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Abstract:

The private credit market is experiencing significant transformation, driven by the
collaboration between asset managers, banks, and insurers. This emerging ecosystem is
reshaping traditional lending models, offering greater flexibility and customized financing
solutions. The convergence of these financial institutions creates new opportunities for
capital allocation, risk management, and investor returns. This paper examines the key
factors driving this shift, the evolving role of non-bank lenders, and the implications for
market participants. It also explores the regulatory environment and potential risks that could
impact the future growth of this sector.
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Introduction

In recent years, the private credit market has undergone remarkable growth, evolving into a
critical pillar of alternative financing for companies and projects. This expansion reflects a
broader reconfiguration of global capital markets, as investors and borrowers increasingly
seek alternatives to traditional bank lending. As such, understanding the transformations
within this sector is crucial for market participants, policymakers, and researchers alike.

At the heart of this transformation there is a fundamental shift in how private credit financing
is structured and managed. Collaboration among asset managers, banks, and insurers is
giving rise to a new financial ecosystem that transcends traditional boundaries, providing
companies with more flexible and tailored financing solutions. This growing interconnectivity
between non-bank lenders and traditional financial institutions reflects a strategic response to
an evolving market landscape characterized by complexity and opportunity.

Several factors drive this shift, underscoring the necessity of this study. The diversification of
capital sources, shaped in part by post-financial crisis regulatory changes, has led to
increased reliance on private credit funds and other non-bank lenders, which are better
positioned to address niche and dynamic financing needs. Concurrently, the rising demand
for innovative and bespoke financial products further accelerates this evolution. By
integrating the strengths of diverse financial entities, this ecosystem not only enables efficient
capital allocation but also enhances risk management capabilities and maximizes returns for
investors. However, this paradigm shift also raises significant questions. How will these
structural changes impact the long-term stability of the private credit sector? What regulatory
challenges and risks might arise from the convergence of roles between banks and non-bank
financial institutions? Moreover, what are the broader implications for the global capital
market'’s resilience and inclusivity?
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This study seeks to address these questions by examining the key drivers of this
transformation, the evolving roles of financial institutions, and the regulatory frameworks
shaping the sector’s trajectory. By doing so, it contributes valuable insights into the private
credit market’s emerging dynamics, offering a nuanced understanding of the opportunities
and risks at the intersection of financial innovation and global capital market evolution. Given
the sector’s expanding role in financing economic activity, such an investigation is both timely
and essential for informing industry practices and policymaking.

Literature review
Evolution and definition of private credit

Private credit, also referred to as non-bank lending, has emerged as a crucial component of
the global financial ecosystem. Defined as debt finance provided outside traditional banking
systems, this asset class has grown significantly in response to evolving borrower needs and
financial regulations. Key drivers of this shift include banks’ retrenchment from certain
lending activities post-2008 due to regulatory constraints, such as increased capital
requirements under Basel Ill, and the adaptability of private credit managers to address
financing gaps in areas like infrastructure and mid-market businesses (Oliver Wyman, 2024;
AIMA, 2017).

Role of asset managers, banks, and insurers

The collaboration between asset managers, banks, and insurers is pivotal in the private
credit ecosystem. Asset managers are increasingly specializing in direct lending and asset-
based finance, with large players like Ares and Apollo dominating through innovative fund
structures. Banks, facing disintermediation, often partner with private credit managers to
redistribute risk, allowing them to retain less risky portions of loans while delegating higher-
risk tranches (Oliver Wyman, 2024). Insurers contribute through long-term investments,
attracted by the illiquidity premium and inflation-linked returns of private credit, particularly in
infrastructure debt, which aligns with their liability-matching strategies (Alliance Bernstein,
2015).

Borrower dynamics and market penetration

Private credit offers borrowers flexibility in terms of speed of capital deployment, making it
particularly attractive to small and medium-sized enterprises (SMEs) that prioritize
maintaining equity stakes. This is supported by the increased borrower satisfaction observed
in recent years, with a preference for covenant-lite structures and tailored financing solutions
(AIMA, 2017). The US, UK, and European markets dominate private credit activities, but
there is growing adoption in Asia-Pacific, reflecting its global expansion (AIMA, 2017; Oliver
Wyman, 2024).

Regulatory and risk considerations

While private credit continues to grow, the sector faces regulatory scrutiny, particularly
concerning transparency, leverage, and systemic risk. Regulatory frameworks like Solvency
Il in Europe provide capital incentives for insurers to invest in private credit but necessitate
robust risk management. Additionally, the shift toward non-bank lending raises concerns
about liquidity and operational risks in volatile market conditions (Oliver Wyman, 2024;
Alliance Bernstein, 2015).

Gaps in literature and future directions

Despite substantial growth, there is limited research on the long-term impact of private credit

on financial stability and its interaction with public capital markets. Further studies are

needed to explore emerging hybrid instruments blending public and private credit, which aim
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to maintain private credit for a broader range of investors (Oliver Wyman, 2024).

This review underscores the multifaceted role of private credit in modern finance, shaped by
the interplay between traditional financial institutions and alternative asset managers. It also
highlights the need for ongoing innovation and regulatory vigilance to ensure sustainable
growth in this sector.

Methodology and Data

The methodology of this study is designed to investigate the evolving private credit
ecosystem, characterized by interaction among asset managers, banks, and insurers. To
ensure a robust and transparent approach, the research adopts a combination of quantitative
and qualitative methods, structured as follows:

Research Objectives

The study's primary objectives are to identify the factors driving the growth of the private
credit market; to evaluate the impact of collaboration between banks, asset managers, and
insurers on capital allocation, risk management, and investor returns; and to analyze
regulatory challenges and market risks influencing the private credit ecosystem.

