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The business covers a broad range of
investment strategies across the liquidity
spectrum of the credit market. From an
underlying asset perspective, these include
corporate credit (including direct lending,
distressed, and capital solutions), structured
corporate credit (CLOs, SRT, etc.),
commercial real estate credit, residential real
estate credit, reinsurance and specialty
finance (consumer loans, small business
lending, litigation finance).

Navigating
opportunities in 2025

As we move through 2025, the private credit market continues to evolve, presenting both opportunities
and challenges for investors. This article aims to provide an in-depth look at what we believe to be the
current landscape of private credit, highlighting key trends, risks, and strategies to consider for client
portfolios.

While private credit is often associated with (corporate) direct lending, the market extends far beyond
just the corporate segment of the market. It encompasses asset-backed strategies which include privately
originated loans secured by financial or real assets as collateral. These strategies offer unique
advantages, including higher interest rates due to their illiquidity premium and better structure for
lenders due to the ability to negotiate more favorable loan terms.

Additionally, private credit generally tends to have low correlation with public equities and bonds, which
can reduce overall portfolio risk and improve diversification. These factors have contributed to the
substantial growth in private credit over the past decade, particularly in corporate credit strategies, and is
expected to experience substantial growth over the next couple of years.

One of our key advantages as a multi-manager is our ability to partner with a diverse number of credit
platforms and shift capital opportunistically to better risk/return opportunities without being tied to a
specific strategy or sector. In fact, in recent years we have seen and capitalized on various shorter
duration (2-3 years) privately originated credit opportunities, ranging from transitional land banking
strategies to small business or consumer lending and bridge-to-agency CRE loans.
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Key trends and insights
In corporate lending

Although it is difficult to accurately determine the size of the private credit market, corporate direct
lending is recognized as the most significant strategy within private credit. Below are some recent
insights into this area.

The current environment, shaped by rising interest rates, has increased the cost of capital, making the
environment more challenging for borrowers. However, private credit, being senior in the capital stack,
has shown resilience during this period. Default rates in private markets have followed the trends seen in
the broadly syndicated loan (BSL) market, with the Proskauer Index showing a 2.7% default rate in 4Q,
which is lower than the default rates for High Yield Bonds and Leveraged Loans. When factoring in only
payment breaches, bankruptcies, and distressed exchanges, the default rate drops to 1.2%.

Interest coverage ratios have dropped from 3.4x in 2021 to 1.7x, reflecting the shift to a more
normalized rate environment. Although cash flows are under pressure compared to 3 years ago, EBITDA
trends remain positive, and leverage levels continue to be relatively low. However, we've observed that
smaller companies are facing great difficulties managing the effects of higher rates compared to their
larger counterparts.

Payment-in-Kind (PIK) income, which represent less than 10% of income for covered direct lending
Business Development Companies (BDCs), have been a focal point in the media recently. While an
increase in PIK deals can indicate financial stress from some borrowers, it does not necessarily lead to
higher defaults in all cases. While the PIK income as a percentage of investment income has increased
for the BDC sector as a whole over the past three years, there is a reasonable amount of dispersion by
BDC in terms of the trends of total PIK income for a given portfolio.
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Strategic asset-backed
approaches

Given the current market conditions, incorporating asset-backed short duration strategies can be
beneficial and complimentary to existing private credit portfolios. These strategies have consistently
demonstrated strong performance even in more challenging markets and can offer added downside
protection through collateral and strong covenants.

For direct lending, we believe that vintage selection, and enhanced monitoring of PIK components and
interest coverage ratios are essential for maintaining a well-balanced portfolio. This proactive approach
helps in identifying potential risks early and allows for timely adjustments to the portfolio.

Final thoughts

Needless to say, credit will always be subject to the prevailing
business cycle. However, we believe that private credit has the
potential to be resilient and may play a stabilizing role in the
financial system, especially during periods of market stress. In
times of stress, lenders have multiple levers to pull in order to
work with borrowers to manage through challenging
environments. While these actions may temporarily reduce
cash flows, they can also provide necessary relief to borrowers,
securing them the time to recover and stabilize their
businesses.

In addition, higher base rates provide higher cash flow and
interest income to lenders compared to prior years. Concerns
around private credit being a potential bubble or posing
financial systemic risks are, in our opinion, overstated.
However, we do emphasize the importance of a rigorous credit
selection and manager due diligence. We further observe that
private credit funds typically have lower leverage than
traditional banks and exhibit better asset and liability
matching, and often include protective gating features within
their fund structures. This can offer more stability compared to
the daily liquidity risks associated with banks. Therefore, we
believe the rise of private credit could actually be a stabilizing
factor for the financial system. However, it is crucial to ensure
investors are well-informed about the liquidity and other
associated risks when investing in private credit.
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For more information, please contact:

UBS Asset Management
Unified Global Alternatives — Private Credit

Joe Sciortino

sh-am-private-markets-research@ubs.com
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To visit our research platform, scan me!

www. ubs.com/privatecredit
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This publication is not to be construed as a solicitation of an offer to
buy or sell any securities or other financial instruments relating to
UBS Asset Management Switzerland AG or its affiliates in
Switzerland, the United States or any other jurisdiction. UBS
specifically prohibits the redistribution or reproduction of this material in
whole or in part without the prior written permission of UBS and UBS
accepts no liability whatsoever for the actions of third parties in this
respect. The information and opinions contained in this document have
been compiled or arrived at based upon information obtained from sources
believed to be reliable and in good faith but no responsibility is accepted
for any errors or omissions. All such information and opinions are subject to
change without notice. Please note that past performance is not a guide to
the future. With investments in real estate / infrastructure / food and
agriculture / private equity / private credit (via direct investment, closed- or
open-end funds) the underlying assets are illiquid, and valuation is a matter
of judgment by a valuer. The value of investments and the income from
them may go down as well as up and investors may not get back the
original amount invested. Any market or investment views expressed are
not intended to be investment research. The document has not been
prepared in line with the requirements of any jurisdiction designed
to promote the independence of investment research and is not
subject to any prohibition on dealing ahead of the dissemination of
investment research. The information contained in this document does
not constitute a distribution, nor should it be considered a
recommendation to purchase or sell any particular security or fund. A
number of the comments in this document are considered forward-looking
statements. Actual future results, however, may vary materially. The
opinions expressed are a reflection of UBS Asset Management's best
judgment at the time this document is compiled and any obligation to
update or alter forward-looking statements as a result of new information,
future events, or otherwise is disclaimed. Furthermore, these views are not
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future performance of any UBS Asset Management account, portfolio or
fund. Source for all data/charts, if not stated otherwise: UBS Asset
Management. The views expressed are as of March 2025 and are a general
guide to the views of UBS Asset Management. All information as at March
2025 unless stated otherwise. Published March 2025. Approved for
global use.

© UBS 2025. The key symbol and UBS are among the registered and
unregistered trademarks of UBS. Other marks may be trademarks of their
respective owners. All rights reserved.


https://www.linkedin.com/showcase/ubs-asset-management/?originalSubdomain=ch&campID=UC:E:601175:601186:43318776:0:120860663:120860666:en:47285003:::
http://www.ubs.com/privatecredit
https://www.linkedin.com/showcase/ubs-asset-management/?originalSubdomain=ch&campID=UC:E:601175:601186:43318776:0:120860663:120860666:en:47285003:::

