
As private credit has grown, direct loans from private lenders have 

become a fixture in corporate financing. The rise of private credit  

began after the Global Financial Crisis era, as regulatory regime shifts 

pushed banks to retrench away from private lending and toward 

syndicated financing. Non-bank lenders helped close the lending gap, 

which resulted in a meaningful shift toward private credit as shown  

by the growth in assets under management in Exhibit 1. Over the last 

two years, syndicated markets have been largely shut, and borrowers 

have gravitated to private lenders for capital.
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Exhibit 1: The Growth of Private Credit

Private Credit Assets Under Management

Source: Preqin as of December 31, 2022.
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K K R :  How would you describe the  
environment for direct lending?

Daniel Pietrzak: Dislocation in the syndicated loan or 
bond market often creates opportunities for private 
lenders. I think today’s market is one of the best lending 
environments since the Global Financial Crisis. Reference 
rates have increased, and over the last several months 
we also saw a period where spreads widened and there  
was an uptick in OID and call protection terms. As such, 
we have a number of loans that have yields north of 12%, 
up nearly 500 basis points from where they were just 
18 months ago. Beyond that, we’re able to lend to larger 
companies that typically would have relied on syndicated 
financing because they don’t have anywhere else to go 
while the public markets are effectively shut. This dynamic 
makes for much more lender-friendly terms and conditions, 
with better structures and tighter documentation packages. 

K K R :  How long do you expect this  
favorable environment to last? 

D P :  I think the expiration date will be measured in years, 
rather than months or weeks. I think rates are going 
to be higher for longer, and volatility in the syndicated 
markets could be, too. We haven’t had a recession yet, 
and recessions usually put more volatility in the market. 
Private equity firms are sitting on a lot of dry powder, 
which will ultimately fuel more transactions. Coming out 
of the pandemic, more and more people have decided 
to borrow in private debt markets versus the public debt 
markets, and I think that trend will continue (Exhibit 2). 
Borrowers want flexibility and certainty of execution, 

and especially after navigating the pandemic, they want 
to know their lenders, especially in volatile environments. 
It’s a different feeling when you can pick up the phone 
and call your lender, versus having dozens of lenders in  
a syndicated financing. 

K K R :  What are you excited about in 
direct lending? 

D P :  Thinking back to the Global Financial Crisis, when 
private credit really started to take off, direct lending 
used to be more of a trade—it was solving for a problem 
that businesses had because banks were taking a step 
back in response to a full-scale tightening of regulatory 
rulebooks. Now, private credit is a $1.5 trillion market 
with the capacity to do larger deals. The syndicated loan 
market and the high yield market are never going to go 
away, but I think direct lending has become a viable and 
equivalent alternative funding source for companies.

Exhibit 2: AUM Growth Forecasts for Private Credit

As we assess today’s market environment, the rapid growth in Private Credit 
overall has raised questions for some about how private loans will stand up  
to higher-for-longer interest rates, slower economic growth, and eventually,  
a reopening of capital markets.

We recently sat down with KKR Global Head of Private Credit Dan Pietrzak  
to understand why he thinks the environment for private lending will remain 
positive in the coming years, where he’s seeing risks and opportunities, and 
the outlook for the asset class. 

Source: Preqin as of December 31, 2022.
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K K R :  How would you describe the level 
of risk in the market? 

D P :  As exciting as we think the market is for new 
loans, lenders should be mindful about their existing 
portfolio. Higher interest rates make it more difficult for 
companies to service their debt. And between COVID-19, 
supply chain issues, and wage inflation, the road has 
been bumpy. Companies that have been able to pass 
along rising costs through price increases have been 
able to manage through this just fine, and those that 
haven’t are struggling. When we evaluate new loans, the 
ability to pass through price increases is one of the key 
characteristics that we look for in a company, along with 
cash flow stability, to assess whether they can weather 
the bumpy time periods in the market cycle.  

K K R :  Do you foresee a large wave of 
defaults in private direct loans? 

