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Private capital was traditionally
accessed via drawdown
vehicles, which provide quarterly
estimates of their value. These
NAVs, however, have little direct
economic impact on investors.

A biased NAV may surprise LPs, but it does

not affect the profit or loss they make on their
investment. Evergreen funds have changed

this dynamic. Investors can subscribe to

or redeem from the fund at the stated NAV
(albeit in limited amounts), making its accuracy
paramount. Confidence in these NAVs is central
to the current turmoil in private-credit funds
(particularly, unlisted BDCs) raising an existential
question for the private semi-liquid market.

Most drawdown funds report NAVs only
quarterly, and with a delay of several months
after their reference date, making them both
infrequent and lagged. More timely and more
frequent valuations would be useful. Yet
because investors cannot act on those NAVs
(aside, perhaps, in a secondary transaction) their
accuracy is not critical.

Buyout funds may be approaching overvaluation
(Overvaluation of assets relative to exit values)
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Why valuations matter more now

Evergreen funds, by contrast, typically allow
quarterly redemptions. These transactions
take place at the manager-stated NAV, opening
the door to trading on any inaccuracies in the
NAVs. This creates the well-known dilution
problem, with investors trading in or out of a
fund at the expense of those who remain.

Deviations between manager-reported NAVs
and exit prices are not just of theoretical
interest. Our analysis highlights valuation
biases in drawdown funds, in which large
distributions boost the returns of undervalued
funds and depress those of overvalued

ones. The chart estimates an overvaluation
index based on this methodology. It suggests
that venture-capital drawdown funds may
have been overvalued during the pandemic,
and that even buyout funds may now be
approaching overvaluation.

But the same managers, and largely the same
valuation processes, apply to both drawdown
and evergreen funds. Moreover, redemptions
at manager-stated NAVs, and investor
confidence in those marks, lie at the core of
the current turmoil in the private-credit market.
Investors appear to have lost confidence in
the manager-stated NAVs, driving the price

of traded BDCs away from the NAV and
fueling demand for redemptions from the
unlisted vehicles.

Private markets have been moving toward
greater transparency for some time. Evergreen
funds have made it critical, and private credit’s
current travails make it an imperative.

Meeting this challenge requires more than a
commitment to disclosure. The market needs
valuations that are frequent enough to be
actionable, timely enough to remain relevant,
and grounded in transparent data and robust
methodologies. It also requires analytics that
go beyond point-in-time NAVs to encompass
the risk embedded in private portfolios,
something quarterly self-reported figures have
never been designed to provide.

Addressing these gaps is more than a
technical exercise. As wealth investors

enter private markets through semi-liquid
structures, the credibility of valuations
becomes a precondition for the asset class’s
continued growth.
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Loan valuations in private credit have been
under sustained pressure. Borrowers caught
between mounting stress in certain industries
and persistently high interest rates have tested
the asset class’s ability to deliver the returns
that made it so attractive in the first place,

and the rise in fair-value write-downs tells a
sobering story.

Three years of elevated base rates have
strained borrowers' ability to absorb higher
interest burdens, and what began in 2022

as a trickle of write-downs has grown into

a larger leak. Among loans in private-credit
funds, 15.7% have been marked below 80%
of principal — a rough threshold for distress
— and more than 10% are now marked below
50% — a level typically associated with deep
distress or risk of restructuring — according
to the Q3 2025 update of MSCI Private Capital
Transparency data.

Three years of rising rates. Three years of rising write-downs.

(Share of loans written down)
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Stress weighing on smaller funds

Distress is not distributed evenly: Smaller private-credit funds have
shown materially higher write-down rates than their larger peers.

The divide is visible across both moderate

and severe write-downs. Loans marked below
80% of principal have been a steadily growing
fraction of small funds' portfolios since 2022.
As of Q3 2025, nearly 20% of loans in small
funds were marked below 80, compared with
13% for large funds. Notably, the gap has
widened over the past two years, reversing an
earlier period when larger funds showed higher
levels of markdowns than their smaller peers.

The divergence is even more striking when we
consider loans marked below 50. In small funds,
the share of loans marked below 50 has more
than doubled from pre-rate-hike lows and now

stands at 13%. Large funds, by contrast, have
seen severe write-downs trend slightly downward
from 2020-2022 levels and stabilize in the high
single digits. In other words, the most acute
Impairments appear increasingly concentrated in
smaller vehicles, at least for now.

