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ABSTRACT 
 
This paper examines why there has been a surge in appetite for private credit funds and private capital support 
in different deals throughout the market. Private credit offerings have continued to evolve and more recently 
are becoming a very attractive investment. In recent years, there has been a considerable increase in interest in 
private credit as an alternative financing option among both investors and borrowers. The goal of this paper is 
to provide a thorough analysis of the factors driving this trend by highlighting the importance of borrowers and 
lenders, regulatory impacts, market structure, and the particular advantages that private credit funds provide. 
This research hopes to offer valuable insight into the evolving financial market and the growing role of private 
credit in funding deals of varying sizes. 
 

Introduction 
 
Historically, Leveraged Buyouts (“LBO”) were funded through a combination of debt and equity, relying heav-
ily on traditional bank loans and public bond issuances to finance these high-stakes transactions. After the 
financial crisis of the late 2000s, there was a noticeable shift in the landscape of acquisition financing. Funding 
for acquisitions continued to evolve during the COVID-19 crisis, when debt was very cheap because interest 
rates were so low, prompting a surge in borrowing activity (Neely & Carmichael, 2021). This created an artifi-
cially low interest rate environment that, as experts cautioned, could not be sustained indefinitely. Subsequently, 
the Federal Reserve Board found itself compelled to raise interest rates to combat the looming threat of runaway 
inflation. As a consequence, borrowing costs began to rise, rendering debt more expensive for businesses and 
deal-makers alike (Wojnilower, 2023). This financial climate led to a critical inflection point where acquisition 
strategies had to be adapted and alternative sources of funding were explored. 

One of the sectors that has witnessed the most remarkable growth in this evolving financial landscape 
is the private credit sector (Aramonte, 2020). Previously underutilized due to the prolonged period of low in-
terest rates, private credit has emerged as a viable and attractive alternative to funding acquisitions, particularly 
in the context of rising borrowing costs. As seen through prominent instances such as Warburg Pincus and 
Advent International's acquisition of Baxter's biopharma business—which was exclusively financed through 
private credit—the private credit market is demonstrating its capacity to fill the funding gap, providing flexible 
and customized financing solutions for complex transactions (Sen & Carnevali, 2023). Warburg Pincus and 
Advent International, two private equity companies, used the private credit model to design a financing package 
that met the specific requirements of acquiring Baxter’s BioPharma solutions business. The company, selling 
for $4.25 billion in cash, will now be operating under the name Simtra BioPharma Solutions (Advent Interna-
tional, 2023). This flexibility allows for the customization of terms, repayment structures, and covenants, ena-
bling the involved parties to navigate the complexities of the deal more effectively. 

In the 1980s and early 1990s, small companies needed to find a private market alternative to keep their 
businesses afloat and to aid in acquisitions. In 2008, after the stock market crashed, everyone began to wonder 
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when banks would start lending money again and what their companies would do in the meantime. For dealmak-
ers and investors navigating the shifting financial landscape, private finance has become an increasingly popular 
option due to its inherent flexibility, customization ability, and potential for better profits. This industry is an-
ticipated to continue determining acquisition funding and investment strategies in the future, given the growing 
significance and appeal of private credit investments. This will ensure that the financial system is flexible and 
responsive to changing demands and obstacles. 

What is Private Credit? 
 
The Use of Private Credit in Capital Markets 
 
Private credit is a form of lending where non-bank lenders provide privately negotiated financing to companies, 
small businesses, startups, and individuals, tailored to the borrower's specific needs (Rosenbaum et al., 2020, 
p. 176). Private credit, often regarded as a flexible financial instrument, serves a pivotal role within capital 
markets. Its versatile nature allows it to cater to the diverse needs of borrowers, whether they require funding 
for large-scale transactions, specific project financing, or short-term capital (Understanding Private, 2023). This 
discrete form of credit offers a tailored solution for businesses and individuals seeking financial resources out-
side the traditional lending sphere. 

In capital markets, private credit plays a crucial role in facilitating various financial activities. It often 
supports corporate entities in executing mergers and acquisitions, providing the necessary funding to close deals 
swiftly. Furthermore, private credit can be employed for project financing, offering financial backing for ven-
tures that may not conform to the conventional criteria of other lending sources (Understanding Private, 2023). 
The ability to adapt to unique financing needs makes private credit a valuable tool for borrowers seeking fund-
ing solutions that align with their specific requirements. In essence, private credit serves as a flexible and adapt-
able resource within the realm of capital markets, helping to foster economic growth (Private Credit, n.d.). 
Private credit may be divided into several categories including direct lending, distressed debt, mezzanine, sec-
ond-lien debt, first-lien debt, and preferred equity. 
 