D P :  Defaults have ticked up lately, and I think they will 
inevitably go up from here—but they have been low 
from a historical perspective for some time. It will be 
important to tightly monitor existing portfolios and have 
strong workout teams and capabilities in a market like 
this. However, there is also a long-running discussion 
about whether there is more risk in the private credit 
market, and I don’t believe there is. I think private credit 
providers have been generally very mindful about asset-
liability mismatches. I think that’s important, especially 
looking at the recent bank failures in the U.S. Those weren’t 
credit issues; they were duration-driven liquidity issues. 
I’m not expecting that to be a problem in private markets. 

K K R :  How are you thinking about  
managing risk in new lending? 

D P :  Being selective and being diligent about diversification 
is key. We want to focus on defensive sectors and larger 
borrowers to limit defaults and to enhance recovery 
potential if there is a default. Having strong portfolio 
monitoring practices and strong workout teams is really 
important, too. Our dedicated portfolio monitoring team 
works independently alongside our investment teams, and  
our workout and restructuring group helps us proactively 
determine signs of trouble so we can get involved early. 

KKR:  Why the focus on larger borrowers? 

D P :  In our direct lending business, we focus on the 
upper end of the middle market, which we define as 
companies that are $100 million or more of EBITDA, 
because we think it’s a defensive stance. These 
companies almost by definition have better, more 
experienced management teams. They probably have 
less customer concentration, less supplier concentration, 
and generally more levers to pull if something goes 
wrong. Overall, we believe that larger borrowers 
generate better risk-adjusted returns, as they are 
better positioned to withstand market volatility without 
compromising on yield as a lender. 

K K R :  Where do you see the most risk  
in today’s market? 

D P :  There are a couple parts of the market that I think 
people need to be mindful about right now. One of 
those is health care. Many businesses are capped on the 
revenue side, and that can be quite challenging as costs 
go up. That said, our definition of healthcare exposure is 
broad, including dental and veterinary care, and we’ve 
continued to see pretty good growth in certain areas. 
We tend to prefer healthcare providers that perform 
necessary care, rather than discretionary care. 

We also think there is some risk in annual recurring 
revenue deals, which were popular several years 
ago, when the market was fairly active in lending to 
companies that were not yet profitable. Essentially, these 
loans set terms based on revenues that are somewhat 
predictable from things like subscriptions or contracts, 
instead of EBITDA. We tend to think of ourselves as cash 
flow lenders, focusing on borrowers that already have a 
recurring and stable set of cash flows. 

K K R :  On the flip side, are there sectors 
that you find very attractive?

D P :  I think we’ve been consistently positive on some of 
the larger software names out there and in the business 
services space, and we’ve been more active than most 
in the insurance brokerage business. All those sectors 
are generally non-cyclical. We’ve been quite cautious 
on cyclical sectors, like consumer discretionary. I think 
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consumers are in a pretty good spot, but it’s hard to predict  
where that goes. We’re also avoiding sectors where we 
think a workout would be hard in the event of a default. 

But all that said, we’re not trying to make big sector bets. 
We’re trying to lend to companies that we think are going 
to survive. In any economic cycle your goal is to be right 
99 out of 100 times. As such, our portfolios are very 
diversified among a variety of industries.

K K R :  We talked about how many  
borrowers have turned to private lending 
because they couldn’t easily find financing  
in other parts of the capital markets. 
When do you think syndicated markets 
will reopen, and what would that mean 
for direct lending?

D P :  Even in the direct lending space, our volumes have 
been lighter than normal. The M&A market is the catalyst 
for most of our deals, and it has been slow (Exhibit 3). 
A lot of people have attributed that slow M&A pace to a 
lack of available financing, but I don’t think that’s correct. 
Private debt providers have been prepared to step in 
while the syndicated loan market and the bond market 
have been effectively shut. I think the big issue has been 
the mismatch on valuations — sellers who want to sell 
at X, and buyers who want to buy at Y. I think we’re 
starting to see that converge now, and I think we’ll see a 
resurgence in M&A as we approach the start of 2024, as 
well as a comeback in new issuance in the loan market. 

Exhibit 3: M&A Is Not Back to Pre-Pandemic Levels

Source: Refinitiv (LSEG) and PwC analysis as of June 30, 2023.

The market believes that inflation has started to run its 
course and is probably coming back down. However, we 
could still see a handful of rate increases from the U.S. 
Federal Reserve. We haven’t had the mild recession that 
I believe we’re going to get, and we haven’t had a default 
cycle yet, so I think some of these dynamics in capital 
markets will continue to play out in 2024 and 2025.