Importantly, these marks do not necessarily
imply imminent realized losses. GPs can resort
to amendments and maturity extensions

to manage troubled credits, delaying or
mitigating restructurings. But fair-value write-
downs — particularly those exceeding 50%

— sighal growing pressure that cannot be fully
papered over.
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The emerging size divide adds a new
dimension to distress in private credit. While
overall write-down rates remain manageable,
the burden is increasingly uneven. Smaller
funds — and smaller borrowers — may be
the first to feel interest rates bite, but if rates
remain elevated, the pain may spread to larger
companies and funds too. For allocators,
manager selection — and an understanding
of portfolio construction at different scales —
may matter as much as strategy selection in
navigating this phase of the credit cycle.

In private credit, size has meant relative safety

(Share of loans written down)
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Go deeper

Run Risk or Rational Repricing? Private Credit's Software Stress Test

Why LPs in Private Credit Deserve Clearer Borrower Reporting

Venture-Debt Loan Marks in Deteriorating Health
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THEME TWO: LIQUIDITY

Investors are waiting
(and waiting) for their
mohey back

A backlog of aging portfolio companies and
limited exit opportunities has forced private-
markets investors Iin recent years to recalibrate
expectations around liquidity and the duration
of closed-end investments.
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Private-equity cash flows
reached breakeven

(Cash flows, USD billion)

® Distributions
e Contributions

® Net cash flow

Across the industry, annual private-
equity distributions have averaged
USD 400-450 billion in the years
since 2021, while capital called has
averaged around USD 450-500
billion over the same period.

As a result, on a net cash-flow basis over the
past few years, newly raised private-equity
funds have continued to draw more capital

than mature funds have returned, limiting
investors' ability to reinvest in new vintages.

In 2025, however, contributions and distributions
were in balance as fundraising remained

slow and distributions ticked up modestly.

This convergence brought net cash flows to
breakeven for the first time since 2021.

In relative terms, the slowdown in distributions
has been even more pronounced given the
significant growth of the private-capital
industry since 2019. Historically, private-equity
distributions have averaged around 20% of
valuation annually. In 2025, that rate was just
12% as funds struggle to find meaningful exits.
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Underlying investment-
holding periods shed
light on the dynamics
that are playing out

In private markets.

Structurally, holding periods have been rising
since 2000, as companies are able to stay
private longer and tap increasingly large and
sophisticated pools of capital to support growth
without the constraints of public markets. This
shift is most pronounced in venture capital,
where the weighted-average holding age of
active investments rose from around two years
in 2000 to five years in 2019 and nearly six
years today. As of Sept. 30, 2025, weighted
average holding ages across key asset classes

are at all-time highs.

Since 2021, the distribution of investment-

holding ages has shifted meaningfully.

Investments made during 2020-2021 are now
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aging, new investments account for a relatively
small fraction of aggregate capital, and an
increasing proportion of fund valuations is

tied up in older holdings. This trend is most
pronounced in venture capital, where 25% of
current valuation is in investments that are eight
years or older.

This compositional view provides clearer
insights into previous cycles, in which periods
of investment followed by a market correction
led to an aging of the overall portfolio. In
buyout and real estate, this dynamic played out
around the global financial crisis, when a glut
of investments made between 2005 and 2007
took nearly a decade to work through.

Holding periods getting longer
(Holding age, years)
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.The par.a"els i pOSt'C”.S W LPs used the secondary market to get out. GPs used it to stay
instructive, but so are the differences. ]

Then, the backlog was largely a function of In longer.
market dislocation. Today, while elements of (USD billion)
dislocation remain, a more durable force is at

work: a structural shift in how long companies

choose to remain private. For LPs waiting on

distributions, the distinction matters less than 250

the outcome.

® P volume ® GP-led volume

Amid the slowing of traditional exit routes such
as IPOs, GPs have become creative about
returning cash to their investors. The volume of
transactions in the secondary market reached
a record USD 240 billion in 2025, up 48% from
a year earlier, with roughly USD 115 billion,
coming from GP-led deals, an increase of 53%
from a year earlier.
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Such deals tend to be structured in the form

of continuation vehicles. Between 2016 and

2020 the ratio of contributions to continuation

vehicles relative to distributions from private-

equity funds 10 years or older averaged just

6%, indicating limited use of such structures. 100
From 2021 through the quarter ended Sept.

30, 2025, however, the average jumped to

20%, reflecting a noticeable uptick in GP-led

secondary activity.
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Source: Global Secondary Market Review, Jefferies, January 2026

Continuation funds went from an exception to a habit. The data shows when that happened.
(Contributions to continuation funds as share of PE fund distributions)
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Distributions from mature PE funds (10 years or older). Rolling 1-year share. Data as of Q3 2025. Source: MSCI Private Capital Universe
















































