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Private Credit: Different Risks Than Often Cited

Private credit has grown steadily in recent years as investors seek higher yields and greater portfolio
diversification. Rapid expansion has, in turn, prompted concerns about overallocation and systemic risk. We
believe these concerns are overstated. Attractive, risk-adjusted opportunities remain for diligent institutional
investors. That said, private credit is not without risks—particularly when viewed through non-traditional
metrics of borrower health.

Below are answers to frequently asked questions about private credit and a summary of how we are guiding
clients today.
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Private credit vehicles, by design, more closely align the duration of their funds with the loans they hold, and
most strategies employ little to moderate leverage (often 1-2 times, if any). While borrower credit quality in
private credit can be lower than in traditional banking, the sector’s relative size and structure suggest it is not
a major source of systemic risk.

Is there a private credit bubble?

Headlines have characterized a handful of recent defaults as evidence of deteriorating private-credit quality.
Given the apparent fraud involved and the disproportionate impact on conventional debt, we do not view
these incidents as indicators of a broader bubble or private-credit-specific problem.

Historically, credit cycles—such as the Global Financial Crisis—were preceded by systemic deterioration in
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underwriting standards and rising leverage. Today, household and corporate debt as a share of US GDP have
declined from the highs reached in 2020, which points to healthier fundamentals and runs counter to a
developing bubble narrative.

Figure 2: Household Consumer Credit Figure 3: Non-Financial Corporate Business Debt
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Sources: Fulcrum Asset Management, St. Louis Federal Reserve. Households and Nonprofit Organizations; Debt Securities and Loans; Nonfinancial
Corporate Business; Debt Securities and Loans; Liability, Level, Billions of Dollars, Quarterly, Seasonally Adjusted. As a percentage of US GDP,
seasonally adjusted. Gray bars indicate recessions.

Is there too much dry powder in private credit?

Dry powder in private credit has grown from roughly $157 billion ten years ago to about $470 billion at year-
end 2024 (Preqin). The typical concern is that elevated undeployed capital can pressure managers to lend
less selectively. Similar dynamics exist in other private markets. For example, when private equity deploys dry
powder, loan demand in private credit may also increase because many private credit managers lend to
private-equity-backed companies.

Figure 4: Private Credit Fundraising
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In aggregate, dry powder appears proportionate across private markets: private credit accounts for ~12% of
private markets’ dry powder and ~11% of total private markets AUM. Of the roughly $1.7 trillion in private
credit AUM, 27% is uncalled—comparable to private equity (24%) and private real estate (30%). Fundraising
has consolidated, with fewer fund closes and larger average fund sizes, consistent with a maturing landscape.

RVK seeks managers who maintain capital discipline and avoid certain vehicle structures that increase the
pressures associated with dry powder.

What do borrower health indicators say?

Overall, direct-lending borrowers appear in reasonably good health. Spreads are near long-term averages
(since 2013), while base rates are elevated, producing above-average all-in yields. Compared with public
credit markets, where spreads are tight and near the 90" percentile, private credit spreads remain more
attractive. Borrower leverage has moderated in recent years, interest coverage has improved toward long-
term norms, and default rates remain below historical averages.

Figure 5: Select Private Credit Metrics
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Sources: LSEG LPC through June 30, 2025. Default Rates: Lincoln International through March 31, 2025.

What risks may be underneath current default rates?
While traditional borrower metrics appear healthy, non-default restructurings are taking place and default
rates may be higher than what conventional data indicates.

Payment-in-kind (PIK) loans let borrowers defer part of their interest payments by adding them to the loan
balance instead of paying cash. This helps borrowers preserve cash for growth or turnaround plans, while
lenders earn a higher return and often gain stricter covenants. PIK terms can be built into loans from the start
and are common in private credit, where flexibility is a selling point versus broadly syndicated loans (BSLs).
Many BSL investors, such as collateralized loan obligation (CLO) buyers, cannot as easily hold PIK loans, giving
private lenders an advantage.
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The concern is the rise of amended PIK—added after origination. About 11% of loans tracked by Lincoln
International pay PIK interest, and over half of those are amended, suggesting roughly 6% of loans may be
under pressure. This indicates borrower health may be weaker than default rates suggest.

Figure 6: Investments with PIK (%) Figure 7: ...of those, PIK after close (Bad PIK, %)
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How is RVK approaching private credit?

We continue to monitor PIK and other metrics of borrower health. The important caveat remains that data
availability is limited for the whole range of private credit strategies and much of this discussion focuses on
direct lending as a proxy. We favor managers with strong workout capabilities and institutionally viable
vehicles. Similarly, we recommend clients avoid BDCs where PIK income is especially problematic—it is
considered taxable income and BDCs must distribute at least 90% of taxable income to shareholders in the
form of cash. This can cause asset/liability pressures, including the potential for the forced sale of positions.

Conclusion

Private credit may help reduce systematic risk in the banking sector by more effectively matching risk and
tenors to appropriate investor bases. Borrower metrics generally appear healthy; however, non-traditional
approaches to restructuring may result in understated default rates. We remain selective, emphasizing
managers with strong track records, deep borrower-level due diligence, and selective lending history. We
also favor highly experienced teams that lead structuring for their own transactions and manage effective
workouts. Private credit is not without risks, but the attractive yield potential is likely still worth the risk for
many long-term institutional investors.
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Disclaimer of Warranties and Limitation of Liability

This document was prepared by RVK, Inc. (RVK) and may include information and data from some or all of the
following sources: client staff; custodian banks; investment managers; specialty investment consultants;
actuaries; plan administrators/record-keepers; index providers; as well as other third-party sources as
directed by the client or as we believe necessary or appropriate. RVK has taken reasonable care to ensure the
accuracy of the information or data, but makes no warranties and disclaims responsibility for the accuracy or
completeness of information or data provided or methodologies employed by any external source. This
document is provided for the client’s internal use only. It should not be construed as legal or tax advice. It
does not constitute a recommendation by RVK or an offer of, or a solicitation for, any particular security and it
is not intended to convey any guarantees as to the future performance of the investment products, asset
classes, or capital markets. This document should not be construed as investment advice: it does not reflect all
potential risks with regard to the client’s investments and should not be used to make investment decisions
without additional considerations or discussions about the risks and limitations involved. Any decision,
investment or otherwise, made on the basis of this document is the sole responsibility of the client or intended
recipient.

About RVK

RVK was founded in 1985 to focus exclusively on investment consulting and today employs over 100
professionals. The firm is headquartered in Portland, Oregon, with regional offices in Boise, Chicago, and New
York City. RVK is one of the five largest consulting firms in the world, as reported by Pensions & Investments'
2025 Special Report—Consultants. RVK’s diversified client base spans over 30 states, and covers endowments,
foundations, corporate and public defined benefit and contribution plans, Taft-Hartley plans, and high-net-

worth individuals and families. The firm is independent, employee-owned, and derives 100% of its revenue
from clients for investment consulting services.
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