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In April 2025, we published the paper, The
Rise of Private Credit: Fueling Growth or
Brewing Risk?, examining the rapid growth
of private credit, the factors driving its
expansion and the opportunities and risks
associated with this evolving asset class.
The paper also identified several emerging
trends, including the expansion into asset-
backed finance, larger corporate borrowers,
increasing participation by retail investors
and closer links between banks and private
credit managers.

We noted powerful tailwinds supporting
growth, including substantial dry powder,
expansion into new areas and sectors and
retail investor participation. We also noted
headwinds due to global instability (conflicts
in Ukraine and the Middle East), trade
disruption, persistently high U.S. interest
rates and added inflationary pressures. As
anticipated, in 2025, private credit continued
to grow, with funds raising a total of US
$224 billion, albeit with the year-over-year
growth rate moderating to 3.2% vs 9.7% over
prior year.' Since our original paper was
published, private credit has continued to
evolve and more importantly, it experienced
its first meaningful test of credit stress in

a higher interest rate environment. While
concerns about widespread defaults have
not materialized, the period has provided
valuable insight into how private credit

i Global private credit fundraising increased in 2025

behaves through a more challenging phase
of the credit cycle. At the same time, many
of the trends identified in our earlier paper
have accelerated, reflecting the continued
maturation of the asset class.

This paper provides a brief update on the key
developments since our original publication.
It examines how private credit has managed
the credit cycle, the changing profile of
borrowers and investors, the emergence of a
broader credit ecosystem, and the evolution
of regulatory thinking. Together, these
developments offer a useful perspective on
the next stage in the evolution of private
credit and its growing role in financing the
real economy.

1. PRIVATE CREDIT DOESN’T
ELIMINATE THE CREDIT CYCLE—IT
CHANGES HOW CREDIT STRESS IS
MANAGED

One of the questions raised in our April

2025 paper was how private credit would
perform through stress in the credit cycle.
Following the sharp increase in interest rates
beginning in 2022, many observers expected
a significant increase in defaults among
highly leveraged borrowers. While higher
borrowing costs and slower economic growth
have undoubtedly increased pressure on
borrowers, the anticipated wave of disorderly
defaults has largely failed to materialize.


https://www.spglobal.com/market-intelligence/en/news-insights/articles/2026/1/global-private-credit-fundraising-increased-in-2025-96448289

This does not mean that private credit

has escaped the credit cycle. Rather, the
experience of the past year suggests that
credit stress is emerging differently than in
the broadly syndicated loan and high-yield
bond markets. Moody’s notes the opacity of
private credit makes it difficult to estimate a
market-wide measure of credit risk. However,
the default rate in the private credit direct
lending space can be estimated if distressed
exchanges, or soft credit events are excluded.
The approximated default rate for private
credit in 2025 was likely in the range of
roughly 1.6% to 4.7%.

Distressed exchanges remain an important
feature in how private credit manages financial
stress. Unlike public credit markets, where
transactions typically have tighter covenants
and hundreds of lenders, private credit
transactions typically have more flexible
documentation (“covenant light” structures)
and a relatively small lending group working
directly with management and private equity
sponsors. This enables lenders to negotiate
tailored solutions before a payment default
occurs. As a result, credit stress is often
managed through payment-in-kind (PIK)
interest, amend-and-extend transactions,
covenant modifications, maturity extensions
and debt restructurings rather than immediate
insolvency proceedings. These mechanisms do
not eliminate credit risk; they simply provide
greater flexibility to preserve enterprise value
while addressing financial stress.

i America’s corporate credit is at a tipping point
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The restructuring of Medallia illustrates this
process.’ In 2021, Thoma Bravo acquired the
customer experience software company in a
leveraged buyout financed with approximately
US$3 billion of private credit. As higher interest
rates and slower software-sector growth
placed pressure on the company’s capital
structure, lenders initially provided flexibility
through amendments and PIK interest. When it
became evident that the existing debt burden
was unsustainable, the lending group led

by Blackstone negotiated a comprehensive
restructuring that reduced debt, injected

new capital and converted a significant
portion of their loans into equity. Ownership
transferred from the sponsor to the lenders,
while the company continued operating with

a substantially stronger balance sheet. Private
credit became private equity, showing one
advantage of private credit - a private credit
restructuring is speedier and cheaper than the
messy Chapter 11 bankruptcy process.