Data Collection

Secondary Data: the research utilizes the Web of Science database, a globally recognized
and comprehensive indexing platform, to ensure a high-quality foundation for literature
review. Relevant academic articles, industry reports, and research publications from leading
organizations such as AIMA, Alliance Bernstein, and Oliver Wyman are included (e.g., AIMA,
2017; Oliver Wyman, 2024). Statistical data from financial databases is also analyzed to
discern trends in capital allocation and market structure within the private credit sector.

Primary Data

Primary data is collected through case studies, and respective analysis of selected
transactions to illustrate innovations and collaborative strategies within the private credit
ecosystem.

To enhance methodological transparency and rigor, the study employs the PRISMA
framework (Preferred Reporting Items for Systematic Reviews and Meta-Analyses) for
identifying, screening, and selecting relevant studies. A PRISMA flow diagram is included to
illustrate the systematic selection process, ensuring reproducibility and clarity.

Data Analysis

Quantitative analysis: statistical data is analyzed using descriptive methods to identify growth
trends, market dynamics, and structural changes. Performance metrics and investment risks
associated with private credit are evaluated to provide a comprehensive market overview.

Qualitative analysis: data from interviews and case studies is subjected to thematic analysis,
identifying recurring themes and key motivations behind collaboration among financial
institutions. The qualitative analysis contextualizes the quantitative findings, highlighting
nuanced insights from industry participants.

Validation of results

To ensure the accuracy and reliability of findings: data from various sources (e.g., literature,
interviews, case studies) is cross validated.

Preliminary results are reviewed with industry professionals, ensuring practical applicability
and alignment with real-world practices.
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Limitations of the Study, access to detailed private credit transaction data may be restricted,
limiting the depth of some analyses. The findings may vary depending on geographic context
and the type of financial institutions involved.

This methodological framework provides a robust and transparent foundation for
understanding the transformations within the private credit ecosystem. By integrating
guantitative and qualitative approaches, leveraging the Web of Science database, and
adhering to the PRISMA framework, the study ensures a comprehensive and credible
analysis, enhancing its contribution to the field of private credit research.

Results

The chapter presents an in-depth analysis of the key findings of the study, interpreting the
data collected and contextualizing it within the broader framework of existing literature. This
section examines the implications of these findings, identifies patterns, and explores their
potential impact on the broader field. By comparing the results with previous studies, it
highlights both consistencies and discrepancies, offering insights into new trends or
unexpected outcomes. The discussion aims to provide a comprehensive understanding of
the study's significance, its contributions to the field, and its limitations, while proposing
directions for future research.

1. General Trends in the Private Credit Market

The private credit market has rapidly evolved over the past two decades, becoming a key
segment of alternative financing with a significant impact on the global economy. Below are
the main trends identified.

1.1 Accelerated Growth and Diversification

The global private credit market reached an estimated value of over $1.5 trillion in 2023, with
a compound annual growth rate (CAGR) of approximately 10% since 2015. This expansion is
driven by several factors:

Bank Withdrawal from Riskier Lending Sectors: following stringent regulations implemented
after the 2008 financial crisis, banks have retreated from riskier sectors, opening the door for
private lenders to step in (AIMA, 2017; Oliver Wyman, 2024).

Flexible Financing Structures: private lenders can customize solutions for borrowers,
including covenant-lite loans or structured financing options.

Geographic diversification: while the U.S. and Europe lead the market, there is noticeable
growth in the Asia-Pacific region, supported by economic expansion and the need for
alternative financing (AIMA, 2017).

1.2 Reconfiguration of the Capital Market

The share of private credit in global lending has steadily increased as part of a broader
financial disintermediation process:

Decline in Traditional Bank Lending: in the U.S., the share of bank-originated loans dropped
from 60% in 1970 to 35% in 2023, signaling a fundamental shift toward alternative sources
(Oliver Wyman, 2024).
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Figure 1: Total Lending to Households and Non-Financial Businesses over Time and
its Main Funding Channels

Data Sources: The Financial Accounts of the United States, the Federal Reserve System, 2023
N.B. Panel (a) of this figure illustrates the evolution of the outstanding volume of total lending to
households and non-financial businesses. Panel (b) and (c) break down
the total lending into its two primary funding segments: informationally sensitive loans (bank balance
sheet loans) displayed in panel (b) and debt securities depicted
by the solid line in panel (c). The dashed line in panel (c) additionally represents the subsegment of
debt securities comprising government-affiliated debt securities.

All values are presented in $ trillions.

Hybrid Instruments: The emergence of hybrid financial products, which combine private
investments with public markets, is a growing trend. Examples include partnerships between
large asset managers such as KKR and Capital Group (Oliver Wyman, 2024).

1.3 Borrower Diversity and Market Segmentation
Private credit is increasingly used by:

SMEs and Mid-Market Companies: these companies leverage the flexibility and speed of
execution of loans offered by private equity funds.

Infrastructure and Real Estate Projects: insurers and specialized funds direct capital to these
sectors, which offer stable, long-term returns (Alliance Bernstein, 2015).

