WISDOMTREE BLOG

Private Credit Beyond the Headlines: Why Di-
versification and Liquidity Matter More Than
Ever

Published June 10, 2026

Kevin Flanagan
Head of Investment and Fixed Income Strategy

Chris Acito
CEO, Gapstow Capital Partners

Key Takeaways

e Alternative credit extends beyond direct lending, offering diversified income opportunities across
multiple credit sectors.

e Liquidity matters—publicly traded structures can provide greater flexibility and transparency than some
private vehicles.

» Different credit sectors follow different cycles, making diversification a valuable tool for managing risk
and enhancing portfolio resilience.

Private credit has become one of the fastest-growing areas of income investing. As investors search for
attractive yields and alternative sources of return, attention has increasingly shifted toward direct lending,
private debt funds and other nontraditional credit strategies.

Yet the growing popularity of the asset class has also created confusion. Headlines often focus on a single
segment of the market, leaving investors with an incomplete picture of the broader opportunity set. For
investors evaluating private credit today, two considerations stand out: diversification and liquidity.

Understanding how different credit sectors interact, and how investors can access them, may be just as
important as the yield they seek to offer.

Credit Markets Remain Resilient

Despite significant shifts in interest-rate expectations, Treasury yields and geopolitical developments, credit
markets have generally remained resilient.

Investment-grade and high-yield credit spreads have stayed relatively contained, reflecting continued
demand for income-producing assets. While certain sectors have experienced pockets of volatility, the
broader credit landscape continues to benefit from investors seeking attractive yields relative to Treasuries.
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At the same time, structural changes in the economy, including rising investment in artificial intelligence
infrastructure, data centers and technology development, are creating substantial capital needs across
both public and private markets. These financing demands extend well beyond traditional corporate
borrowing and reinforce the growing importance of alternative credit channels.

Private Credit Is Larger Than Direct Lending

Many investors equate private credit with direct corporate lending through Business Development Com-
panies (BDCs)—publicly traded investment companies that provide financing to small and middle-market
businesses. While BDCs play an important role in the market, they represent only one component of a
much larger ecosystem.

Alternative credit opportunities can include:

e Corporate direct lending through BDCs

» Commercial real estate lending

* Residential mortgage credit

e Structured credit strategies

* Credit-focused closed-end funds

e Leveraged loan and high-yield exposures

Each segment responds differently to economic conditions, interest rates and credit cycles. As a result,
concentrating solely on one area may expose investors to risks that could potentially be mitigated through
broader diversification.

There Is No Single Credit Cycle
One of the most common misconceptions in credit investing is the idea that all credit sectors move together.

In reality, different areas of the market often experience distinct cycles. Housing and consumer finance may
perform differently from commercial real estate. Investment-grade corporate borrowers can face different
conditions than below-investment-grade issuers. Residential mortgage markets may benefit from trends
that have little impact on direct lending portfolios.

For investors, this creates an opportunity.

By combining exposures across multiple credit sectors, portfolios can potentially reduce dependence on

any single market segment while maintaining attractive income characteristics. Diversification within credit
can help smooth outcomes when one area of the market encounters challenges and another experiences
strength.

Why Liquidity Matters
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Yield often dominates discussions about private credit, but liquidity can become equally important during
periods of market uncertainty.

Many private credit vehicles are designed around less-liquid underlying assets. As a result, redemption
features may be limited, gated or subject to periodic windows rather than daily access.

This structure is often necessary when investing in less-liquid assets. However, investors should fully
understand the trade-offs before allocating capital.

Publicly traded credit vehicles offer a different approach. Because shares trade on an exchange, investors
can buy or sell throughout the trading day without relying on the underlying manager to meet redemption
requests. This structure provides transparency and flexibility, though market prices can trade above or
below net asset value depending on investor sentiment.

For advisors and investors alike, understanding the distinction between asset liquidity and share liquidity
is a critical part of portfolio construction.

A Diversified Approach to Alternative Income

The WisdomTree Private Credit and Alternative Income Fund (HYIN) was designed to provide diversified
exposure across multiple alternative credit sectors within a liquid ETF structure.

Rather than focusing exclusively on direct lending, the strategy incorporates exposure to:

e Business development companies
¢ Commercial mortgage REITs

e Residential mortgage REITs

» Credit-focused closed-end funds

The objective is to create a diversified portfolio of income-producing assets that can access multiple
sources of yield while seeking to reduce reliance on a single segment of the alternative credit universe.

This multi-sector approach reflects the view that investors may benefit from broader exposure to alternative
credit opportunities rather than concentrating solely on one area of the market.

Conclusion

Private credit continues to attract investor attention for its income potential, but successful allocation
decisions require looking beyond headline yields.

Diversification across credit sectors, awareness of liquidity characteristics and an understanding that differ-
ent parts of the market operate on different cycles can help investors build more resilient income-oriented
portfolios.

As the alternative credit landscape evolves, investors may find that the most effective approach is not
choosing a single credit sector but accessing multiple sources of income through a thoughtfully diversified
strategy.

https://www.wisdomtree.com/us/insights/blog/private-credit-beyond-the-headlines-why-diversification-and-lig-

uidity-matter-more-than-ever WISDOMTREE


https://www.wisdomtree.com/us/products/alternative/hyin

WISDOMTREE BLOG

https://www.wisdomtree.com/us/insights/blog/private-credit-beyond-the-headlines-why-diversification-and-lig-

uidity-matter-more-than-ever WISDOMTREE



WISDOMTREE BLOG

Important Risks Related to this Article

There are risks associated with investing, including the possible loss of principal. The Fund invests in
private credit and alternative credit sectors through investments in underlying closed-end investment com-
panies (“CEFs"), including those that have elected to be regulated as business development companies
(“BDCs"), and real estate investment trusts (“REITs"). The value of the underlying securities held by a CEF
could decrease or the portfolio could become illiquid. The value of a CEF can decrease due to movements
in the overall financial markets. Federal securities laws impose restraints upon the organizations and
operations of BDCs that can negatively impact the performance of a BDC. BDCs generally invest in less
mature private companies, which involve greater risk than well-established, publicly traded companies
and are subject to high failure rates among the companies in which they invest. By investing in REITSs, the
Fund is exposed to the risks of owning real estate, such as decreases in real estate values, overbuilding,
increased competition and other risks related to local or general economic conditions. The Fund invests in
the securities included in, or representative of, its Index regardless of their investment merit, and the Fund
does not attempt to outperform its Index. Please read the Fund’s prospectus for specific details regarding
the Fund’s risk profile.
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