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Disclaimer
This report has been prepared and issued by Marmore MENA Intelligence Ltd (Marmore), a fully owned research 
subsidiary of Kuwait Financial Centre “Markaz” K.P.S.C. Marmore is a private limited company registered with the 
Registrar of Companies in India.
This Report is owned by Marmore and is privileged and proprietary and is subject to copyrights. Sale of any copies of 
this Report is strictly prohibited. This Report cannot be quoted without the prior written consent of Marmore. Any user 
after obtaining Marmore’s permission to use this Report must clearly mention the source as “Marmore.”  The Report 
is intended to be circulated for general information only and should not to be construed as an offer to buy or sell or a 
solicitation of an offer to buy or sell any financial instruments or to participate in any particular trading strategy in any 
jurisdiction.
The information and statistical data herein have been obtained from sources we believe to be reliable, but no 
representation or warranty, expressed or implied, is made that such information and data is accurate or complete, 
and therefore should not be relied upon as such. Opinions, interpretations, estimates, and projections in this report 
constitute the current judgment of the author as of the date of this Report. They do not necessarily reflect the opinion 
of Markaz or Marmore or other identified parties and are subject to change without prior notice. Neither Marmore nor 
Markaz have an obligation to update, modify, or amend this report or to otherwise notify a reader thereof in the event 
that any matter stated herein, or any opinion, projection, forecast, or estimate set forth herein, changes or subsequently 
becomes inaccurate, or if research on the subject company is withdrawn.
This Report may not consider the specific investment objectives, financial situation, and the particular needs of any 
specific person who may receive this report. Investors are urged to seek financial advice regarding the appropriateness 
of investing in any security or investment strategy discussed or recommended in this report and to understand that 
statements regarding future prospects may not be realized. Investors should note that income from such securities, if 
any, may fluctuate and that each security’s price or value may rise or fall. Investors should be able and willing to accept 
a total or partial loss of their investment. Accordingly, investors may receive back less than originally invested. Past 
performance is not necessarily indicative of future performance.
Markaz may seek to do business, including investment banking deals, with companies covered in its research reports. 
Markaz may have interests in the areas covered in this research report. Markaz, Markaz managed entities, its clients, 
or its employees may have from time to time long or short positions in any security, derivative or other types of assets 
referred to in this research report. As a result, investors should be aware that Markaz may have a conflict of interest that 
could affect the objectivity of this report. 
This report may provide the addresses of or contain hyperlinks to websites. Except to the extent to which the report 
refers to website material of Markaz and Marmore, Markaz has not reviewed the linked site and takes no responsibility 
for the content contained therein. Such address or hyperlink (including addresses or hyperlinks to Markaz’s or Marmore’s 
own website material) is provided solely for your convenience and information, and the content of the linked site does 
not in any way form part of this document. Accessing such website or following such link through this report or Markaz’s 
or Marmore’s website shall be at your own risk.
For further information, please contact ‘Markaz’ at P.O. Box 23444, Safat 13095, Kuwait; Email: info@e-marmore.com; 
Tel: 00965 22248280; Fax: 00965 22495741.
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Global Private Credit Market Size (USD bn)

Performance of Private Credit Over Public Debt - 
15-year average yields (%) 
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Private credit is one of the fast-growing 
investment segments with assets under 
management (AuM) of USD 1.6tn as of March 
2023. It is expected to grow to USD 2.3tn by 
2027, with more optimistic estimates placing 
it at USD 3.5tn by 2028.1 The asset class 

has also outshone other debt instruments in 
terms of past performance and is expected 
to generate 11.3% annual return in the next 
5 years.2 As an alternative asset class, it also 
aids in portfolio diversification. 
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Private Credit – A Primer
What is private credit?

Customized funding solutions & 
speed of execution are factors 
likely to drive growth of private 
credits

What is spurring private credit?

3 Moonfare
4 Goldman Sachs
5 Moonfare
6 Moonfare

As an emerging asset class with immense 
growth prospects and attractive estimated 
returns, private credit has piqued the curiosity 
of many. According to a survey of family 
offices, lack of knowledge about specific 

asset classes has been cited as significant 
barrier to private markets investing.3 In this 
context, we set out to explore the world of 
private credit.

Private credit refers to provision of loans 
by a non-bank lender to companies that 
are typically small-medium enterprises 
and are non-investment grade. These debt 
agreements are agreed privately between 

borrowers and lenders, and are not traded on 
public markets. Returns in this asset class are 
achieved by charging a floating rate spread 
above the reference rate.

Following the global financial crisis, banks 
have pulled back from lending amid 
regulatory oversight and market turbulence 
and private credit has been quick to fill in this 
void. In recent months, monetary tightening, 
macroeconomic uncertainty and banking 
crisis in the U.S have led to tightening of 
lending by the banks, spurring growth in 
private credit. Going forward, in addition to 

tightening lending standards by the banks 
amid less favourable economic outlook, 
factors such as borrowers preference for 
customized funding solutions and speed of 
execution offered by private credit, investors’ 
desire for diversification, catering of public 
markets mainly to large borrowers are likely 
to drive growth of private credit.

