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Left Section Notes: As of June 30, 2020, latest available data. ‘Dry powder’ refers to committed, but unallocated capital. ‘Global financial crisis’ refers to the financial crisis from 2007-2008. An investment in private equities is not suitable for all 
investors. Investors should carefully review and consider their potential investments, risks, charges and expenses before investing. Right Section Notes: As of June 30, 2020, latest available data. Yields are measured by yield to maturity. ‘AUM’ refers 
to assets under management. ‘Liquidity’ refers to an asset’s ability to be bought and sold easily and quickly. ‘Liquidity premium’ refers to the increase in the price of an illiquid asset required by investors in return for holding an investment that cannot 
easily be sold. The performance results are based on historical performance of the indices used. The results will vary based on market conditions. If any assumptions used do not prove to be true, results may vary substantially. Past performance 
does not guarantee future results, which may vary. Investments in fixed income securities are subject to credit, liquidity, and interest rate risk. Please see end notes for additional disclosures.

Historically higher yield. Liquidity 
premiums make private credit a desirable 
source of yield.

Source: Preqin, Goldman Sachs Global Investment Research, and GSAM.

Yielding and expanding. Private credit has 
rapidly gone from niche to mainstream.

Private credit has grown three-fold over the past decade, and is now 
the third-largest private asset class following private equity and real 
estate. Private credit has attracted investors globally, and continues to 
show healthy supply and demand dynamics in our view. Additionally, as 
companies increasingly decide to stay private for longer, private credit 
demand has expanded as the asset class benefits from positive 
spillovers from private equity. Supply has simultaneously been on the 
rise: as of April 2020, there were 457 private credit funds in the market, 
up from 261 in 2015. As investors familiarize themselves with the asset 
class, its role in client portfolios is set to grow accordingly in our view.

Propelled by investors’ search for yield, direct lending has grown to 
represent over a third of the private credit universe by AUM. Its yield 
has remained higher than that of both high yield credit and leveraged 
loans. While part of the gap can be attributed to differences in firm 
size and default rates, investors are increasingly attracted to the asset 
class for its liquidity premiums. Private credit offers potential 
compensation for illiquidity over time, while its public counterparts 
may not retain their liquidity all the time—for example, under stressed 
market conditions. We believe a long-term focus allows investors to 
better capitalize on liquidity premiums.

Source: Bloomberg, Cliffwater, and GSAM.

Rapid AUM Growth Post-Global Financial Crisis Wide Yield Differential in Different Types of Credit 
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Glossary

The Bloomberg Barclays US High Yield Index covers the universe of fixed rate, non-investment grade debt.

The Cliffwater Direct Lending Index (CDLI) measures the unlevered, gross of fee performance of US middle market 
corporate loans, as represented by the asset-weighted performance of the underlying assets of Business Development 
Companies (BDCs), including both exchange-traded and unlisted BDCs, subject to certain eligibility requirements. 

The S&P/LSTA US Leveraged Loan 100 Index is designed to reflect the performance of the largest facilities in the 
leveraged loan market.

Risk Disclosures

All investments contain risk and may lose value.

Investors should also consider some of the potential risks of alternative investments: Alternative Strategies. Alternative 
strategies often engage in leverage and other investment practices that are speculative and involve a high degree of risk. 
Such practices may increase the volatility of performance and the risk of investment loss, including the entire amount 
that is invested. Manager experience. Manager risk includes those that exist within a manager’s organization, investment 
process or supporting systems and infrastructure. There is also a potential for fund-level risks that arise from the way in 
which a manager constructs and manages the fund. Leverage. Leverage increases a fund’s sensitivity to market 
movements. Funds that use leverage can be expected to be more “volatile” than other funds that do not use leverage. 
This means if the investments a fund buys decrease in market value, the value of the fund’s shares will decrease by even 
more. Counterparty risk. Alternative strategies often make significant use of over-the-counter (OTC) derivatives and 
therefore are subject to the risk that counterparties will not perform their obligations under such contracts. Liquidity risk. 
Alternative strategies may make investments that are illiquid or that may become less liquid in response to market 
developments. At times, a fund may be unable to sell certain of its illiquid investments without a substantial drop in 
price, if at all. Valuation risk. There is risk that the values used by alternative strategies to price investments may be 
different from those used by other investors to price the same investments. The above are not an exhaustive list of 
potential risks. There may be additional risks that should be considered before any investment decision. 

