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ChatGPT on ‘Dispersion’ and ‘Beta’ in Private Credit

By Kerry Pechter Sun, May 3, 2026

I recently asked ChatGPT to help translate some of the private credit patois that I heard at recent conferences. People were talking

about 'dispersion.' And they were saying, 'Private credit is not a beta trade any more.' Here's what ChatGPT told me.

The word “dispersion” and the phrase, “It’s not a beta trade
anymore” were two expressions that I heard frequently at two
different conferences on private credit that I attended in April.
While I had a vague understanding of their significance, I
wanted a deeper dive. So I turned to A.I. Here’s a transcript of
my recent conversation with ChatGPT:

RIJ: The private credit world has been abuzz with talk of
“dispersion.” That means wide dispersion in the returns posted

by managers of bundles of securitized leveraged loans, such as
business development companies (BDCs) and CLOs, right? Do
you have data on that?

ChatGPT: Yes—"“dispersion” is very much a real thing in private credit right now, and
importantly, it’s not just a buzzword. There is evidence—both qualitative and
quantitative—that return dispersion has widened, especially in CLOs and BDCs.

What “dispersion” means
In this context, dispersion means widening gap between winners and losers across:

o CLO tranches

o CLO managers

o BDCs / direct lenders
o underlying loans

It’s cross-sectional dispersion, not volatility.
CLOs: real, measurable dispersion

There is very striking hard data here of manager dispersion. In CLO equity returns, you see
~500-800 bps annual spread between top and bottom quartile managers. Two CLOs holding
similar loans can produce radically different outcomes.
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Tranche dispersion (by risk level)

o AAA CLOs: ~50-150 bps dispersion
e BB CLOs: ~200-400 bps dispersion

Dispersion increases as you move down the capital stack
What's driving it now (2025-2026 narrative)

 “Bifurcation” in leveraged loans

 Strong vs weak issuers diverging

» Idiosyncratic credit outcomes
Dispersion is now an issuer-level phenomenon, not just sector-level.
BDCs / direct lending: same story

Academic evidence shows that BDC returns are:

o “Widely dispersed” across managers
o With persistent top- and bottom-quartile performance

That persistence suggests that dispersion is not random—it reflects underwriting and
structure.

Why dispersion is increasing now
1) We're at the end of the “everything works” era.

In the 2010s to early 2020s, low default rates masked performance difference. Now, weaker
underwriting is being exposed. As one study noted, strong past returns “obscured
meaningful differences in manager skill. ”

2) Loan market “K-shape”

» Strong borrowers are refinancing fine
» Weak borrowers are struggling

That creates dispersion inside CLO portfolios.
3) Structure amplifies differences. CLOs are not just loan baskets, they have:

» Reinvestment periods
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 Trading decisions
e Tranche structure

In short, manager decisions matter a lot.

When they say “dispersion,” they’'re often implying: “This is no longer a beta trade—you
need manager selection.”

That’s both a real observation and a convenient sales narrative. Dispersion talk often shows
up when easy returns are gone and differentiation becomes the story. It can mean genuine
opportunity for skilled managers or justification for:

o Higher fees
o Active management
o More complex vehicles (like CLO ETFs)

Bottom line

* Yes—dispersion in private credit is real and documented
e [tis:

o Large in CLO equity (hundreds of bps)

o Moderate in debt tranches

o Persistent across BDCs
« It’s increasing due to:

o Credit bifurcation

o Higher rates

o More stressed borrowers

“Dispersion” is shorthand for: the asset class no longer moves together—and outcomes now
depend heavily on who’s picking the loans and structuring the deal.

If you want, we can go one level deeper—e.g., whether dispersion actually translates into
realized investor outcomes in CLO ETFs vs. being mostly captured upstream by managers.

RI]J: In a moment. First: People are saying that private credit isn’'t a beta trade “anymore.”
Can you unpack that a little?

ChatGPT: That line—“private credit is not a beta trade anymore”—is partly descriptive,
partly marketing. Here’s how to unpack it cleanly.
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Start with the terms

» Beta (in this context) refers to returns that are driven by broad market exposure—e.g.,
just owning a diversified pool of leveraged loans and clipping the spread.

 Alpha refers to returns driven by manager decisions—credit selection, structuring,
workouts, trading.

What they're trying to say

For much of the 2010s, we saw low rates, low defaults and abundant liquidity. Most lenders
earned similar outcomes just by being “in the asset class.” So private credit behaved like
beta.

» Wide dispersion wasn’t obvious
» Mediocre underwriting didn’t get punished much

What'’s changed (the factual part)
1) Defaults and stress are rising (selectively)

» Weaker borrowers are breaking
 Stronger ones are fine

Outcomes diverge.
2) Financing conditions tightened

» Refinancing risk matters
» Capital structure matters

3) Structures are more complex
» Covenant-lite loans
e Payment-in-kind (PIK) toggles

« Liability management exercises

Manager skill actually shows up.

It would be fair to say, “Returns are becoming more dispersed and more sensitive to
underwriting and structure.”
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Where the phrase becomes sales language

“Not a beta trade anymore” subtly implies that you need active management and access to
top managers, and therefore higher fees are justified. You hear the same rhetorical moves in
hedge funds, active equity, structured credit. Translation: “Don’t treat this like a
commodity—we add value.”

What to push back on

1) It’s still partly beta. Even now, most returns still come from spread over base rates
(SOFR, etc.). That’s classic beta exposure.

