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Low Rates Transformed Private Equity 
and Credit. Here’s Why Higher Rates 
Won’t Change a Thing.
“I don’t think the momentum will be reversed,” says PGIM’s Taimur Hyat.

By Julie Segal 

Over the last 10 years, private markets have 
grown into a multitrillion-dollar industry on the 
backs of allocators searching for a decent yield 
at a time when interest rates were close to zero. 
Choosing to invest in a direct lending fund over 
public fixed income, say, was a simple investment 
decision — but even though rates are now rising, 
private markets are here to stay.

That’s because the investment decisions of sov-
ereign wealth funds, pension funds, endowments 
— and soon individuals — have altered the entire 
market ecosystem.

“Three different actors — banks, corporations, 
and their investors — have all changed their be-
havior in ways that have expanded not just the 
size, but the breadth, complexity, and depth of the 
private markets,” said Taimur Hyat, chief operat-
ing officer at PGIM, commenting on the reasons 
the firm undertook its latest research, called New 
Dynamics of Private Markets.

“It has created a much richer, bigger, permanent-
ly private sector where we feel it’s important for 
investors to understand what’s happening next,” 
he said. “I don’t think the momentum will be re-
versed.” U.S. public pension funds have doubled 

their allocation to alternatives to 20 percent since 
2001. Private markets have $3 trillion in money, 
or dry powder, to invest. 

The research from PGIM, the $1.3 trillion global 
asset management business of Prudential Finan-
cial, points out that some fundamental changes 
are behind the move from public to private mar-
kets. Some started years ago, including the frus-
tration with being public, including costly regu-
lations and the “quarterly drumbeat of earnings” 
that can put pressure on companies, in particular 
those with intangible assets like software that re-
quire years of R&D to become profitable. PGIM 
points out that more than 85 percent of the market 
value of the S&P 500 is now in intangible assets. 
At the same time, the amount of capital available 
for private companies and lenders has ballooned, 
making it realistic to stay private for an almost 
unlimited time. 

Perhaps most importantly, after the global fi-
nancial crisis, commercial banks and finance 
companies like GE Capital stepped back from 
riskier lending, leaving a hole for asset managers 
and long-term investors to fill. Of course, inves-
tors were also eager to benefit from the illiquidity 
premium that they could earn by locking up their 
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money — even though PGIM points out that the 
“empirical evidence remains mixed” on that and 
the excess returns that could come from having 
direct control over companies. 

While PGIM is optimistic about these mar-
kets, Hyat pointed out that there are still plenty 
of things that bear watching and that will be test-
ed, now that markets are entering an environment 
with a heightened risk of recession.

For one, as investor interest in private cred-
it began to rise, scores of new firms entered the 
business. “Newer direct lending players, particu-
larly those who came from the hedge fund side, 
are untested across market cycles,” said Hyat. It’s 
not clear how skilled these firms are at workouts 
and recovery, expertise that veterans honed during 
2008 or after the dot-com bubble burst, he said. In 
addition, Hyat says he’s watching AI and fintech 
platforms that have done deals with retail busi-
ness to then give consumers access to credit. The 
AI-driven underwriting models haven’t been test-
ed by a stressed environment. 

Other things on PGIM’s list to watch are “credit 
managers that are overly reliant on sponsored lend-
ing…and are just kind of latching themselves [onto] 
the back of private equity deals. Because that pri-
vate equity activity is really slowing down. And in a 
recession it will slow down even more,” said Hyat. 

As lending moved from banks to asset managers 
and other non-bank lenders, there’s been plenty of 

talk about the risk to the overall financial system, 
even though regulators have enacted rules to en-
courage the transformation. PGIM notes that these 
systemic risks still haven’t been tested. 

“The downfall of shadow banking in the GFC 
was primarily due to the fragility of their “borrow 
short, lend long” business model — raising funds 
in commercial paper markets and investing in il-
liquid long-term assets,” according to the paper. 
“Today’s private credit funds are far less reliant on 
short-term financing. They appear to have com-
mitted sources of capital in closed-end funds to 
match their illiquid assets so a “run on the fund” 
is less likely to happen.”

Shehriyar Antia, Head of Thematic Research 
and a principal researcher and author on the pa-
per, said, “This is one of those issues where frank-
ly, the more we thought about it, the less clear it 
seemed to become. Investors and analysts have 
limited visibility on basic aspects of the market 
— where credit risk is concentrated, how much 
leverage there may be in the system, and how well 
capitalized lenders and funds are. That lack of vis-
ibility, that lack of transparency can’t be good for 
overall financial stability.” 

But there is reason to be optimistic. “Diversify-
ing credit risk beyond a small number of too-big-
to-fail commercial banks and disbursing risk to a 
broader array of actors potentially reduces some 
kinds of systemic risks,” Antia said. 

 
 

For internal use only 2  

Cohen & Steers Capital Management, Inc. (Cohen & Steers) is a registered investment advisory 
firm that provides investment management services to corporate retirement, public and union 
retirement plans, endowments, foundations and mutual funds. 

Cohen & Steers U.S. registered open-end funds are distributed by Cohen & Steers Securities, 
LLC and are only available to U.S. residents. 

Cohen & Steers UK Limited is authorized and regulated by the Financial Conduct Authority 
(FRN458459). 

Cohen & Steers Ireland Limited is regulated by the Central Bank of Ireland (No.C188319). 

Cohen & Steers Asia Limited is authorized and regulated by the Securities and Futures 
Commission of Hong Kong (ALZ 367). 

Cohen & Steers Japan Limited is a registered financial instruments operator (investment 
advisory and agency business and discretionary investment management business with 
Financial Services Agency of Japan and the Kanto Local Finance Bureau No. 3157) and is a 
member of the Japan Investment Advisors Association.  

For Recipients in the Middle East: 

This document is for information purposes only. It does not constitute or form part of any 
marketing initiative, any offer to issue or sell, or any solicitation of any offer to subscribe or 
purchase, any products, strategies or other services nor shall it or the fact of its distribution 
form the basis of, or be relied on in connection with, any contract resulting therefrom. In the 
event that the recipient of this document wishes to receive further information with regard to 
any products, strategies other services, it shall specifically request the same in writing from us. 

 