Medallia is representative of a broader trend.
Across the private credit market, stressed
borrowers are increasingly being managed
through negotiated restructurings, liability
management exercises and debt-for-equity
exchanges rather than outright payment defaults.
Moody’s observes that 65% of all corporate
defaults in 2025 were distressed exchanges,
not hard defaults, reflecting a preference for
restructuring viable businesses rather than
forcing formal insolvency proceedings.i

ii Medallia’s collapse turns private credit into a private equity problem

iii Lend, extend, and then...
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Payment-in-kind (PIK) interest, maturity
extensions and covenant amendments may
defer the recognition of financial stress,

but they cannot compensate for excessive
leverage, weak governance or deteriorating
business fundamentals. This also means
headline default and loss statistics may
understate the true level of stress for longer
than in public markets, where distressed
exchanges and PIK are less prevalent and
events of default include covenant breaches.
This measurement lag is itself a risk worth
monitoring, independent of whether losses
are ultimately better- or worse-managed
through private workouts.

As financing conditions become more
selective, S&P Global Ratings has observed
increasing differentiation across private credit
portfolios, with performance increasingly
dependent on underwriting discipline, sector
selection and portfolio construction, and with
greater emphasis on manager quality than
during the industry’s rapid expansion.

The experience of the past year reinforces

a simple but important principle: credit
cycles are an economic reality; private credit
changes the workout process, not the laws
of credit. Flexible loan documentation and
close borrower relationships can improve
the prospects for an orderly restructuring,
but they do not eliminate the underlying
risks associated with leverage. As Goldman
Sachs Chief Executive David Solomon
recently observed, “the credit cycle has not
been repealed.”” As the market continues to
mature, disciplined underwriting, rigorous due
diligence and active portfolio management
will remain the defining characteristics of
successful private credit investing.
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2. THE BORROWER PROFILE IS
CHANGING

Our April 2025 paper observed that private
credit was beginning to evolve beyond

its traditional focus on sponsor-backed
middle-market lending. We highlighted the
emergence of larger corporate borrowers,
asset-backed finance and infrastructure as
important growth opportunities that could
broaden the market over time. Over the past
year, these trends have accelerated, reflecting
both the growing scale of private credit and
the changing financing needs of the economy.

We had noted that historically, sponsor-
backed software, business services and
healthcare companies formed the core of

most direct lending portfolios. Software, in
particular, emerged as one of the largest
sector exposures. According to the Bank for
International Settlements (BIS), outstanding
private credit lending to software-as-a-service
(SaaS) companies increased from

US $8 billion in 2015 to over US$500 billion by
the end of 2025, representing approximately
19% of the direct lending market. SaaS
companies were favoured because of their
recurring revenues, predictable cash flows

and strong private equity sponsorship.
However, advances in Al may challenge these
assumptions by increasing competition,
compressing pricing and weakening customer
switching costs. These pressures are
particularly relevant for highly leveraged, PE-
backed borrowers whose debt capacity was
underwritten pre-2022. While software remains
an important sector, managers are increasingly
diversifying their exposure by deploying new
capital across a broader range of industries
and financing strategies.

i Beyond The Golden Age: Private Credit Confronts Growing Pains

ii Goldman’s Chief Warns Private Credit Risks Show Cycle ‘Has Not Been Repealed’
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One of the most notable developments

has been the rapid growth of asset-backed
finance (ABF). Rather than lending solely
against enterprise cash flows, private

credit managers are increasingly financing
portfolios of receivables, equipment, aircraft,
royalties and other contractual cash-flow
assets; thereby changing the profile of
underlying borrower risks

