
May 2026

Introduction to 
specialty credit

stepstonegroup.com

Specialty credit has gained attention within the private 
credit universe in recent years. While direct lending 
remains the most established private debt strategy, 
specialty credit offers exposure to a broader set of 
opportunities. It centers on transactions backed 
by pools of collateral, where repayment depends 
primarily on the performance and contractual cash 
flows of underlying assets rather than a borrower’s 
projected EBITDA.  

As a result, it can provide diversification benefits 
and attractive risk-adjusted returns within a credit 
portfolio. Despite its growing relevance, specialty 
credit remains relatively underexplored compared 
with traditional private debt strategies. In this paper, 
we introduce specialty credit, including its key 
characteristics, investment rationale, and role within 
credit portfolios.
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Specialty credit represents a broad and evolving segment 
of private credit that extends beyond traditional corporate 
lending (Figure 1). It mostly centers around asset-backed 
strategies, where repayment depends primarily on the value 
and cash flows of underlying collateral rather than a corporate 
borrower’s earnings: 

•	 Asset-backed lending (‘ABL’): loans made to businesses 
secured by hard or financial assets

•	 Asset-based finance (‘ABF’): a broad term for financing 
arrangements secured by assets, including (whole) loans, 
securitizations, leasing, factoring, etc.

Specialty credit investing therefore places greater emphasis on 
collateral quality, cash flow durability, structural protections, 
servicing capabilities, and the legal framework supporting the 
assets. This differs from direct lending, where underwriting 
focuses on a company’s earnings and ability to generate future 
operating cash flows.

Importantly, specialty credit is not a single, homogeneous 
strategy, but rather a broad ecosystem of sub-strategies 
spanning hard assets, financial assets, and selected forms of 
corporate exposure. The opportunity set includes equipment 
leasing, aviation finance, consumer lending, royalties, litigation 
finance, NAV lending, and residential and commercial 
mortgages, among others. Many of these assets are closely 
tied to everyday economic activity and exhibit quality return 
drivers across sectors.

Beyond the diversity of underlying assets, specialty credit 
also differs from traditional corporate lending in the structure 
and timing of cash flows. Many transactions are backed by 
self-amortizing asset pools that return principal progressively 
as underlying assets generate cash flows. This contrasts with 
typical direct lending loans, where investors receive periodic 
interest payments and depend on a refinancing, sale, or 
other liquidity event for a large bullet repayment at maturity. 
Specialty credit investments often exhibit a more front-loaded 
cash flow profile, reducing exposure earlier in the investment 
lifecycle and helping portfolios naturally de-risk over time.

Consumer

Everyday spending 
fueled by consumer 
credit

Family/health

Healthcare services
requiring specialized 
financing

Home

Financing for single 
and multi-family homes,
such as mortgages and 
whole loans

Education

Student loans for 
undergraduate and 
graduate schools

Transportation

Leases for automobiles, 
aircraft, ships, and 
other transportation 
equipment

Work

Financing for 
commercial and 
industrial real estate 
such as real estate debt 
and construction loans

Consumption

Leases for 
equipment 
and machinery

Entertainment

Music, media, and 
digital content 
financed by royalty-
based structures

Source: StepStone Group, for illustrative purpose only.

FIGURE 1: �SPECIALTY CREDIT LANDSCAPE

What is specialty credit?
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These structural characteristics are reflected in the breadth 
and scale of the market opportunity. Estimates of the broader 
specialty credit universe vary, with some placing it at close to 
$20 trillion globally, with further growth expected over time 
(Figure 2).1 

Why invest?
The investment case for specialty credit is supported by  
strong and growing demand for flexible financing solutions 
across sectors. 