Attributes of the Various Types of Private Credit Offerings 
 
Table 1. 
 

 
Table Assessing Attributes of Various Private Credit Offerings 

Note. Compiled by author from Bromberg, 2023; CFI Team, n.d.; Chesare, n.d.; Hayes, 2023; Origin 
Investments, 2023; Rosenbaum et al., 2020, p.  189, 195-196; Snyder, 2023; Understanding First, 2023 Private 
Credit, 2022. 
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Understanding specific attributes (Table 1) is important for determining the investment potential of 
private credit offerings. Flexibility would be conducive to borrowers with long term needs and when market 
conditions are predicted to change, allowing for adjustments as necessary (Origin Investments, 2023; Snyder, 
2023). Priority of repayment in the capital structure would allow companies to access additional capital while 
safeguarding the interests of their existing stockholders (Hayes, 2023; Rosenbaum et al., 2020, p. 195-196). 
High risk is commonly associated with higher chances of default and greater potential returns, shown in Table 
1 (CFI Team, n.d.; Chesare, n.d.; Rosenbaum et al., 2020, p. 189; Understanding First, 2023). High potential is 
favorable for investors looking to receive additional returns beyond the initial investment, often through equity 
participation (Bromberg, 2023; ). Lastly, the use of collateral would afford investors an added layer of security 
that can help mitigate the risk of loss in case of borrower default (Private Credit, 2022). Evaluating these attrib-
utes helps investors fully assess the potential profitability of private credit options. 
 
The Evolution and History of Private Credit Markets 
 

 
 
Figure 1. Graph Showing Use of Private Credit Over Time and Its Correlation to Recessions 
 
Note. Compiled by author from Chen, 2022; Chen et al., 2021; Dalmia et al., 2023; Hall, 2022; Huddleston, 
2020; The Rise, 2019; Zhang, 2023. 

The initial development of private credit in the late 1970s and early 1980s was a transformative period 
in the world of corporate finance. The emergence of the high-yield market through the 1980 Recession and 
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Energy Crisis Recession marked a significant shift, providing small and mid-sized businesses without invest-
ment-grade ratings unprecedented access to long-term, fixed-rate loan funding (Hall, 2022; Huddleston, 2020). 
Throughout the 1990s and early 2000s, with the occurrence of the Dot-Com Recession and Energy Crisis Re-
cession, private credit expanded further, witnessing the growth of securitized debt instruments and non-invest-
ment grade bank debt markets (Huddleston, 2020). Despite remarkable progress, challenges persisted for 
smaller entities and consumers in fully leveraging the evolving financial landscape, dominated largely by banks 
and large corporations (The Rise, 2019). The period from 2007 to 2009 saw a profound transformation spurred 
by the Great Financial Crisis, leading to increased regulation and the emergence of diverse private debt funds 
(Hall, 2022). Due to major financial disruption, the crisis catalyzed the diversification and resilience of the 
private debt market, showcasing its adaptability as a financial solution (Chen, 2022). Subsequently, from late 
2019 to 2021, the Covid-19 pandemic propelled awareness of private credit, as businesses sought flexible, 
speedy, and risk-tolerant financing options amidst economic uncertainty (Zhang, 2023). This period under-
scored the pivotal role of private credit in providing tailored financial solutions, solidifying its relevance in the 
evolving financial landscape. 
 

Why Private Credit Is an Attractive Investment 
 
Private credit has gained significant attention as an attractive investment option. One of its most compelling 
features is the flexibility it offers in terms of investment strategies. This flexibility allows investors to tailor 
their private credit investments to match their unique investment objectives, risk tolerance, and financial goals 
(Understanding Private, 2021). Unlike traditional investment vehicles, private credit allows for individualized 
plans, enabling investors to choose from a variety of credit options—from mezzanine debt to second lien debt—
while carefully considering their risk profiles and expectations for return. This customization empowers inves-
tors to construct portfolios that align perfectly with their specific requirements, whether they are seeking long-
term growth, consistent income, or both (Private Debt, 2023). 

Another key advantage of private credit is its potential for portfolio diversification. It offers an oppor-
tunity to expand beyond conventional asset classes like equities and bonds (Private Debt, 2023). Private credit 
investments, which can encompass a variety of credit instruments and industries, add a layer of diversification 
that can be particularly beneficial during times of market volatility (Private Credit, 2021). By employing various 
private credit opportunities, investors can reduce the total risk exposure of their portfolios, enhancing overall 
risk management and potentially achieving more stable, long-term returns (The Benefits, 2023). 