A recent example is the NVIDIA announcement
in August 2026 of partnerships with Apollo,
BlackRock, Blackstone, Brookfield, Goldman
Sachs and KKR' to establish financing
platforms to mobilize more than US$500
billion of third-party capital for Al compute
and related infrastructure. While the financing
will span private and public markets, the
initiative illustrates how private capital is
expanding beyond traditional corporate lending
to financing backed by physical compute
infrastructure and contracted or usage-linked
revenues - while introducing new risks around
technology obsolescence, collateral values,
and ultimately the sustainability of projected
Al demand. It also highlights the increasingly
blurred boundaries between private credit,
infrastructure finance and capital markets

and potential of too-big-to-fail risks as
managers seek to finance the enormous capital
requirements associated with Al.

The expansion of private credit into new
sectors and larger borrowers reflects the
continued maturation of the asset class. It also
changes the nature of underwriting. As private
credit broadens its reach across the economy,
manager capabilities, sector specialization,
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disciplined underwriting, and appropriate
documentation are likely to become
increasingly important differentiators.

3. LIQUIDITY MEANS DIFFERENT
THINGS TO DIFFERENT INVESTORS

Our April 2025 paper noted that the growing
participation of retail investors represented
an important trend in private credit, but also
increased liquidity and conduct risks. We
specifically noted concern regarding retail
investors' level of specialized knowledge

and their ability to understand private

credit’s risks, redemption limits and liquidity
consequences. Over the past year, those
questions have moved from theory to practice.

The April 2026 IMF Global Financial Stability
Report identified that US $300 billion, or 15%,
of the US $2 trillion private credit market is
invested in semi-liquid structures, typically
marketed to retail investors.i Although these
structures remain a relatively small segment
of the overall market, they experienced their
first meaningful liquidity test in 2026. The
Financial Times reported that, based on its
analysis, investors submitted approximately
US$20.8 billion of redemption requests
across several large private credit managers,
including Apollo, Ares, Blackstone, Blue

Owl and KKR." The withdrawals reflected
growing concerns over private credit’s
exposure to private equity-backed software
companies and the uncertainty facing the
sector as artificial intelligence reshapes the
competitive landscape.

i NVIDIA Partners With Apollo, BlackRock, Blackstone, Brookfield, Goldman Sachs and KKR to Establish Al Compute

Infrastructure Financing Platforms to Mobilize Over $500 Billion of Third-Party Capital

ii Global Financial Stability Report, April 2026

i Investors Sought to Pull $20bn from Private Credit Funds in First Quarter
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In several instances, fund managers used
the fund’s gating mechanisms to limit or
defer withdrawals after redemption requests
exceeded the funds’ stated liquidity limits.
While these events attracted considerable
media attention and reignited debate

about the compatibility of retail investment
structures with illiquid assets, they also
demonstrated that the liquidity management
mechanisms built into these vehicles
operated largely as intended. Importantly,
the restrictions reflected the structure of the
funds rather than widespread deterioration in
the underlying loan portfolios.

The contrasting behaviour of different
investor groups has been instructive. Some
private banking and wealth management
clients appear to have underestimated the
practical implications of investing in illiquid
assets through semi-liquid structures. During
periods of uncertainty, redemption requests
increased despite the underlying loan
portfolios continuing to perform. By contrast,
institutional investors—including pension
funds, sovereign wealth funds and insurance
companies—whose long-duration liabilities
are better aligned with illiquid assets have
generally maintained or increased their
allocations to private credit.

The past year has therefore provided an
important reminder that investor suitability
matters as much as asset selection.

Looking ahead, as retail access to private
credit continues to expand through new

fund structures and distribution channels,
managers and distributors will need to
sustain rigorous investor suitability screening,
clear liquidity-term disclosure and disciplined
asset-liability matching. Otherwise, the
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mismatch between investor expectations and
product design that emerged this year is likely
to recur, and at greater scale, with each new
wave of retail inflows.

