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Chart 1. Global Private Debt Assets Under Management Growth

Chart 2. Yields across Credit Markets (%)
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NBK Wealth Thought Leadership

Private debt portfolio
diversification and
income stability

KUWAIT: Historically, public equitics and high-qual-
ily bonds formed the foundalion of portlolio diver-
silication. Bonds provided prediclable income and
by pically rallicd during equily drawdowns, helping Lo
ollsel losses elsewhere.

This dynamic was challenged in 2022, when ris-
ing inflalion and rales drove stocks and bonds down
together. Inflalionary pressures are now viewed as
structural rather than cyclical, prompling central
banks Lo adopl a higher-lor-longer rale stance.

As a resull, investors are looking beyond public
debl for income stability and diversification. Privale
debl has emerged as a structural allernative, ollering
contractual cash [lows and a relum prolile less cor-
related with public markels.

Evolution and benelits for
diversification and income
Following the Global Financial Crisis, lighler reg-
ulations led banks Lo retrench from middle-markel
lending, and non-bank lenders filled the gap. By 2025,
global privale debl AUM reached $1.9 rillion, and is
projecled Lo reach 2.6 trillion by 2 Privale debt
olfers several advanlages over public lixed income. Pri-
valely negolialed loans, with stronger covenants and
closer borrower oversight, help miligate downside risk.
Floating-rale structures reduce inlerest rale sensilivi-
Ly, while the lliquidily premium compensales investors
wilh yields exceeding the public credit spectrum.

Bevond vield, diversilicalion benefils are meaning-
[ul. Returns are driven by borrower performance rath-
er than markel sentiment, supporting stability when
stocks and bonds decline together, as in 2022, The
assel class alko expands exposure Lo middle-markel
borrowers absent from public bond indices.

Stralegies supporling income and diversificalion

Privale debl is nol a single stralegy bul a spec-
trum, ranging [rom lower-risk scnior lending Lo high-
er-vielding stralegies. Capilal allocation shilts with the
credil eycle. Direcl Lending: AL the Llop ol the capi-
Lal struclure, this is the largest segmenl, accounting
for around hall of capital raised. Loans are secured
againsl borrower assels wilh strong covenanls, Gross
IRRs Lypically range 6-10 percenl.

Mezzanine and Subordinated Capilal: Lends Lo
companies wilth senior [unding thal require addilional
capilal. Loans combine contractual interest with equi-
Ly-like [ealures Lo compensale for higher risk. Gross
IRRs Lypically range 13-17 percent.

Distressed and opportunistic strategies: Use (lexi-
ble mandates largeling companies in inancial distress
or markels in dislocation. They ofler a countereycli-
cal complement. Gross [RRs can exceed 15 percent,
though oulcomes vary by vintage, Together, these
segments form a spectrum that behaves diflerent-
Iv across the credil cycle. Senior stralegies anchor
income during slable periods, while higher-vielding
slralegics capitalize on markel dislocations,

i

Considerations [or private wealth investors

Private debl's structural advanlages come with in-
herent trade-offs. Five considerations are particularly
relevant:

1. Wiquidity: Capilal is Lypically commilled [or
mulli-vear periods, oflen ranging belween 7 and 10
vears in closed-end structures.

2. Constrained redemplion capacily: Semi-ligquid
vehicles aller periodic liquidity, bul redemplion righls
remain condilional, and recent galing evenls show Ti-

quidily is nol assured in stressed markets.

A Valuation visibility : Privale assels are valued less
[requently than public securilies, which can smooth
reporled returns bul understale the extent of peak-
Lo-trough drawdowns.

4. Delerred interest features: In some loans, inler-
est may accrue rather than be paid in cash, supporting
borrower liquidily bul delaying Lhe recognilion of un-
derlying linancial stress.

5. Floaling-rale trade-oll: Floaling-rale struclures
protect lenders against rising rales bul increase bor-
rowers debl servicing cosls, elevaling delaull risk in a
higher-lor-longer environmenl.

These features stem from the same underlying
characleristics: privale debl is conlractually negolial-
ed, appraisal-valued, and long-lerm. They are as fun-
damental Lo the assel class as ils yield premium, plac-
ing significanl emphasis on manager selection.

Key lakeaways

« Tradilional lixed income remains a core portlolio
allocation, bul its dual role as both income source and
equily hedge has weakened.

+ Higher rales, persistent inflation, and geopaolitical
[ragmenlalion suggest stock-hond correlations will
remain above historical averages, reflecling a struc-
tural shill.

+ Private debl has matured into a standalone assel
class, with AUM of $1.9 trillion in 2025 and projecled
Lo reach $2.6 trillion by 2029,

+ Floaling-rale loans provide income thal adjusts
with rates and is less exposed o day-lo-day public
markel senliment.

+ Senior, subordinaled, and opportunistic stralegics
olfer differentiated risk-return profiles, calering Lo a
range of inveslor risk lolerances.