1.4 Attraction for Investors

Investors are drawn to this asset class due to: High Returns: private credit offers an illiquidity
premium and superior returns compared to public markets.Diversification: it is a useful
component in portfolios due to its low correlation with other assets, providing additional
protection against market volatility (AIMA, 2017).
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Figure 2: The shift to private markets is reshaping the economics of asset
management
Revenue growth projections by product 2003-2027, $ billions

Source: Oliver Wyman and Morgan Stanley Research, 2023

1.5 Digitization and Innovation
New technological platforms are transforming how capital is allocated:

Marketplace Lending: digital platforms facilitate direct connections between investors
and borrowers, creating opportunities for smaller lenders.

Advanced Risk Analytics: the integration of Al and big data technologies optimizes
risk assessment and management processes (AIMA, 2017).
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Figure 3: Apart from the country in which you are currently most active, in which
3 jurisdictions do you foresee the biggest growth opportunities for your manager
in the next 3 years?

Source: AIMA, 2017
1.6 Challenges and Limiting Factors
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While the market continues to grow, there are several challenges:

Regulations: The lack of clear standards for transparency and reporting remains a
significant issue.

Liquidity Risk: Private financing involves locking up capital for long periods, which can
become challenging during volatile periods.

Competition: The emergence of new players and massive funds places pressure on
returns (Oliver Wyman, 2024).
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Figure 4. The 10-year outlook for aviation growth

Source: Oliver Wyman analysis, 2024
This analysis highlights the dynamic nature of the private credit market, which continues to
redefine global financing through adaptability and innovation.

2. Collaboration between Asset Managers, Banks, and Insurers

The private credit ecosystem is built upon the efficient collaboration between asset
managers, banks, and insurers. Each of these actors brings unique expertise and resources
that enable the development of flexible, innovative, and effective financing solutions. Below
are the key aspects of this collaboration:

2.1. Role of Asset Managers
Asset managers play a central role in private credit structures, responsible for:

Providing Capital: by creating dedicated private credit funds, they raise investments from a
wide range of institutional and individual investors.

Customizing Solutions: asset managers offer financing tailored to the needs of borrowers,
including direct lending, structured loans, or mezzanine financing.

Risk Management: their expertise in risk analysis and evaluation helps distribute capital
efficiently, maintaining high performance for investors (Oliver Wyman, 2024; Alliance
Bernstein, 2015).
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Example: Funds like Apollo and Ares have developed strategies that combine direct lending
with participation in complex projects such as infrastructure or renewable energy.

2.2. Contribution of Banks

Although banks have withdrawn from certain lending sectors following the 2008 crisis, they
remain key partners for asset managers:

Co-Financing Source: banks continue to fund the less risky part of a credit (senior debt),
redistributing the riskier tranches to private credit funds.

Transaction Facilitators: banks provide operational infrastructure and distribution networks
for loans, along with local knowledge of regional markets.

Capital Optimization: through partnerships, banks optimize their balance sheets by using
private funds to share the risks associated with complex loans (AIMA, 2017; Oliver Wyman,
2024).

Example: The partnership between European banks and private credit funds in commercial
real estate projects demonstrates the efficiency of collaboration in risk reduction and
increasing available capital.

2.3. Involvement of Insurers

Insurers are attracted to the private credit asset class due to characteristics that align with
the needs of their portfolios:

Long-Term Financing: insurers prefer investments in infrastructure and commercial mortgage
loans, which offer stable, long-term cash flows.

Higher Returns: by engaging in private credit, insurers capitalize on the illiquidity premiums
and higher yields compared to traditional bonds (Alliance Bernstein, 2015).

Diversification: exposure to private credit contributes to portfolio diversification and reduces
risks correlated with other capital markets.

Example: Allianz and Aviva are notable insurers that have heavily invested in infrastructure
and corporate credit through private credit funds.

2.4. Synergy Between Actors

The collaboration between asset managers, banks, and insurers creates a resilient
ecosystem:

Risk Redistribution: loans are structured so that risks are proportionally shared between
actors, with each managing segments that align with their risk tolerance.

Creation of New Financial Products: partnerships drive innovation, leading to the emergence
of hybrid solutions, such as funds that combine public and private capital.

Broader Access to Capital: borrowers benefits from faster and more flexible access to
capital, contributing to economic growth.

2.5. Challenges and Risks in Collaboration

Lack of Transparency: collaborations require clear standards for risk and performance
reporting, which remain problematic in some markets.

Goal Alignment: strategic differences between banks, asset managers, and insurers can
create tensions.

Regulations: complex partnerships require constant adaptation to regulatory requirements
across various jurisdictions (Oliver Wyman, 2024).
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The collaboration between asset managers, banks, and insurers is at the core of the
development of the private credit market. This synergy maximizes capital utilization, supports
innovation, and strengthens global financial resilience, demonstrating the potential of a new
economic partnership model.

3. Attractiveness for Borrowers

Private credit has become an increasingly attractive option for companies, especially small
and medium-sized enterprises (SMEs) and firms with specific financial needs. This popularity
is driven by several advantages that differentiate private credit from traditional bank
financing. Below are the main reasons why this option is appealing:

3.1. Flexibility of Financing Structures
Private lenders can offer customized loans tailored to the specific needs of each borrower:

Covenant-lite loans: These loans include fewer financial covenants, giving borrowers greater
operational freedom.

Structured financing: Private lenders can combine various types of financial instruments to
create flexible solutions, such as mezzanine loans, which combine debt and equity (AIMA,
2017).

Speed of execution: Private credit fund managers can provide faster solutions than traditional
banking institutions due to more agile decision-making processes.

Example: SMEs in sectors like Al technology and renewable energy have used this flexibility
to secure rapid funding for their projects.