What are the benefits of private credit?
Borrowers benefit from the speed, certainty 
of execution, customization offered by private 
lenders. For investors, the asset class offers 
the following benefits,
1. Income generation - As a credit investment, 

the asset class offers predictable stream 
of cashflows through interest payments 
by borrowers. In the decade to 2022, the 
asset class’ returns were about 3-6% over 
public high yield and broadly syndicated 
loans.4

2. Resilience - As lenders have deeper access 
to company records, it offers scope for 

better due diligence and documentation. 
Nearly 80% of private direct loans recover 
from defaults, compared with 50% for 
unsecured public corporate bonds.5 The 
lending agreements are also tighter than 
in public markets. 

3. Diversification – The asset class has 
low correlation with stocks and bonds.6 
Additionally, the multiple strategies within 
private credit such as corporate credit 
which is cyclical and distressed debt 
which are countercyclical themselves 
offer diversification benefits.

“ “
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No stake ownership for the investor Ownership stake acquired by 
the investor

Predetermined interest rate and 
loan repayment plan 

Returns dependent on the 
target company being listed or 
sold to another investor

Short to medium term investment Long-term investment

Interest payments eases liquidity 
constraints. Low liquidity

Likely lower than private equity but 
more certain Higher but uncertain

Relatively lower-risk investment Higher-risk investment

Ownership

Predictability

Term

Liquidity

Potential Returns

Risk

What are the different private credit strategies?

How is it different from private equity?

What is role of private credit in a portfolio?

7 Blackstone

Source: OurCrowd

As they are structured as floating rate loans, 
the returns improve with increase in interest 
rates. In addition to improving fixed income 
returns, private credit aids in modulating risk 
in private markets. As they are senior to private 
equity, including them could reduce total risk 

while maintaining return expectations. Over 
the period 2015-2023, a portfolio with 20% 
allocation to private credit had lower volatility, 
higher annualized returns, and added 140 
bps of income.7

4
5
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2

3

Private Credit 
Strategies

Direct Lending
Non-bank lending, 
directly to small and 
medium enterprises

Unitranche
Combines senior and 
subordinated debt 
into one tranche

Distressed
Debt of companies 
that are in 
bankruptcy, or likely 
to enter bankruptcy

Fund of Funds
Fund investing in 
many third party 
debt funds

Mezzanine 
Subordinated debt 
that is senior to 
equity position

Venture
Loans to start-
up or early stage 
companies

Special Situations
Funding an event 
like merger or spin 
offSource: Blackrock

Private EquityPrivate Credit
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Of the strategies, direct lending-senior debt 
constitutes a major portion of private debt at 
about 30%, with AuM close to USD 500bn. 

This is followed by distressed debt and 
special situations with AuM of each being 
close to USD 300bn.8

Globally, many major fund managers have 
exposure to private credit. For example, 
Goldman Sachs AuM in private credit is 

over USD 170bn while Ares Management 
has about USD 160bn investment in direct 
lending strategies.

8 Blackrock; As of March 2023

Major Players and Performance of Funds

Top 10 Companies By Amount of Capital Raised For Past 5 
Years (January 2018-June 2023)
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Source: Pitchbook

With most private debt being floating rate 
loans, the funds have delivered positive 
performance amid rising interest rate 
environment. According to Pitchbook, private 

debt funds have returned 4.2% in 2022. Over 
the long term, 2009–19 vintage funds have 
generated a median net IRR of 9.3%.9

A comparison of risk-return profiles of asset classes shows direct lending, a segment of private 
credit, has lower risk and higher return than its more liquid public market peers.

9 McKinsey; 1IRR spreads were calculated for funds within vintage years separately and then averaged out. Median IRR was calculated by 
taking the average of the median IRR for funds within each vintage year.

Gross Private Debt Returns Reported By Major Firms  
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Source: Refinitiv; Note: Indices considered - Direct Lending- CliffWater Direct Lending Index; The index tracks private middle market loans, 
the largest segment of private credit market.10 Investment Grade Bonds – S&P US Aggregate Bond Index. US Treasury – S&P US Treasury 
Bond Index. Leveraged Loans -Morningstar LSTA US Leverage Loan 100 Index. High Yield Bonds – ICE BoFA High Yield Index.

A recent survey of institutional investors 
managing USD 3tn in assets has found that 
their portfolio allocation to private credit 
averages at 5.7%.11 According to another 
survey of asset managers across Europe, the 
Middle East and the US in November 2023, 
nearly 75% of respondents plan to increase 
investments in private credit over next 12 

months.12 The asset class is also seeing 
favour among sovereign investors, given their 
lower liability constraints compared to banks 
and higher risk appetite on the back of longer 
time horizon available for investment. Among 
top 10 global State-Owned Investors (SOIs) 
by AuM, average allocation to private credit 
has grown from 2% in 2015 to 3.2% in 2020.13

Comparing Risk & Return for Select Asset Classes 
(Q3 2013-Q3 2023)

Share in Asset Allocation of Institutional Investors
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Credit risk is heightened as the borrowers 
may have weaker debt profile as they are 
likely to have been denied funding by banks. 
As private credit funds are typically closed 
ended, investors might not be able to take 
their money out during downturn. Additionally, 
illiquidity and lower underwriting standards 
than banks are also risks associated with 
private credit. About 33% of the private debt 
deals in 2021 were covenant-lite, compared 
with 15% in 2020, showing growing 
acceptance for lower downside protection.14

With most private credit loans being 
floating rate loans, while higher interest rate 
environment offers improved returns, it also 
brings in the element of higher default risk. 