Many of the structural forces that drove the growth of modern 
direct lending are now reinforcing the expansion of specialty 
credit. Tighter banking regulation, higher capital requirements, 
and more burdensome accounting and provisioning 
standards have reduced banks’ willingness and, in some 
cases, ability to hold certain assets and provide specialized 
financing. Regulatory developments, including the ongoing 
implementation of Basel III reforms and more stringent credit 
loss provisioning frameworks, have further contributed to this 
retrenchment (Figure 3). Periods of market dislocation often 
accelerate these dynamics further, as borrowers increasingly 
seek reliable and customized sources of capital.

For investors, this combination of rising borrowing demand 
and constrained traditional supply creates a particularly 
attractive environment, expanding the opportunity set while 
enhancing lenders’ ability to negotiate favorable structures, 
pricing, and protections.

FIGURE 2: �SPECIALTY CREDIT MARKET SIZE
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Source: KKR, as of 2025, for illustrative purposes only. 

AVAILABLE 
CAPITAL

BASEL III ENDGAME

Requires banks to hold more capital 
against their loans 

CECL RESERVES

Requires banks to set aside more reserves 
upfront for expected credit losses

•	 Credit cards

•	 Construction

•	 C&I

•	 Fund finance

•	 Lender

•	 Installment loans

•	 Auto loans

•	 RV / marine

•	 Student loans

•	 Resi solar loans

Asset sale

Significant Risk 
Transfer (SRT)/
regulatory capital

Capital-relief solutions

Source: StepStone Group, for illustrative purposes only.

FIGURE 3: SPECIALTY CREDIT BENEFITTING FROM DISINTERMEDIATION

1 Apollo, 2023.

These figures highlight that specialty credit is not a marginal 
niche, but an institutional-scale opportunity that remains 
relatively early in its adoption cycle.
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From a portfolio construction perspective, specialty credit 
may complement both direct lending and public fixed income. 
Its exposures are often non-corporate, asset-based, and 
backed by large pools of collateral, reducing reliance on the 
financial performance of a single corporate borrower. Instead, 
repayments are anchored in contractual cash flows generated 
by underlying assets and reinforced by structural protections 
such as amortization, overcollateralization, covenants, and 
asset-level controls. As a result, specialty credit may be 
less sensitive to corporate earnings cycles and broader 
macroeconomic volatility.

Diversification 
The diversification benefits are further strengthened by the 
breadth of underlying exposures. Asset classes such as 
consumer auto loans, aircraft leases, credit cards, royalties, 
and residential or commercial mortgages are driven by 
different economic factors and may therefore perform 
differently across cycles. Allocating across strategies, asset 
types, and geographies can improve portfolio robustness, 
particularly during periods of market stress.

Differentiated returns
Specialty credit may also offer the potential for enhanced 
returns. The market is inherently complex and operationally 
intensive, requiring specialized expertise in asset-level 
underwriting, data analysis, servicing oversight, and legal 
structuring. These higher barriers to entry tend to limit 
competition and may support more attractive pricing and 
stronger structural protections. For investors, this complexity 

Role in a portfolio

FIGURE 4: MEDIAN NEW ISSUE SPREAD
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may create a premium for skill, selectivity, and execution. In 
many cases, specialty credit strategies have the potential to 
generate incremental yield, often 200-300 basis points above 
comparable unlevered direct lending strategies, reflecting both 
the additional complexity and the differentiated nature of the 
underlying risks (Figure 4).
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Building specialty credit exposure requires a deliberate 
focus on diversification across collateral types, sub-sectors, 
managers, and sourcing channels. Concentrating exposure 
in a single segment may limit the diversification benefits that 
specialty credit can provide (Figure 5). A well-constructed 
portfolio should therefore span hard assets, financial assets, 
and other specialty lending categories.

The diversity of the market also means that underwriting 
expertise is highly specialized. Aviation finance, for 
example, depends on lease structures, residual values and 
transportation markets, while consumer lending relies 
more heavily on borrower data, servicing capabilities, and 
repayment behavior. NAV lending introduces yet another 
set of counterparties, structures, and risk drivers. No single 
underwriting framework can be uniformly applied across the 
broader specialty credit universe.

