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The Role Of Private Credit in Corporate Lending
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Private Credit has Grown Rapidly Into A Major Source of Corporate Financing

he asset class grew exponentially in US Private Credit is now as large as high Private credit returns surpassed those in
recent years yield bonds and leveraged loans many other asset classes
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Stability Concerns: Key Dimensions

‘ Borrowers
‘ Valuations
. Leverage
‘ Liquidity
‘ Interconnectedness




Borrowers: Private Credit ones Riskier than Traded borrowers

Private credit firms are medium sized, Firms with size and leverage similar to Credit losses In private credit have
and have high debt-to-earnings private credit borrowers saw deterioration in  historically not been outsized because
their ability to pay interest of risk mitigants
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Valuation: Stale Marks Could Lead to Loss of Confidence in a Downside Scenario

Private Credit exhibits substantially smaller price Growing discounts to NAV In times of stress suggest
moves than leveraged loans marks do not fully reflect risk assessments
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Leverage: PC Funds Appear to Use Limited Leverage, But Data Incomplete

Visible private credit leverage is modest...
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Liquidity: Mismatches Appear Limited but Retail Presence Growing

Private credit funds with greater redemption rights are small but growing rapidly
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Interconnectedness: Growing Exposure of Pension Funds and Insurance Companies to PC

Exposures of PFs and ICs to private Growing exposure to PC increases share PE-influenced ICs have larger illiquid
credit rapidly increasing of illiquid assets at leveraged PFs exposures, including PCs
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1/ The pension fund sample contains 26 large pension funds across North America, Europe and Asia-Pacific disclosing derivatives embedded leverage in their annual reports.




Vulnerabilities May Amplify Shock to Wider Financial Sector

Immediate risks to financial stability appear contained, but private credit iIs macrocritical
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Policy Recommendations

- » Consider a more intrusive supervisory and regulatory
Enhance p.rudentlal approach to private credit funds, their institutional investors,
oversight and leverage providers.

» Close data gaps so that supervisors and regulators may more

Close data gaps for comprehensively assess risks, including leverage, |
comprehensive risk interconnectedness, and the buildup of investor concentration.
P » Enhance reporting requirements for private credit funds and their
assessment investors, and leverage providers to allow for improved monitoring
and risk management.

* Closely monitor and address liquidity and conduct risks in
- funds—especially retail—that may be faced with higher
Address liquidity and redemption risks.

conduct risks * Implement relevant product design and liquidity management
recommendations from the Financial Stability Board and the
International Organization of Securities Commissions.
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