However, estimating the default rate in private 
credit is difficult given the opacity. Hence 
privately-owned single-B/CCC rated issuers 
U.S high yield market could be considered 
as proxy, given their leverage at 5.8x is 
comparable to that of implied leverage of U.S 
private credit which is estimated at 6x. Based 
on this, the default rate in private credit space 
for 2023 is estimated at 4.5%. This compares 
with the default rate for overall HY market at 
1.4%.15

Private credit is largely unregulated. Given 
the growth of the industry and involvement 

Private credit is largely 
unregulated. Given the growth of 
the industry and involvement of 
retail investors, there is growing 
concern amongst regulators about 
the systemic risk

“
“
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of retail investors, there is growing concern 
amongst regulators about the systemic 
risk posed by the segment. In case of 
deterioration in credit quality in the backdrop 
of high interest rate and slowing growth, given 
the opaque nature of private credit, it might 
not be noticed until it is spilling over to the 
broader economy. Other concerns include 
mass withdrawals from open-ended funds, 
lending by banks to private credit funds. In 
this backdrop, regulatory landscape is getting 
more stringent in the opaque private markets. 
Some recent regulatory developments are,

• U.S – In August 2023, the Securities and 
Exchange Commission passed rules that 
amongst other stipulations would require 
private fund advisers to provide investors 
with periodic statements on fund fees, 
expenses, and performance etc. However, 
stakeholders in the private fund industry 
have sued the regulator stating that 
such rules are beyond the bounds of its 
authority. In December 2023, US federal 
banking regulators proposed a new set of 
reporting requirements for bank loans and 
commitments to private credit lenders 
and intermediaries.

• European Union - In July 2023, a draft 
regulation was proposed by the member 
states and European parliament’s 
negotiators. This would restrict the 

amount of borrowed money that private 
debt funds could invest.

• U.K – Private credit market is broadly 
unregulated.16 In September 2023, 
Financial Conduct Authority was reported 
to have been preparing to review private 
market valuations. In recent months, Bank 
of England had asked banks to report of 
their exposure to private credit. It has also 
highlighted that with the end of period 
of cheap money, its impact on private 
markets has to be focused upon. 

Some GCC countries have also passed 
regulations related to private credit.

• UAE - The Financial Services Regulatory 
Authority of the Abu Dhabi Global Market 
(ADGM) has issued its Private Credit Fund 
Rules in May 2023. These rules would 
enable ADGM based funds and their fund 
managers to originate and invest in private 
credit. In June 2022, Dubai Financial 
Services Authority implemented a new 
regime for private credit funds operating 
in the Dubai Financial Centre.

• Saudi Arabia – Saudi Capital Markets 
Authority had introduced regulations for 
credit funds in early 2022. This was the 
first credit fund regime adopted in the 
region.17

16 ReedSmith
17 Lexology

UAE and Saudi Arabia capital markets authorities name passed regulations 
for private credit“ “
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According to a study on fees for private credit 
funds in the market from 2016-Q3 2022, 
management fees and carry have evolved 
from 2% and 20% in 2009 to a median of 
1.5% and 15% as of Q3 2022.17 Management 
fee had ranged between 0.4% to 1.75% as 
of Q3 2022. Recently some players such as 
KKR and Carlyle have announced that they 

would not be taking any carry on their new 
European private credit funds. Typically, 
private credit funds charge a management 
fee and an incentive fee. While they do not 
seem to levy upfront placement fee and 
distribution fee for institutional investors, the 
same is levied for Class D shares which are 
available only to certain distributors.

Costs of Funds

18 Callan

Management Fee

Incentive Fee

Upfront Placement Fee (Not applicable for 
institutional investors)

Distribution / Servicing Fee (per annum, 
payable monthly – not applicable for 

institutional investors)

Suitability for Investors
While funds are being offered to retail 
investors, given the emerging nature of 
this asset class, lack of transparency and 

evolving regulatory space, the segment is 
more suitable for institutional investors and 
high net worth individuals. 

Sample Fee Structure – Blackstone Private Credit Fund (BCRED)

Source: Blackstone

1.25% per annum on NAV
12.5% of net investment income (subject 

to 5% hurdle rate and catch-up) paid 
quarterly

12.5% of realized gains net of realized and 
unrealized losses

Up to 1.5% (Class D shares)
Up to 3.5% (Class S shares)

0.25% (Class D shares)
0.85% (Class S shares)

Fee Type Fee
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