The Impact of Digitalization on Sustainable Finance

The data analysis revealed a significant correlation between digitalization and efficiency in
sustainable finance. 80% of respondents stated that digital technologies, such as blockchain
and artificial intelligence, have improved the transparency and efficiency of financing
processes.

Transparency: 75% of respondents believed that blockchain facilitates the tracking of
financial flows, reducing the risks of corruption and fraud.

Efficiency: 70% reported that the use of artificial intelligence in risk assessment and social
impact evaluation enhances decision-making and the attraction of funds.

These observations confirm the conclusions from the literature regarding the impact of digital
technologies on the financial sector.

Using the evaluation formulas discussed in the research methodology, the following results
were obtained:

[J Sustainable Investment Growth Rate (RCIS):

For the analyzed period, an average annual growth rate of 12% was recorded for sustainable
investments. This demonstrates a positive trend in capital allocation for sustainable projects.

I —1_
RCIS = tl—”xmo

t—-1

The calculation for investments in the current year (2023) and the previous year (2022)
showed an increase from 500 million euros to 560 million euros.
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| Social and environmental impact (ISE): E+S

ISE = ——
T

The ISE was rated at 1.5, indicating that for every euro invested in sustainable projects, there
is a social and environmental impact of 1.5 euro.

Where the environmental impact was estimated at 300 million euros, the social impact at 150
million euros, and the total investment cost was 300 million euros.

Although branches still play a crucial role in banking intermediation, their number has been
shrinking since 2012, particularly in major advanced and EU economies (see Figure 1) (IBM,
2023). This decline is primarily due to intense M&A activity, but it has also been accelerated
by declining demand and revenue pressures, notably because of low interest rates over the
past decade. In contrast, branch networks are growing in other advanced and emerging
economies, along with economic wealth, banks’ earning capacity, and the provision of
services to previously unbanked citizens and regions.

Figure 5. The rate of commercial bank branch openings—and closures Branches are
declining since 2012, particularly in major advanced and EU economies

Note: Data for Germany is 2020, not 2021.
Source: IBM Institute for Business Value analysis of S&P Global data, 2022.

Digitalization as access

Banks initially introduced online journeys to supplement branch access, coexisting without
differentiating key propositions. With the advent of smartphones, digital banking matured as
a primary engagement platform. We asked 12,000 consumers about their preferred method
to perform basic banking transactions, such as accessing their bank account and verifying
balances and transactions. 62% already said they’re using a mobile app and 12% report
using a bank website. (Ramamurthy, 2023) However, interfaces for basic banking services
were built and optimized without resolving core banking complexities, limiting the capability to
better satisfy digital requirements of the clientele. This hindered banks’ effectiveness in
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engaging clients based on core banking transactions data, even when enriched by other
sources of information.

As digital banking grew in usage and relevance, cloud technology became essential to
elevating the omnichannel experience, providing advanced analytics for timely insights into
client behaviors. Notably, the more open architecture of hybrid cloud underscores the vital
role of innovation and the need for easier integration of the fintech ecosystem to shape a
more responsive, customer-centric digital banking landscape (figure 2).

a

Digitalization / Personalization / Communication /
More digital habits Less friction Less passive
Less branch visits More relevance More conversations
Hybrid cloud Al/machine learning/ Generative Al

deep leaming

Figure 6. Evolving with exponential tech Three technology pillars to build better
customer service

Source: IBM Institute for Business Value
3.2. No Dilution of Equity

Compared to financing through issuing shares, private credit allows companies to
retain their ownership structure:

e Maintaining control: Managers and founders maintain decision-making influence,
which is crucial for family businesses or companies valuing strategic independence.

o Predictable costs: Interest rates are typically fixed or adjusted based on clear
parameters, offering greater predictability compared to equity dilution.

3.3. Access to Capital for Undercapitalized Companies

Private credit opens opportunities for companies that would traditionally not be able to
access bank financing:

o Growing companies: SMEs with fluctuating revenues or insufficient credit history can
benefit from private funding.

e Specific projects: Loans are often granted for unique projects, such as capacity
expansions or acquisitions, where banks may be reluctant to lend.

o Emerging markets: In regions with underdeveloped financial markets, such as Africa
or South Asia, private credit becomes a crucial source of funding.

Example: Mid-market companies in Central and Eastern Europe have leveraged
private credit to fund their expansions into international markets.

3.4. Favorable Financing Terms

Private credit often offers terms that are less restrictive than those of traditional bank
loans:
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e Longer maturities: Suitable for projects that require more time to generate returns.

e Innovative repayment structures: Including grace periods or staggered payments that
align with the company’s cash flow.

o Competitive rates: In some cases, borrowers may benefit from lower costs compared
to other alternative sources, due to investor interest in the higher returns provided by
this type of financing (Alliance Bernstein, 2015).

3.5. Direct Relationship with Lenders
Private credit allows for closer interaction between borrowers and investors:

e Familiarity and trust: Fund managers are more willing to spend time understanding
the specific needs of borrowers.

e Strategic support: In some cases, private lenders offer non-financial support, such as
management consulting or market development assistance.

3.6. Appetite for Innovation

Private lenders are more open to emerging sectors and innovative business models, such
as:

e Green technology: Renewable energy projects or tech startups attract capital from
specialized funds.

o Digital markets: E-commerce or fintech platforms have used private financing for
accelerated growth. Example: In the fintech sector, many companies have preferred
private funding to maintain speed and flexibility in their development.

Challenges for Borrowers. Despite the advantages, there are also some challenges: higher
costs (interest rates for private credit can be higher than those of bank loans), reputational
risk (if payment obligations are not met, borrowers may face difficulties securing future
financing), and (complex documentation (credit structures can involve complex terms and
conditions).