Building exposure

FIGURE 5: SPECIALTY CREDIT EXPOSURE BY COLLATERAL

CLO/CBO (21%)

Opportunistic real estate (19%)

Reg cap/SRT (12%)

Residential mortgages (8%)

Aviation (8%)

Capital solutions (7%)

IP rights/royalties (6%)

Software lending (3%)

Consumer loans (3%)

Commercial mortgages (2%)

Credit cards (1%)

Shipping (1%)

Fund finance (1%)

Litigation (1%)

Equipment leasing (<1%)

Auto (<1%)

Accounts receivable (<1%)

Other (3%)

Consumer loans (23%)

Capital solutions (16%)

Student loans (10%)

Fund finance (10%)

Residential mortgages (9%)

Commercial mortgages (5%)

Equipment leasing (4%)

Auto (4%)

Small business loans (2%)

Opportunistic real estate (2%)

Credit cards (2%)

CLO/CBO (1%)

Reg Cap/SRT (1%)

Aviation (1%)

Other tangible (1%)

IP rights/royalties (<1%)

Shipping(<1%)

Inventory (<1%)

Other (<1%)

Source: StepStone Group, as of December 2025.

VINTAGE I VINTAGE II

This specialization reinforces the importance of manager 
diversification. A multi-manager approach may broaden 
access to strong opportunities, specialized underwriting 
expertise, and diversified sourcing networks while reducing 
concentration risk. Diversified sourcing channels can further 
strengthen portfolio construction: Primary investments 
provide access to new deal flow, secondary transactions 
may accelerate deployment and reduce blind-pool risk, and 
co-investments can enhance portfolio economics through 
lower fees. Taken together, diversification across strategies, 
managers, and access channels is a key driver of portfolio 
resilience and long-term returns in specialty credit.
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Specialty credit represents a compelling evolution within 
private credit, expanding the opportunity set beyond 
traditional corporate lending and introducing strong returns. 
Its investment appeal is supported by three mutually 
reinforcing pillars:

1.	 Diversified collateral exposure

A well-constructed specialty credit portfolio spans a broad 
range of hard assets, financial assets, and niche lending 
strategies with distinct risk and cash flow drivers. This 
breadth of exposure may reduce reliance on any single sector, 
borrower, or economic factor, enhancing resilience across 
market environments.

2.	 Manager diversification

A multi-manager approach can broaden access to 
differentiated opportunities, specialized underwriting 
expertise, and diversified sourcing networks while reducing 
concentration risk.

Conclusion

3.	 Multi-channel access

Primary investments, secondaries, and co-investments 
each play complementary roles in portfolio construction. 
Combining these channels may improve deployment 
flexibility, increase visibility into underlying exposures, and 
enhance overall portfolio efficiency.

In an environment characterized by rising financing demand, 
continued bank retrenchment, and an increasing premium 
on specialized underwriting capabilities, specialty credit may 
offer investors enhanced diversification, access to attractive 
risk-adjusted returns, and more resilient credit portfolios.



7Introduction to specialty credit   |

This document is for informational purposes and is meant only to provide a broad overview for discussion purposes. This document does not constitute 
an offer to sell, a solicitation to buy, or a recommendation for any security, or as an offer to provide advisory or other services by StepStone Group LP, 
StepStone Group Real Assets LP, StepStone Group Real Estate LP, StepStone Group Private Wealth LLC, StepStone Group Private Debt AG, StepStone 
Group Europe Alternative Investments Limited and StepStone Group Private Debt LLC, their subsidiaries or affiliates (collectively, “StepStone”) in any 
jurisdiction in which such offer, solicitation, purchase or sale would be unlawful under the securities laws of such jurisdiction. The presentation is being 
made based on the understanding that each recipient has sufficient knowledge and experience to evaluate the merits and risks of investing in private 
market products. Information contained in this document should not be construed as financial or investment advice on any subject matter. StepStone 
expressly disclaims all liability in respect to actions taken based on any or all of the information in this document. This document is confidential and 
solely for the use of StepStone and the existing and potential investors or clients of StepStone to whom it has been delivered, where permitted. By 
accepting delivery of this presentation, each recipient undertakes not to reproduce or distribute this presentation in whole or in part, nor to disclose any 
of its contents (except to its professional advisors), without the prior written consent of StepStone. 