K K R :  Going back to what you said about 
tighter documentation being available in 
this market, what exactly are the terms 
that lenders have been able to get? And 
why does it matter?

D P :  This varies loan to loan, but often it could be the 
ability to get a financial covenant, or perhaps something 
like a much tighter definition about what EBITDA is. It 
could be board observation rights, additional information 
rights in terms of financial reporting and management 
discussion and analysis. Tighter documentation 
packages help lenders set up tighter rules and processes 
to increase the chances that they will be repaid in full. 

K K R :  How do you view the outlook for 
longer-term growth in direct lending? 

D P :  I think we will continue to see the market grow 
meaningfully. Growth in direct lending was driven 
originally by how much middle-market private equity 
capital was raised, but the funding base has expanded 
and is no longer coming from just the supply side. The 
market has capital bases that can address larger deals 
and recently, a fair amount of money has been raised  
in the non-traded BDC space. Lenders have reached 
a size and scale to do billion-dollar deals, and we are 
seeing an increasing number of those. That simply was 
not the case in 2019 or the early parts of 2020. In fact, 
there have probably been 50 deals north of $1 billion 
since that time. In addition to a larger capital base to 
address borrowing needs, the fact that more and more 
borrowers wanted to be in the private debt market has 
been a powerful tailwind. Overall, I think the growth rates 
we’ve been seeing of 14%-15% a year, on average, since 
the Global Financial Crisis are sustainable given how the 
market is evolving.

M&A by Volume and Value
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Important Information
The views expressed in this material are the personal views of Daniel Pietrzak 
and do not necessarily reflect the views of KKR itself. The views expressed 
reflect the current views of Mr. Pietrzak as of the date hereof and neither 
Mr. Pietrzak nor KKR undertakes to advise you of any changes in the views 
expressed herein. In addition, the views expressed do not necessarily 
reflect the opinions of any investment professional at KKR, and may not be 
reflected in the strategies and products that KKR offers. KKR and its 
affil iates may have positions or engage in securities transactions that are 
not consistent with the information and views expressed in this material. 

This material has been prepared solely for informational purposes. The 
information contained herein is only as current as of the date indicated, and 
may be superseded by subsequent market events or for other reasons. 

Charts and graphs provided herein are for i l lustrative purposes only. The 
information in this material has been developed internally and/or obtained 
from sources believed to be reliable; however, neither KKR nor Mr. Pietrzak 
guarantees the accuracy, adequacy or completeness of such information. 
Nothing contained herein constitutes investment, legal, tax or other advice 
nor is it to be relied on in making an investment or other decision. 

There can be no assurance that an investment strategy will be successful. 
Historic market trends are not reliable indicators of actual future market 
behavior or future performance of any particular investment which may 
differ materially, and should not be relied upon as such. This material 
should not be viewed as a current or past recommendation or a solicitation 
of an offer to buy or sell any securities or to adopt any investment strategy. 

The information in this material may contain projections or other 
forward-looking statements regarding future events, targets, forecasts or 
expectations regarding the strategies described herein, and is only current 
as of the date indicated. There is no assurance that such events or targets 
will be achieved, and may be significantly different from that shown here. 
The information in this material, including statements concerning financial 
market trends, is based on current market conditions, which will fluctuate 
and may be superseded by subsequent market events or for other reasons. 

Performance of all cited indices is calculated on a total return basis with 
dividends reinvested.

The indices do not include any expenses, fees or charges and are 
unmanaged and should not be considered investments. The investment 
strategy and themes discussed herein may be unsuitable for investors 
depending on their specific investment objectives and financial situation. 
Please note that changes in the rate of exchange of a currency may affect 
the value, price or income of an investment adversely. 

Participation of, and discussions with, KKR private markets personnel, KKR 
Capital Markets and KKR Capstone personnel, Senior Advisors, Industry 
Advisors and, if applicable, RPM and other Technical Consultants, in KKR 
Credit’s investment activities is subject to applicable law and inside 
information barrier policies and procedures, which can limit or restrict the 
involvement of, and discussions with, such personnel in certain circumstances 
and the ability of KKR Credit to leverage such integration with KKR.
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