« Semi-liquid structures have broadened access
for privale wealth, bul liquidity remains conditional;
thoughtful manager seleclion can improve risk man-
agement, though il cannol [ully offsel the struclural
constrainks.

24-05-2026
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istorically, public equities and high-quality
bonds formed the foundation of portfolio
diversification. Bonds provided predictable in-
come and typically rallied during equity draw-
downs, helping to offset losses elsewhere.

This dynamic was challenged in 2022, when
nising inflation and rates drove stocks and bonds
down together. Inflaionary pressures are now
viewed as structural rather than cyclical, prompt-
ing central banks to adopt a higher-for-longer
rate stance.

As aresult, mvestors are looking beyond pub-
lic debt for income stability and diversification.
Private debt has emerged as a structural alterna-
tive, offering contractual cash flows and a return
profile less correlated with public markets.

Evolution and Benefits for Diversification
and Income

Following the Global Financial Crisis, tighter
regulations led banks to retrench from middle-
market lending, and non-bank lenders filled the

3 W Historic

Scurce: Pregin

Chart 1, Global Private Debt Assets under Management Growth

al OForecast

gap. By 2025, global private debt AUM hed
$1.9 trillion, and is projected to reach $2.6 tril-
lion by 2029.

Private debt offers several advantages over
public fixed income. Privately negotiated loans,
with stronger covenants and closer bomower
oversight, help mitigate downside risk. Fluaung
rate structures reduce interest rate sensitiv
while the illiquidity premium compensates in-
vestors with yields exceeding the public credit
spectrum.

Beyond yield, diversification benefits are
meanmgful. Retuns are driven by bomower
performance rather than market sentiment, sup-
porting stability when stocks and bonds decline
together, as in 2022. The asset class also expands
exposure 10 middle-market borrowers ahsent
from public bond indices.

Strategies Supporting Income and Diversi-
fication

Private debt s not a single strategy but a spec-
trum, ranging from lows senior lending
to higher-yielding strategies. Capital allocation
shifts with the credit cycle.

Direct Lending: At the top of the capital struc-
ture, this is the largest segment, accounting for
around half of capital raised. Loans are secured
against borrower assets with strong covenants.
Gross IRRs typically range 6-10% (Pregin).

Mezzanine and Subordinated Capital: Lends
o companies with senior funding that require
addinonal capital. Loans combine contractual -
terest with equity-like features to compensate for
higher risk. Gross IRRs typically range 13-17%
(Preqin).

Distressed and Opportunistic Strategies:
Use flexible mandates targeting companies in fi-
nancial distress or markets in dislocation. They
offer a countercyclical complement. Gross IRRs
can exceed 15% (Pregin), though outcomes vary
by vintage.

Together, these segments form a spectrum that
behaves differently across the credit cycle. Se-
nior strategies anchor mcome during stabl -
riods, while higher-yielding strategies capitalize
on market dislocations.

Considerations for Private Wealth Inves-
tors

Private debt’s structural advantages come
with inherent trade-offs. Five considerations
are particularly relevant:

1. Mhiquidity: Capital is typu.all) committed
for multi-year periods, often ranging between 7
and 10 years in closed-end structures.

2. Constrained Redemption Capacity: Semi-
liquid vehicles offer periodic liquidity, but re-
demption rights remain conditional, and recent
gating events show liquidity is not assured in
stressed markets.

3. Valuation Visibility: Private assets are val-
ued less frequently than public securities, which
can smooth reported returns but understate the
extent of peak-to-rough drawdowns.

4. Deferred Interest Features: In some loans,

Chart 2. Yields across Credit Mar}
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interest may accrue rather than be paid in cash,
supporting borrower hiquidity but delaying the
recognition of underlying financial stress.
5. Floating-Rate Trade-off: Floating-rate
structures protect lenders against rising rates
but increase borrowers’ debt servicing costs,
elevating default risk in a higher-for-longer
environment.
These ILan.m_

tem from the same underlying

s: private debt is contractually ne-
gotiated, appralt.al -valued, and long-term. They
are as fundamental to the asset class as its yield
premium, placing significant emphasis on man-

. Tradltlunal fixed income remains a core port-
folio allocation, but its dual role as both income
source and equity hedge has weakened.

+ Higher rates, persistent inflation, and geo-
political fragmentation suggest stock-bond cor-
relations will remain sbove historical averages,
reflecting a structural shift.

* Private debt has matured into a standalone as-
set class, with AUM of $1.9 trillion in 2025 and
projected to reach $2.6 willion by 2029 (Pregin).

+ Floating-rate loans provide imcome that ad-
justs with rates and is less exposed to day-to-day
: market sentiment .

+ Senior, subordinated , and opportunist
egies offer differentiated risk-return profiles,
tering to 4 range of investor risk tolerances.

* Semi-liquid structures have broadened ac-
cess for private wealth, but liquidity remains
conditional; thoughtful manager selection can
improve risk management, though it cannot fully
offset the structural constraints.
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