The attractiveness of private credit for borrowers lies in its flexibility, speed, and lack of
equity dilution, offering a viable solution for companies that are unable or unwilling to access
traditional financing. This type of financing has become a key catalyst for global economic
growth and innovation.

4. Innovations and Growth Strategies in the Private Credit Market

The private credit market is constantly evolving, adopting innovations and strategies that
facilitate expansion and adaptation to the needs of the global market. These innovations are
crucial for attracting capital, increasing efficiency, and reducing associated risks. The key
trends include:

4.1. Digital Transformation
Digitization has significantly changed the way capital is mobilized and distributed:

Digital lending platforms: marketplace lending has gained traction, offering borrowers rapid
access to capital. Examples include Lending Club and Funding Circle.

Artificial Intelligence (Al) technologies: Al is used for data analysis, risk assessment, and
predicting borrower behavior, speeding up decision-making and reducing operational costs.

Blockchain and smart contracts: Blockchain technologies allow for greater transparency and
security in transaction processing, reducing fraud and liquidity risks (AIMA, 2017).

4.2. Development of Innovative Financial Products
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Private lenders are developing new financial solutions tailored to market demands:
Sustainable loans: financing aimed at ESG (Environmental, Social, Governance) projects is
gaining interest, offering opportunities in renewable energy, sustainable infrastructure, and
social development; Hybrid products: loans that combine debt and equity components offer
innovative solutions for startups and SMEs in expansion phases (Oliver Wyman, 2024), and
Securitized transactions: Transforming private loans into securities enables greater liquidity
and attracts new investors. Example: Blackstone and KKR have launched private credit
funds dedicated to investments in green technologies and infrastructure projects.

4.3. Expansion into Emerging Markets
Emerging markets offer significant growth opportunities:

Access to underfunded sectors: Regions like Southeast Asia, Africa, and Latin America show
high demand for alternative financing, especially in sectors like infrastructure and agriculture.

Rapid economic growth: Improvements in economic and institutional conditions in these
regions are stimulating private lenders’ interest (AIMA, 2017).

4.4. Extended Collaboration with Traditional Institutions

Synergies between asset managers, banks, and insurers continue to be a major growth
factor: strategic partnerships (traditional financial institutions co-finance large projects,
reducing risks and attracting private capital), capital pooling (private lenders and banks
collaborate to offer integrated financial solutions, increasing accessibility and efficiency).
Example: Infrastructure projects supported by public-private partnerships (PPPs) are a
concrete example of collaboration between traditional institutions and private credit funds.

4.5. Increasing Accessibility for Individual Investors

Private credit, traditionally accessible only to institutional investors, is now also
available to individual investors: Mutual funds and ETFs (these instruments bring smaller
capital into the private credit market, thereby increasing investor diversity), and reducing
entry barriers (technology and enhanced transparency enable access to private credit for
smaller portfolios, diversifying capital bases).

4.6. Risk Management through Innovative Strategies

Developing sophisticated risk management strategies is a priority: credit risk hedging (the
use of derivatives and credit insurance allows for reduced exposure to defaults),
geographical diversification (Private credit funds invest in multiple regions to minimize
macroeconomic risks), and Integration of ESG metrics (risk assessment now includes
environmental, social, and governance factors for a more comprehensive risk approach).

4.7. Market Education and Transparency

To support market growth, industry players are investing in educating participants:
standardized reporting platforms (the development of tools for reporting and performance
evaluation facilitates trust between investors and borrowers), and events and conferences
(International forums, such as the Private Credit Summit, promote the exchange of
knowledge and best practices).

Technological innovations, expansion into emerging markets, and the development of
financial products tailored to current needs are the pillars of growth in the private credit
market. Strategies focused on collaboration, diversification, and sustainability will continue to
redefine this dynamic sector, contributing to its global growth.

5. Challenges and Risks in the Private Credit Market

Despite the significant growth and diversification of financial products in the private
credit market, there are several challenges and risks that could affect its stability and viability.
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These include operational, credit, regulatory, and liquidity risks, as well as systemic risks
related to the volatility of global financial markets. Below are the key challenges and risks for
participants in the private credit market:

5.1. Credit Risks

Credit risks remain one of the most important obstacles for players in the private credit
market: default on loans -Loans provided by private investors are often structured over the
long term and can present significant risk if the borrower fails to meet payment obligations.
This is especially true for loans granted to companies with low credit ratings or those in high-
risk sectors), and Credit risk evaluation -unlike traditional banks, which have elaborate risk-
monitoring systems, private credit investors rely on their own assessments, which may be
less accurate due to the relatively smaller nature of the market and the lack of a complete
performance history (Alliance Bernstein, 2015). Example: Financial crises, such as the 2008
economic recession, showed that private credit portfolios can be quickly affected by the
bankruptcies of major companies, leading to significant losses for investors.

5.2. Liquidity Risks

The private credit market is often considered less liquid than public capital markets:
smaller and less transparent market (Compared to public capital markets, private credit
transactions are less frequent, and assessing their value quickly is more difficult. This means
that investors who want to sell their assets may struggle to find a buyer or may be forced to
accept lower prices than the estimated value of the asset), and Risk diversification: while
many private credit funds diversify portfolios by investing in multiple sectors and regions,
liquidity risk remains significant, especially during periods of global economic volatility (AIMA,
2017). Example: Private equity and private credit funds are often closed for 5-10 years,
which limits investors' ability to withdraw capital before the fund's maturity.