2) Dispersion # guaranteed alpha. Just because dispersion exists, it doesn’t mean that
investors capture it. Fees, structure, and timing matter.

3) Timing of the narrative is telling. You'll hear “alpha matters” most when returns are
getting harder, defaults are rising, and dispersion increases.

In short, private credit used to deliver relatively uniform, spread-driven returns; now
outcomes are diverging, so manager selection is being emphasized.

Bottom line

Dispersion is rising, and underwriting matters more. But it’s still largely a spread (beta)
asset class. The “alpha” story is partly positioning and fee defense.

“Not a beta trade anymore” really means: the easy, uniform returns are gone—and now they
want you to believe skill will replace them. That’s a great line for your audience because it
separates the real shift from the sales overlay.

RIJ: Excellent answer. But I skipped over your point about dispersion affecting CLO-ETFs.
Can the skillful active management of CLOs offset the dispersion risk for the end investor?

ChatGPT: It can soften dispersion—but it doesn’t eliminate it, and it often just relocates
where the dispersion shows up (and who captures it).

Let’s unpack that carefully. A CLO-ETF is typically holding tranches of many CLOs, often
across:

 Different managers
 Vintages
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 Parts of the capital stack (mostly AAA/AA in many funds)
And it is actively managed at the ETF level.
So you have two layers of management:

» CLO manager (inside each deal)
» ETF manager (allocating across CLOs/tranches)

How that interacts with dispersion

1) Diversification does compress dispersion if individual CLOs have wide
performance differences and you hold many of them.

Then idiosyncratic manager dispersion gets averaged down. That’s basic portfolio math.
So yes: CLO-ETFs reduce extreme outcomes relative to single-CLO exposure
2) But structure already removed much of the dispersion.

Remember that most CLO-ETFs are concentrated in senior tranches (AAA/AA). Those
tranches already have low default sensitivity and tight return bands. So a lot of dispersion
has already been engineered away before the ETF layer.

3) Active management reintroduces a different kind of dispersion.

Now the ETF managers rotate between managers, tranches and vintages. They respond to
spreads and credit conditions. That creates manager-level dispersion at the ETF level.

So instead of asking, “Which CLO manager wins?”, You're asking “Which ETF manager
allocates best across CLOs?”

4) What happens to the “alpha”?

This is the key. There are three layers where value can be captured:
» Underlying loan selection - CLO manager
» Tranche structuring - CLO structure

» Allocation across CLOs —» ETF manager

By the time you get to the ETF investor, much of the potential “alpha” has already been
diluted or captured upstream (fees, structuring economics).
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5) Fees and frictions matter
Each layer has:

e Fees
» Trading costs
e Structural constraints

Over time, these can offset the benefits of diversification and active allocation

Does active management “solve” dispersion? It helps by smoothing outcomes, reducing
blow-up risk, and diversifying manager exposure. It doesn’t eliminate dispersion entirely,
guarantee better returns, or ensure that investors capture the upside of dispersion.

The cleanest way to say it

“CLO-ETFs can diversify away some of the dispersion across individual CLOs, but in doing
so they also compress outcomes—and shift the source of differentiation to the ETF manager,
while much of the underlying value is captured earlier in the structure.”

What you were circling earlier becomes clearer here:

» Dispersion exists but it may not fully reach the end investor.
» Instead, it justifies active management and product layering

CLO-ETFs don’t eliminate dispersion—they package and redistribute it, often
smoothing outcomes while leaving much of the upside elsewhere.

If you want, we can go one step further: whether CLO-ETFs behave more like credit beta
with fees or actually deliver persistent manager alpha—that’s where the debate really gets
sharp.

RIJ: Let me guess... if you're aiming for beta with a CLO-ETF, you're paying too much for it.
ChatGPT: Yes, but I'd dial it in a notch so it’s precise rather than absolute.

If a CLO-ETF is delivering something close to senior secured loan beta (i.e., spread over
SOFR with low credit volatility) then yes, you're likely paying more in fees and complexity
than you would for simpler ways to get similar exposure.
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Why that can be true
1) Layered fees

You've got, CLO structure (embedded economics), CLO manage, and ETF manager. Even if
each layer is “reasonable,” cumulatively they eat into what is fundamentally a spread
product.

2) Senior tranche reality

Most CLO-ETFs lean toward AAA / AA tranches. Those behave like high-quality floating-rate
credit, which already exists in simpler, cheaper forms.

3) Diversification compresses outcomes

As we said, dispersion gets smoothed and upside gets diluted. So you often end up with
something that looks like beta, after all the engineering

It’s not pure beta

CLO tranches have features that differ from plain loans or bonds:
 Structural protections
 Floating-rate coupons
» Different spread behavior in stress

So they're not perfectly replicable with vanilla instruments.

2) Convenience has value

For some investors, CLO-ETFs offer liquidity, access to a hard-to-reach market, operational
simplicity. That can justify some fee premium.

3) In certain environments, structure helps

In stressed credit environments, CLO structures can protect senior tranches and outperform
naive loan exposure. That’s part of what investors are paying for. I'd phrase it as:

“If the end result behaves like diversified, high-quality floating-rate credit, investors should
question whether the additional layers of structure and fees are delivering enough
incremental benefit to justify the cost.
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Bottom line
CLO-ETFs can look like beta after fees and diversification. But:

» They’re not identical to simpler credit exposure
» And may offer access, structure, risk management

Here’s a one-line takeaway. ‘If it walks like beta and pays like beta, you should ask
why it costs more than beta.’
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