion in 
private equity dry powder and expectations for a more dovish 
fed that would likely catalyze M&A activity and help to feed 
the continued investor appetite for income-oriented assets. 

Structure Matters
While an improving economic backdrop would support fixed 
income more broadly, the core middle market, in particular, 
can serve a ballast function to private credit allocations. 
This is due to the structural benefits that distinguish this 
segment of the market and underscores its role as a diversi-
fier. Compared with upper-middle and large-cap private 
credit, core middle-market loans typically include stricter 
covenants, lower leverage, wider spreads, and higher yields. 
These structural advantages reinforce downside protection 
without sacrificing income. 

Other protections, when coupled with manager disci-
pline, also can aid in providing consistent credit quality. For 
instance, within Audax Private Debt’s direct lending plat-
form, we’ve led or co-led roughly 90% of transactions closed 

through September 2025, and more than 90% 
of the portfolio carries maintenance covenants. 
Moreover, while there was a steady gravitation 
to “pay in kind” structures in the upper-middle 
and large-market last year, PIK loans, at least in 
our experience, remained the exception. This 
has helped preserve cash income, while ensur-
ing expected outcomes remain aligned with 
our original underwriting.

Diversity Begets Diversification
Portfolio construction should reflect how 
investor access is evolving. As wealth plat-
forms have scaled, private credit exposure has 
become concentrated at the top. The ten larg-

est managers now control roughly two-thirds of evergreen 
AUM—a common proxy for private-wealth allocations.

That concentration creates overlapping portfolio expo-
sures and introduces unintended risks. By contrast, diversi-
fication is almost inherent to the core middle market, whose 
breadth, depth, and wide array of active sponsors naturally 
expand the opportunity set and universe of potential credits. 

The outlook for 2026 should enhance these characteris-
tics. The core middle market is positioned to be an engine 
of private credit deployment amid improving interest rate 
dynamics and vis-à-vis the large-cap segment, the core 
middle market should continue to benefit from generally 
wider spreads, stronger documentation, lower leverage, and a 
far more expansive universe of credits. 

For advisors and their clients seeking diversification and 
downside protection, the core middle market may be the right 
place to meet the moment—a segment where true diversifica-
tion still exists, and where access through experienced manag-
ers can help unlock the compelling opportunity set. S

Rahman Vahabzadeh and Steve Ruby are Managing Directors and 
Co-Heads of Originated Debt at NY-based Audax Private Debt.

Learn more at  
www.audaxprivatedebt.com  
and LinkedIn.

2026 Outlook: Diversification - The 
Antidote to 2025 Private Credit Jitters

By Rahman Vahabzadeh and Steve Ruby
AUDAX PRIVATE DEBT

http://www.audaxprivatedebt.com
https://www.linkedin.com/company/audax-private-debt/