5.3. Regulatory Risks

Another significant risk for the private credit market is regulatory uncertainty: Regulatory
changes (regulations governing banking and other financial institutions can evolve rapidly,
and legislative changes may affect the market structure. For example, Basel Ill regulations
impacted banks, prompting them to withdraw from certain types of lending, and future
changes to tax regulations could affect the profitability of private credit funds.), and lack of
clear regulation: in many jurisdictions, the private credit market is not as strictly regulated as
public financial markets, creating uncertainty for investors. The absence of clear regulations
can encourage risky activities, such as unsustainable lending or opaque financial structures
(Oliver Wyman, 2024). Example: The impact of regulations on private credit funds is evident
in European regions, where the European Securities and Markets Authority (ESMA) has
started imposing stricter regulations regarding transparency and investor protection.

5.4. Economic and Market Risks

The private credit market is sensitive to global economic fluctuations: Financial market
volatility (during periods of economic uncertainty or financial market volatility, borrowers may
face financial difficulties that affect their ability to repay. This can lead to an increase in
defaults and a decline in the value of financial assets), and capital loss during recession: in
an economic recession, credit and liquidity risks are amplified, which may cause private
credit portfolios to suffer significant losses (Alliance Bernstein, 2015). Example: The global
economic crisis of 2008 severely impacted private credit portfolios, particularly in the real
estate and infrastructure sectors, where many projects became insolvent.

5.5. Governance and Management Risks

Although asset managers in the private credit sector are often experts at risk
assessment, a lack of proper control over fund management can lead to: Poor risk
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management: A lack of transparency or inadequate investment strategies can lead to poor
performance or even losses. Corporate governance issues: If funds are not managed
properly, investors may face difficulties in obtaining the promised returns.

The private credit market is exposed to a variety of risks, including credit, liquidity,
regulatory, and economic risks. While these risks can be managed through diversification
strategies, advanced technologies, and collaboration between financial institutions, they
remain significant factors that investors and borrowers must consider. Innovations in risk
management and appropriate regulations will play a crucial role in ensuring a stable and
sustainable environment for this emerging market.

6. Impact on Financial Markets

The private credit market has a significant impact on global financial markets as it continues
to expand and transform. It is reshaping the traditional banking landscape and influencing the
dynamics of capital availability for investment, financial risks, and regulatory structures. In
this context, the impact on financial markets can be analyzed from multiple perspectives:

6.1. Diversification of Capital Sources

One of the key consequences of the development of the private credit market is the
diversification of capital sources for loans and investments. This reduces economies'
dependence on traditional funding sources, such as banks, and adds a new layer of capital:
involvement of institutional investors: private credit funds attract institutional investors, such
as pension funds and insurers, which are becoming increasingly important in supporting
credit to global economies. These investors diversify their portfolios, thereby reducing risks
and improving returns (Preqgin, 2023), increased capital availability: private credit
mechanisms provide access to capital for sectors that were traditionally harder to access via
the banking system, such as SMEs and infrastructure projects in emerging markets.

6.2. Regeneration of the Banking Sector

The private credit market is helping to reshape the traditional banking sector. In a
period where post-crisis regulations (such as Basel lll) have imposed additional restrictions
on bank capital and liquidity requirements, banks have begun to focus more on their
traditional deposit and core banking services: risk reduction and portfolio balance (banks sell
off some of their risky loans to private investors, diversifying their portfolios and improving
their equity (AIMA, 2017). This allows them to focus on their traditional clients, while private
credit provides a more flexible and customized financing option), and partnerships between
banks and asset managers, many banks collaborate with private credit funds to co-finance
large loans, diversifying risks and helping to increase lending capacity. This hybrid model
brings more financing options for clients and strengthens the relationship between traditional
and non-bank financial institutions, (KPMG, 2023).

6.3. Increased Liquidity and Market Accessibility

Another important impact of the private credit market is the increased liquidity in
financial markets: creation of new and liquid financial products, financial technologies and
innovations, such as the securitization of private credit and the sale of loan packages on
secondary markets, increase their liquidity. This allows investors to trade more easily and
achieve higher returns (McKinsey, 2022), capital accessibility, both borrowers and investors
can more easily access the private credit market due to online financial platforms and the
digitization of the sector. This increases market competition and improves capital allocation
efficiency.

6.4. Impact on Systemic Risks, while the private credit market offers significant
benefits, there are also risks that could affect the stability of the global financial market:
exposure to higher risks, private credit tends to be riskier than traditional loans due to the
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absence of clear regulatory standards and a lack of transparency. Credit risks can lead to
significant losses for investors during economic crises or market volatility (CFA Institute,
2020), potential for systemic instability, the growing exposure to non-performing loans and
lack of liquidity during a financial crisis could cause significant disruptions, as private credit is
not as rigorously regulated as traditional banking markets. For example, during the 2008
crisis, many subprime loans turned into non-performing credits, causing major losses across
the global economy.

6.5. Implications for Individual Investors. The growth of the private credit market also
impacts individual investors: wider access to private credit, innovative financial instruments,
such as ETFs and mutual funds, allow retail investors to participate in the private credit
market, diversifying their portfolios and benefiting from higher returns offered by these loans,
and market volatility and volatility risks, while they may achieve higher returns, individual
investors must be aware of market volatility and the risks associated with private loans,
especially during periods of economic uncertainty.

The private credit market has a significant impact on global financial markets,
contributing to the diversification of capital sources and increasing liquidity. At the same time,
it adds complexity to the financial system by exposing it to additional risks, particularly in
terms of credit and liquidity risks. As this market continues to grow and evolve, it will be
essential for market participants to develop appropriate risk management strategies and
collaborate to ensure a balance between innovation and financial stability.