Private credit also provides a reliable source of income through interest payments. This feature is par-
ticularly appealing to income-focused investors, including retirees and pension funds, who depend on consistent 
cash flows to meet their financial obligations (Snyder, 2023). Unlike equities, which can be subject to market 
fluctuations, private credit is less susceptible to market volatility and can thus provide a steady stream of income 
and more financial stability in an uncertain economy (Snyder, 2023). 

Additionally, private credit investments are often backed by tangible assets, such as real estate (Cam-
bridge Associates, 2017). This helps protect investors, mitigating risk and financial loss in case a borrower stops 
making required payments on a debt. The physical assets backing private credit loans provide a level of security 
that can reassure investors, making this form of investment less risky than other alternatives (Private Credit, 
2022). 
 

Examples of Private Credit Investments 
 
Private Credit Fuels Transformative Real Estate Development 
 

Volume 13 Issue 3 (2024) 

ISSN: 2167-1907 www.JSR.org/hs 4



   
 

   
 

Mezzanine loans, senior secured debt, and bridge financing are all examples of real estate private credit (Min, 
2023). These structures are essential for real estate development projects because they let investors take part in 
the expansion and alteration of commercial buildings, residential neighborhoods, and urban landscapes. For 
instance, the mezzanine financing from Apollo Global Management was crucial in the Hudson Yards project in 
New York City (Kelly, 2017). Mezzanine loans are extremely helpful for developers wishing to embark on 
large-scale real estate projects since they frequently fill the gap between equity and senior mortgage debt. De-
velopers can obtain the funding they need for building and development because of flexible repayment and 
collateral options (Carrigan, 2021). These loans appeal to private credit investors because they have the poten-
tial for larger returns due to their subordination to senior debt. 

Private credit investments in real estate are crucial for the growth of commercial and urban areas, 
which in turn promotes employment creation and economic expansion. (Min, 2023) The development of strong 
business communities is made possible by these investments. Private finance facilitates the financing of real 
estate developments, allowing investors to influence the physical and economic environment of cities and re-
gions while earning significant profits. 
 
Private Credit Funds Vital Infrastructure Growth 
 
Debt instruments used to fund important public infrastructure projects, such energy facilities, public utilities, 
and transportation networks, are referred to as infrastructure debt investments (Nelthorpe, 2023). By contrib-
uting the money required to fund the development, use, and upkeep of infrastructure assets, investors may take 
part in these endeavors. The importance of infrastructure debt investments is demonstrated by IFM Investors' 
acquisition of the Indiana Toll Road (IFM Investors, 2021). This illustration highlights how important private 
credit is for financing big, important projects. In addition to helping communities profit from the stable and 
efficient functioning of infrastructure, financial instruments related to infrastructure, such as project financing 
loans, enable investors to receive returns through interest payments (Infrastructure Debt, 2023). 

Private credit investments in infrastructure debt play a pivotal role in sustaining and enhancing critical 
infrastructure assets. They provide investors with a dependable income stream, adding value to diversified in-
vestment portfolios (Nelthorpe, 2023). These investments not only bring financial rewards, but also empower 
investors to contribute to the ongoing operation of infrastructure assets, thereby promoting economic growth 
and enhancing quality of life. 
 
Leveraged Buyouts Aided by Private Credit Drive Corporate Revitalization 
 
Leveraged buyout investments take the form of various debt securities, including senior secured debt, mezza-
nine loans, and subordinated debt (Carr, 2023). These financing formats are essential for facilitating corporate 
acquisitions and aiding struggling businesses. 

In the case of the Toys "R" Us buyout by Bain Capital, KKR, and Vornado Realty Trust, private credit 
investors played a crucial role by providing substantial debt capital required for the acquisition (Covert, 2018). 
Leveraged buyout investments enable private equity firms to take control of businesses, implement strategic 
changes, and, occasionally, revitalize underperforming companies. This type of investment provides returns 
through interest payments and potential capital appreciation when the business prospers under new ownership 
(Ruckin, 2023). 