4. PRIVATE CREDIT IS BECOMING PART
OFTHE CREDIT ECOSYSTEM

Our April 2025 paper noted that private credit
was evolving beyond its traditional role as a
substitute for bank lending. We highlighted

the growing collaboration between banks and
private credit managers and suggested that the
market was becoming increasingly integrated
with the broader financial system. Over the past
year, that evolution has become more evident.

The early narrative around private credit was
relatively simple: banks retreated following

the Global Financial Crisis, creating an
opportunity for private credit to fill the
financing gap. While that remains an important
part of the industry’s growth story, it no

longer reflects how the market operates today.
Increasingly, banks, private credit managers,
insurers and institutional investors are working
together to finance the real economy. Rather
than replacing banks, private credit has
become another channel through which credit
is originated, distributed and funded.

Banks remain central to this evolving
ecosystem. They continue to originate

loans, provide revolving credit facilities and
maintain client relationships, while private
credit managers increasingly provide long-
term capital through direct lending, club
transactions and bespoke financing solutions.
Banks also provide warehouse facilities that
enable private credit managers to originate
and accumulate portfolios before transferring
them into permanent investment vehicles.
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Increasingly, borrowers choose between
syndicated loans, private credit and public
debt markets based on execution certainty,
flexibility and financing terms rather than
viewing them as competing alternatives.

The growing role of insurance companies is
perhaps the clearest illustration of this evolution.
Over the past decade, many of the world's largest
private credit and alternative asset managers
have acquired, or formed long-term strategic
partnerships with, life insurance companies.
Combinations such as Apollo-Athene, KKR-
Global Atlantic, Brookfield-American Equity

and Blackstone-Resolution Life' have created
substantial pools of permanent insurance capital
that can be deployed into private credit and
other private market assets.

These partnerships offer important benefits
for both parties. Insurance companies

gain access to differentiated investment
opportunities that provide attractive risk-
adjusted returns and better align with their
long-duration liabilities. Private credit
managers, in turn, benefit from a stable, long-
term source of permanent capital that is less
dependent on periodic fundraising cycles
and better suited to financing long-duration
assets. The result is a more durable funding
model that supports the continued expansion
of private credit while strengthening the
alignment between long-term liabilities and
illiquid credit investments.
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Another example of this changing landscape
is the rapid growth of Significant Risk
Transfer (SRT) transactions. These structures
allow banks to transfer selected credit risk
on loan portfolios to institutional investors
while continuing to originate and service the
underlying loans. The increasing participation
of private credit managers and insurers
demonstrates that banks are no longer simply
competing with private credit—they are
increasingly partnering with it to distribute
risk and deploy capital more efficiently.

These developments suggest that private credit
has entered a new stage of maturity. The market
is no longer defined solely by sponsor-backed
middle-market lending or by competition with
banks. Instead, it has become part of a broader
credit ecosystem in which banks, private credit
managers, insurers, pension funds and capital
markets each perform complementary roles.
Different participants contribute according to
their respective strengths, whether originating
loans, underwriting credit risk, providing long-
term capital or distributing risk across the
financial system.

Perhaps the most important development

since our original paper is that the debate has
shifted. The question is no longer whether
private credit will replace bank lending. Rather,
it is how banks, private credit managers,
insurers and institutional investors will continue
to work together to finance an increasingly
diverse range of borrowers and investment
opportunities. That evolution is likely to define
the next phase of private credit’s development.

i Apollo Global Management, Athene Investor Materials; KKR, Global Atlantic Investor Materials; Brookfield, American
Equity Investor Materials; Blackstone, Resolution Life transaction announcements.

ii Global Regulators Fret About Banks’ Rising Use of Credit Risk Transfers
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5. REGULATORS ARE FOCUSING ON
THE FINANCIAL SYSTEM, NOTJUST
PRIVATE CREDIT

Our April 2025 paper noted that regulators were
paying increasing attention to the rapid growth
of private credit, with concerns around potential
behaviour in a downturn or recession, opacity,
valuation and multiple layers of leverage. Over
the past year, the discussion has evolved:
regulators are increasingly examining how
private credit behaves under stress and how it
interacts with the broader financial system.