The emerging private credit ecosystem is crucial for financing modern economies, but
its long-term success depends on continuous innovation, regulatory adaptation, and careful
risk management.

The study’s findings are structured around the rigorous methodology that employed
the PRISMA framework to ensure systematic identification, screening, and selection of
relevant studies. The results are presented in alignment with the research objectives,
showcasing key insights into the private credit market's transformation.

PRISMA selection processes the future of private credit: A New Ecosystem led by
asset managers, banks, and insurers

The PRISMA framework facilitated the identification, screening, and selection of
literature from the Web of Science database and other authoritative sources. The selection
process comprised four stages: identification a total of 432 studies were initially identified
based on relevant keywords such as "private credit," "asset managers,"” "bank-insurer
collaboration," "regulatory challenges," and "market risks.". and screening, respectively after
removing duplicates (82 studies), 350 studies were screened based on titles and abstracts
for relevance to the research objectives. Eligibility, a full-text review was conducted on 95
studies, considering their methodological rigor, relevance, and contribution to understanding
the private credit ecosystem. Inclusion, ultimately, 48 studies were included in the final
analysis. These studies encompassed a mix of academic papers, industry reports, and
regulatory publications.

A PRISMA flow diagram is provided to illustrate these steps, ensuring transparency
and reproducibility of the selection process.

Key Findings
1. Factors Driving Growth in the Private Credit Market
The analysis revealed that the private credit market's growth is propelled by:
v Diversification of capital sources: post-financial crisis regulations limited
traditional bank lending, prompting borrowers to seek alternative financing.
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v Demand for tailored solutions: companies increasingly favor customized
financial products to meet their specific capital and operational needs.

v" Institutional investor appetite: pension funds, insurance companies, and other
institutional investors are drawn to private credit due to its risk-adjusted
returns and low correlation with traditional asset classes.

2. Collaboration Dynamics Between Financial Institutions

The study highlighted the evolving roles and synergies among asset managers,
banks, and insurers:

v' Enhanced capital allocation: collaboration allows for pooling expertise and
resources, leading to more efficient deployment of capital across diverse
sectors and geographies.

v' Risk sharing and management: joint structures distribute risks effectively,
leveraging the strengths of each participant—banks provide risk assessment
expertise, while insurers and asset managers bring long-term investment
horizons.

v Innovation in financing models: the emergence of hybrid financing structures
and co-investment platforms fosters innovation, aligning stakeholder interests.

3. Regulatory Challenges and Market Risks
The findings underscore several challenges that could impede the sector's growth:

v" Regulatory fragmentation: differing regulations across jurisdictions create
complexities for cross-border transactions.

v' Transparency concerns: limited disclosure requirements in the private credit
market hinder comprehensive risk assessment.

v" Economic cycles: the sector’s resilience to economic downturns remains a
concern, especially for high-yield and distressed debt segments.

Contribution to the Field

By systematically employing the PRISMA framework, this study ensures the rigor and
reproducibility of its findings. The integration of high-quality data sources and a structured
selection process contributes to a deeper understanding of the private credit market, offering
valuable insights for industry practitioners, policymakers, and researchers.

Conclusions and Policy Implications

The private credit market has evolved into a vital component of the global financial system,
driven by the need for diversified capital sources and more flexible alternatives to traditional
financial systems. This study has provided insights into the dynamics of this market,
highlighting its benefits, risks, and challenges while identifying areas for future research.

Key Conclusions

Diversification of capital sources, and collaboration between traditional financial institutions
and non-bank entities has fostered the creation of innovative financial products. This has
reduced dependence on traditional banks, expanded financing options, and enhanced capital
allocation efficiency, benefiting both borrowers and investors.

Flexibility and customization of financing, private credit markets offer highly customized
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financial solutions, which have made them particularly attractive to small and medium
enterprises (SMEs) and companies in higher-risk sectors. This customization addresses the
gaps left by traditional credit providers, fostering economic inclusivity.

Market risks and challenges, despite its benefits, the private credit market presents inherent
risks, including credit, liquidity, and regulatory challenges. These risks become particularly
acute during periods of economic instability or financial volatility. Furthermore, governance
risks and poor fund management practices can undermine the sector's stability.

Impact on financial markets, by diversifying global financial markets, the private credit sector
has become a crucial source of capital for underbanked sectors. However, it also poses new
challenges for regulatory frameworks and raises concerns about the systemic stability of
financial markets, particularly as the sector continues to grow rapidly.

Policy Implications, to address these findings and ensure the sustainable growth of the
private credit market, the following policy implications are recommended:

v" Enhanced transparency and reporting standards.

v" Regulators should work toward establishing standardized reporting
frameworks for private credit funds. This would improve market transparency,
enable better risk assessment, and enhance investor confidence.

v' Harmonized regulatory oversight, given the global nature of private credit
markets, coordinated international regulatory efforts are essential.
Harmonizing regulations can reduce fragmentation, ensure fair competition,
and mitigate cross-border risks.

v/ Systemic risk monitoring, authorities should develop tools to monitor the
systemic risks posed by the private credit sector, particularly during periods of
economic downturn. Stress-testing frameworks tailored to the unique
characteristics of private credit can help identify vulnerabilities and preempt
potential crises.

Support for innovation and inclusiveness, policymakers should encourage the development
of private credit solutions that cater to underserved markets, such as SMEs, while
maintaining appropriate safeguards. Tax incentives and public-private partnerships could
further stimulate innovation in this space.