Private equity investments are speculative, highly illiquid, involve a high degree of risk, have high fees and expenses that 
could reduce returns, and subject to the possibility of partial or total loss of capital. They are, therefore, intended for 
experienced and sophisticated long-term investors who can accept such risks.

Investments in fixed-income securities are subject to credit and interest rate risks. Bond prices fluctuate inversely to 
changes in interest rates. Therefore, a general rise in interest rates can result in the decline in the bond's price. Credit 
risk is the risk that an issuer will default on payments of interest and principal. This risk is higher when investing in high 
yield bonds, also known as junk bonds, which have lower ratings and are subject to greater volatility. All fixed income 
investments may be worth less than their original cost upon redemption or maturity. 

There may be additional risks that are not currently foreseen or considered. 

High yield bonds are corporate or municipal bonds with a higher level of default risk relative to their investment grade 
counterparts. Given the riskier credit profile of high yield bonds, investors are generally compensated with higher yields. 
Leveraged loans are floating rate loans with below investment grade rating made by banks to companies. Leveraged 
loans typically fall higher in the capital structure relative to high yield bonds. Historically, leveraged loans have offered
higher recovery rates in the case of a default. Direct lending is a form of corporate debt provision in which lenders other 
than banks make loans to companies. The borrowers are usually small and medium enterprises while the lenders may be 
wealthy individuals or asset management firms. Direct lending debt is typically structured as floating rate loans with 
below investment grade credit rating. Floating rate debt reacts to interest rate changes in a similar manner to fixed rate 
debt, although typically to a lesser degree. Typical features of this asset include strong loan collateral and reasonable 
leverage, but can also be less liquid than public fixed income instruments. There is limited ability to trade these loans on 
the public market due to the fact that issuers are generally small and consequently not well-known. Credit and default 
risk is higher for direct lending strategies compared to traditional broad market fixed income strategies given that the 

focus in direct lending strategies is on below-investment-grade issuers. Investors are typically compensated through 
credit risk and illiquidity premiums. 

Index Benchmarks

Indices are unmanaged. The figures for the index reflect the reinvestment of all income or dividends, as applicable, but do 
not reflect the deduction of any fees or expenses which would reduce returns. Investors cannot invest directly in indices.

The indices referenced herein have been selected because they are well known, easily recognized by investors, and 
reflect those indices that the Investment Manager believes, in part based on industry practice, provide a suitable 
benchmark against which to evaluate the investment or broader market described herein.

This material is provided for informational purposes only and should not be construed as investment advice or an offer or 
solicitation to buy or sell securities. 

There is no guarantee that objectives will be met. 

This information discusses general market activity, industry or sector trends, or other broad-based economic, market or 
political conditions and should not be construed as research or investment advice. This material has been prepared by 
GSAM and is not financial research nor a product of Goldman Sachs Global Investment Research (GIR). It was not 
prepared in compliance with applicable provisions of law designed to promote the independence of financial analysis and 
is not subject to a prohibition on trading following the distribution of financial research. The views and opinions 
expressed may differ from those of Goldman Sachs Global Investment Research or other departments or divisions of 
Goldman Sachs and its affiliates. Investors are urged to consult with their financial advisors before buying or selling any 
securities. This information may not be current and GSAM has no obligation to provide any updates or changes. 

The opinions expressed in this paper are those of the authors, and not necessarily of GSAM. The investments and returns 
discussed in this paper do not represent any Goldman Sachs product.

This paper makes no implied or express recommendations concerning how a client's account should be managed and is 
not intended to be used as a general guide to investing or as a source of any specific investment recommendations. 

Although certain information has been obtained from sources believed to be reliable, we do not guarantee its accuracy, 
completeness or fairness. We have relied upon and assumed without independent verification, the accuracy and 
completeness of all information available from public sources. 

The views expressed herein are as of November 30, 2020 and subject to change in the future. Individual portfolio 
management teams for GSAM may have views and opinions and/or make investment decisions that, in certain instances, 
may not always be consistent with the views and opinions expressed herein. 

Views and opinions expressed are for informational purposes only and do not constitute a recommendation by GSAM to 
buy, sell, or hold any security. Views and opinions are current as of the date of this document and may be subject to 
change, they should not be construed as investment advice.

Confidentiality

No part of this material may, without GSAM's prior written consent, be (i) copied, photocopied or duplicated in any form, 
by any means, or (ii) distributed to any person that is not an employee, officer, director, or authorized agent of the 
recipient. 
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