The Bank of England’s System-Wide
Exploratory Scenario (SWES)' launched in
December 2025 is perhaps the clearest
example of this shift. The aim of the exercise is
to improve the understanding of the behaviour
of banks and non-bank financial institutions
active in private markets in response to

a downturn, and to assess whether these
interactions could amplify stress across the
financial system and pose risks to UK financial
stability and the provision of finance to the

UK corporate sector. The objective was not to
test private credit in isolation, but to better
understand the resilience of an increasingly
interconnected financial system.

International organizations have adopted a
similar perspective. Recent publications by the
IMF, Bank for International Settlements (BIS)
and Financial Stability Board (FSB)i continue

to recognize the growing importance of private
credit in financing the economy while placing
greater emphasis on leverage, liquidity, valuation
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practices and interconnectedness. The focus has
shifted from the growth of private credit itself

to understanding how risks may be transmitted
across the broader financial system.

While OSFI has not introduced a regulatory
framework specific to private credit, its
existing expectations around governance and
risk management provide a sound framework
for federally regulated institutions with
increasing exposure to private credit and other
non-bank financial intermediaries.

This increased supervisory attention extends
beyond banks. In its Global Insurance Market
Report 2025, the International Association of
Insurance Supervisors (IAIS) identified insurers’
growing investments in private credit as an
emerging area of supervisory focus. While
recognizing the benefits of improved asset-
liability matching and portfolio diversification,
the IAIS highlighted the need for enhanced
monitoring of valuation practices, liquidity
risk and concentration exposures as insurers
become an increasingly important source of
long-term capital for private credit.i

The regulatory response has therefore

been measured rather than prescriptive.

As private credit continues to mature, the
emphasis is increasingly on transparency,
risk management and understanding the
resilience of the broader credit ecosystem,
rather than on creating new regulations. In
particular, regulators appear most focused on
a few specific transmission channels: banks'
warehouse and subscription-line exposure

i Bank of England, System-Wide Exploratory Scenario (SWES), 2025-2026.

i International Monetary Fund, Global Financial Stability Report, April 2026; Bank for International Settlements,
Quarterly Review (2025-2026); Financial Stability Board, Global Monitoring Report on Non-Bank Financial

Intermediation (2025).

iii International Association of Insurance Supervisors (IAIS), Global Insurance Market Report 2025, December 2025
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to private credit funds, the growing use of
Significant Risk Transfer structures to move
credit risk off bank balance sheets, and the
potential for correlated losses to surface
simultaneously across insurers, pension
funds and bank lenders that are increasingly
exposed to the same underlying credit.

CONCLUSION

The past eighteen months suggest that private
credit is entering a new phase of maturity.
Many of the trends identified in our original
paper have accelerated, while others have
faced their first test in a more challenging
economic environment. Credit stress, liquidity
pressures and increased regulatory scrutiny
should not be viewed as signs of weakness.
Rather, they reflect the growing pains of an
asset class evolving from a niche alternative
investment strategy into an important
component of the global financial system.
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As the market expands into larger borrowers,
asset-backed finance, Al infrastructure and
more complex financing structures, success
will depend on disciplined underwriting, sector
expertise, sound governance and effective risk
management.

At the same time, banks, insurers, pension
funds and private credit managers are
increasingly becoming interconnected. The
regulatory debate is therefore shifting beyond
private credit itself toward understanding how
risks are transmitted and how resilience can
be maintained without stifling innovation.

Every successful financial innovation
experiences a period of growing pains as it
scales. The central question is whether the
industry can preserve discipline as it grows.
If private credit can balance innovation with
transparent risk management and long-term
perspective, it will be better positioned to
remain a durable source of financing through
the next phase of the cycle.
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