Expressions of opinion are intended solely as general market commentary and do not constitute investment advice or a guarantee of returns. All 
expressions of opinion are as of the date of this document, are subject to change without notice and may differ from views held by other businesses  
of StepStone.

Some information used in the presentation has been obtained from third parties through various published and unpublished sources considered to be 
reliable. StepStone does not guarantee its accuracy or completeness and accepts no liability for any direct or consequential losses arising from its use. 
Thus, all such information is subject to independent verification by prospective investors. 

All information provided herein is subject to change.

All valuations are based on current values calculated in accordance with StepStone’s Valuation Policies and may include both realized and unrealized 
investments. Due to the inherent uncertainty of valuation, the stated value may differ materially from the value that would have been used had a ready 
market existed for the portfolio investments or a different methodology had been used. The long-term value of these investments may be lesser or 
greater than the valuations provided.

StepStone Group LP, its affiliates and employees are not in the business of providing tax, legal or accounting advice. Any tax-related statements 
contained in these materials are provided for illustration purposes only and cannot be relied upon for the purpose of avoiding tax penalties. Any 
taxpayer should seek advice based on the taxpayer’s particular circumstances from an independent tax advisor.

Prospective investors should inform themselves and take appropriate advice as to any applicable legal requirements and any applicable taxation and 
exchange control regulations in the countries of their citizenship, residence or domicile which might be relevant to the subscription, purchase, holding, 
exchange, redemption or disposal of any investments. Each prospective investor is urged to discuss any prospective investment with its legal, tax and 
regulatory advisors in order to make an independent determination of the suitability and consequences of such an investment.

An investment involves a number of risks and there are conflicts of interest. Please refer to the risks and conflicts disclosed herein or in relevant 
disclosure documents associated with potential investments.

Each of StepStone Group LP, StepStone Group Real Assets LP, StepStone Group Real Estate LP, StepStone Group Private Wealth LLC and StepStone 
Group Private Debt LLC is an investment adviser registered with the Securities and Exchange Commission (“SEC”). StepStone Group Europe LLP is 
authorized and regulated by the Financial Conduct Authority, firm reference number 551580. StepStone Group Europe Alternative Investments Limited 
(“SGEAIL”) is an investment adviser registered with the SEC and an Alternative Investment Fund Manager authorized by the Central Bank of Ireland 
and StepStone Group Private Debt AG (“SPD”) is an SEC Exempt Reporting Adviser and is licensed in Switzerland as an Asset Manager for Collective 
Investment Schemes by the Swiss Financial Markets Authority FINMA. Such registrations do not imply a certain level of skill or training and no 
inference to the contrary should be made.

In relation to Switzerland only, this document may qualify as “advertising” in terms of Art. 68 of the Swiss Financial Services Act (FinSA). To the extent 
that financial instruments mentioned herein are offered to investors by SPD, the prospectus/offering document and key information document (if 
applicable) of such financial instrument(s) can be obtained free of charge from SPD or from the GP or investment manager of the relevant collective 
investment scheme(s). Further information about SPD is available in the SPD Information Booklet which is available from SPD free of charge.

All data is as of May 2026 unless otherwise noted.

PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS. ACTUAL PERFORMANCE MAY VARY.
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We are global private markets specialists 
delivering tailored investment solutions, 
advisory services, and impactful, data- 
driven insights to the world’s investors.
Leveraging the power of our platform  
and intelligence across sectors, strategies, 
and geographies, we help identify the 
advantages and the answers our clients 
need to succeed.