Leveraged buyout investments are not only a source of attractive returns for investors but also play a 
transformative role in the corporate world. These transactions are known for fostering operational efficiency, 
as private equity firms typically implement restructuring initiatives to enhance the target company's overall 
performance (Lewis, 2023). Private equity investors often collaborate with companies to identify opportunities 
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for growth and innovation, driving the expansion of the acquired businesses. Overall, leveraged buyout invest-
ments not only offer a pathway to financial success but also to promote positive change, efficiency, job reten-
tion, and overall business growth in the corporate world (Rosenbaum et al., 2020, p. 169-172). 

By facilitating the acquisition and revitalization of companies, private credit investments contribute to 
economic growth, foster innovation, and support job stability, ultimately driving positive change within the 
business landscape. 
 

The Future of Private Credit 
 
Private credit, an increasingly prominent and dynamic segment of the financial markets, is poised to shape the 
investment landscape in the years ahead. As we gaze into the future, several key factors emerge, each revealing 
the evolving landscape of private credit and its continued significance in the global financial ecosystem (More 
Borrowers, 2022). 

In the event that private credit encounters a significant downturn or failure, it would have far-reaching 
consequences, underscoring our growing reliance on this form of investment. The private credit market has 
become a crucial source of financing with a 2% average annual growth from 2010 to 2019 and a 23% annual 
growth between 2020 and 2022 (Can Private, 2023). This gives private credit the potential to become the back-
bone of many businesses, especially for companies that may not have access to traditional forms of funding 
(Aramonte, 2020). A flop in the private credit market could lead to capital shortages, causing business closures, 
job losses, and broader economic instability. This dependency on private credit highlights its indispensable role 
in the modern financial landscape. 

The future of private credit holds the promise of new and innovative forms of financing. Among them, 
environmental and social impact investing is expected to take center stage, driven by increasing awareness of 
sustainability issues and corporate responsibility. Regulatory changes are expected to shape the future of private 
credit, with many aimed at enhancing transparency and investor protection. For example, the European Union's 
Sustainable Finance Disclosure Regulation (SFDR) and the U.S. SEC's Environmental, Social, and Governance 
(ESG) disclosure requirements are ushering in a new era of accountability (Fenwick, 2022). Companies will 
need to demonstrate their lack of negative influence on biodiversity-sensitive areas through ecological assess-
ments, and continual monitoring of any impacts (A Guide, 2023). This evolution not only aligns financial ac-
tivities with global sustainability goals but also responds to the increasing demand from investors for ethical 
and socially responsible investment opportunities. These regulatory shifts will contribute to a more sustainable 
and responsible private credit environment, providing an appealing proposition for socially responsible inves-
tors. 

Additionally, ESG considerations are becoming pivotal in the world of finance. The integration of 
ESG principles is driving a growing demand for ESG-linked loans and bonds. The emergence of ESG-linked 
loans and bonds is likely to create a larger demand for private credit investments as investors seek opportunities 
aligned with their values and long-term sustainability goals (Private Debt, n.d.). This surge in ESG-related 
investments is anticipated to further fuel the demand for private credit, as investors seek instruments that align 
with their ethical and sustainability objectives (Celestin, 2023). 

Fund managers and investors have ample opportunity to participate in the future of private credit. In 
the current low-interest-rate environment, private credit provides better rates and possibly larger returns than 
typical fixed-income investments (A Rising, 2023). By diversifying their holdings, optimizing returns, and nav-
igating the ever-more-complex private credit market, investors and fund managers may fully realize the promise 
of this market. 

While private credit currently remains an attractive investment option in the context of low interest 
rates, it's important to acknowledge that a substantial increase in interest rates could diminish its appeal. How-
ever, central banks worldwide are inclined toward gradual rate adjustments to prevent economic shocks, thus 
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mitigating the impact of interest rate fluctuations and upholding the attractiveness of private credit (A Rising, 
2023). 
 

Conclusion 
 
Based on rising activity in private credit markets and the increased usage of this type of financing for transac-
tions, a continuous appetite for private credit is expected in the near future. Beyond traditional credit markets, 
private credit's adaptability and customization choices have proven essential in meeting a broad range of finan-
cial demands. 

The trajectory of private credit points to its continued dominance in the realm of finance. As businesses 
and investors increasingly seek tailored financial solutions, the versatility and customizable nature of private 
credit investments will play a pivotal role in shaping the future of deals, projects, and economic growth. Private 
credit's appeal, driven by its capacity to meet ever-evolving financial needs, positions it as a cornerstone of 
modern investment and its importance is only set to increase in the coming years. The combination of flexibility, 
adaptability, and the potential for higher returns in a low-yield environment will ensure that private credit re-
mains a fundamental and dynamic element in the investment landscape for the foreseeable future. 
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