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Key Takeaways
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Credit fundamentals remain resilient, but the margin for error is narrowing.
Growth, earnings, and default trends remain supportive, while spreads are still
near historic tights and rates are likely to stay higher for longer. Limited room
for further spread compression, as well as growing dispersion across sectors,
ratings, and individual issuers should create a more idiosyncratic opportunity
set, increasing the importance of disciplined credit selection and relative value.

Al adoption is creating a new divide across credit markets.

Al is beginning to draw a clearer line between businesses that remain insulated
from adoption and those vulnerable to direct replacement, labor displacement,
or faster-moving Al-native competitors. Software has provided the first

clear example, but similar pressures are emerging across business services,
healthcare administration, and other workflow-driven industries. The near-term
test will be refinancing, with more than $100 billion of software and services
loans maturing between 2027 and 2029.

Financing the Al buildout has become a market-capacity issue.

Public IG markets have absorbed record issuance, but hyperscaler spreads
have widened, new issues have required larger price concessions, and
concentration and ratings constraints may limit future capacity. The result is a
supply-driven repricing—not a deterioration in credit quality—that could place
upward pressure on spreads across a broader range of fixed income assets.

Private investment-grade credit will be essential to closing the Al funding gap.
As public-market capacity becomes more constrained, financing should
increasingly migrate toward private placements, infrastructure debt, asset-
backed facilities, equipment financings, and project-level structures. These
transactions can offer stronger collateral, greater structural protection, and
more attractive spreads than unsecured public debt.

Al factor risk is changing the nature of diversification.

Portfolios that appear diversified across sectors and asset classes are
increasingly exposed to the same underlying driver: the pace of Al adoption
and infrastructure spending. Sectors such as cloud computing, power, and real
estate, as well as asset classes including leveraged finance, equities, and I1G
credit may therefore be more correlated than traditional classifications suggest.
As this concentration grows, genuine diversification should become more
valuable, increasing the appeal of investments tied to alternative capital cycles
and economic forces.
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