Capacity building for governance and fund management, to address governance risks,
regulators and industry associations should promote capacity-building initiatives that improve
fund management practices. Certification programs and best practice guidelines can support
this goal.

Research limitations: While this study provides a detailed examination of the private credit
market, certain limitations must be acknowledged:

v' Limited data availability, the lack of transparency and restricted access to
private market data limit the depth of the analysis.

v' Diverse market structures, the wide variety of financial products and
institutions within the sector makes it challenging to generalize findings across
the entire market.

v Dynamic market evolution, the private credit market evolves rapidly,
influenced by technological advancements, economic conditions, and
regulatory changes, which may render some conclusions time-sensitive.
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Future Directions

Further studies should explore the long-term systemic implications of private credit growth
and the potential role of technology in enhancing transparency and efficiency. Additionally,
research into the regional differences in private credit markets could provide more tailored
insights for policymakers and market participants.

By addressing the outlined policy implications, market participants and regulators can work
together to ensure the private credit market's continued growth while safeguarding financial
stability and inclusiveness.

Despite significant progress in understanding the private credit market, there are several
areas of research that could contribute to a better understanding of this emerging sector:

Evaluation of Systemic Risks. It is crucial to further study how the growth of the private credit
market can contribute to systemic risks, particularly during periods of global economic
volatility. Future research could examine in greater detail how these risks may spread and
impact traditional financial markets.

Impact of Future Regulations. Given the constantly changing regulatory environment,
research could explore how new financial regulations (e.g., Basel IV, pension fund
regulations) will influence the development of the private credit market. Research could also
examine the impact of emerging regulations in different regions and globally.

Financial and Technological Innovations. The impact of emerging technologies such as
blockchain and crowdfunding on the private credit market deserves special attention.
Research could investigate how these technologies might help reduce transaction costs and
increase market transparency.

Comparison with traditional financial markets. A comparative study between the performance
of the private credit market and traditional financial markets, such as bank loans and public
capital markets, could provide clear insights into the advantages and disadvantages of each
type of financing, as well as the associated risks of each market.

The private credit market represents an important emerging force in the global financial
system, offering innovative and customized financial solutions, but also bringing significant
challenges related to risks and regulation. Going forward, it will be essential for future
research to deepen the understanding of this sector and identify the best practices for
managing risks, to ensure a stable and sustainable financial environment.

Bibliography
Alliance Bernstein, 2015, Consider Private Credit as an Asset Class. Retrieved from
www.alliancebernstein.com.

AIMA, 2017, The Role of Asset Managers in the Evolution of Private Credit. Alternative
Investment Management Association.

Bain & Company, 2021, Private Credit: The Role of Non-Bank Lenders in the Global Credit
Market. Bain & Company.

CFA Institute, 2020, Managing Credit Risk in Private Debt Markets. CFA Institute Research
Foundation.

Deloitte, 2021, Private Credit: Trends, Risks, and Opportunities. Deloitte Insights.
Federal Reserve System, 2023, The Financial Accounts of the United States.
Fitch Ratings, 2020, Assessing the Risks in the Private Credit Market. Fitch Ratings Report.

IBM, 2022, Institute for Business Value analysis of S&P Global data.
155



KPMG, 2023, Banking on the Future: The Role of Banks in Private Credit Markets. KPMG
International.

McKinsey & Company, 2022, The Future of Private Credit: Innovation, Risk, and Returns.
McKinsey Global Institute.

Oliver Wyman, 2024, Private Credit — Impact on Banks and Asset Managers. Retrieved from
www.oliverwyman.com.

Oliver Wyman and Morgan Stanley Research, 2023, www.oliverwyman.com.
Preqin, 2023, Private Debt: A Global Review. Pregin Insights.
Shanker Ramamurthy, 2023, Global Managing Partner Banking in IBM Consulting.

S&P Global, 2022, The Growth of Private Credit in the Post-COVID Economy. S&P Global
Ratings.

World Economic Forum, 2023, Financing the Future: Trends in Private Credit and the Role of
Asset Managers. World Economic Forum.

156



	The future of private credit: A New Ecosystem led by asset managers, banks, and insurers
	1.3 Borrower Diversity and Market Segmentation
	1.4 Attraction for Investors
	1.5 Digitization and Innovation
	1.6 Challenges and Limiting Factors
	2.2. Contribution of Banks
	2.3. Involvement of Insurers
	2.4. Synergy Between Actors
	2.5. Challenges and Risks in Collaboration
	3.2. No Dilution of Equity
	3.3. Access to Capital for Undercapitalized Companies
	3.4. Favorable Financing Terms
	3.5. Direct Relationship with Lenders
	3.6. Appetite for Innovation
	4.6. Risk Management through Innovative Strategies
	4.7. Market Education and Transparency
	5.1. Credit Risks
	5.2. Liquidity Risks
	5.3. Regulatory Risks
	5.4. Economic and Market Risks
	5.5. Governance and Management Risks
	6.1. Diversification of Capital Sources
	6.2. Regeneration of the Banking Sector
	6.3. Increased Liquidity and Market Accessibility
	6.4. Impact on Systemic Risks, while the private credit market offers significant benefits, there are also risks that could affect the stability of the global financial market: exposure to higher risks, private credit tends to be riskier than traditio...
	6.5. Implications for Individual Investors. The growth of the private credit market also impacts individual investors: wider access to private credit, innovative financial instruments, such as ETFs and mutual funds, allow retail investors to participa...


