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Private Credit is Defining the Intersection of  
Insurance and Asset Management
Insurers have always played a meaningful role in how private 
credit has evolved over at least the last 100 years. But their 
appetite for private credit has grown significantly and this is 
having a profound impact both on insurers and asset managers, 
drawing the two industries ever closer together.

One factor underpinning this trend is that private credit has 
expanded significantly to fill a gap left by banks retrenching 
over the last decade and a half. 

Another is that, as private credit has grown, the line between 
it and public credit has increasingly blurred. Indeed, much of 
the growth in private credit has been direct lending to larger 
companies that have migrated from public markets.  
Both factors mean that private credit is a much larger 
investment proposition for insurers than in the past.

But private credit has always been a natural fit for insurers, 
with long-term, relatively illiquid liabilities making for a much 
more natural match for the illiquid nature of private credit than 
banks with their less stable deposits. 

The early pioneers of the insurance industry understood that 
investing policyholders’ premiums (‘deposits’) in illiquid asset 
classes like private credit made sense because the promise of 
payment made to their policyholders are specific and a long 
way into the future. 

Insurers earn a premium in return for illiquidity which 
helps them provide better pricing and ultimately be more 
competitive. Meanwhile, the range of long-term liabilities that 
insurers have provides the ideal source of funding for private 
credit, and their long-term nature mean insurers’ investments 
in private credit tend to be stable. The suitability of insurance 
capital for private credit, and its ‘stickiness’, are key reasons 
why asset managers are drawn to insurers.

This simple, powerful alignment of interests is central to the 
relationship between insurers and private credit, and it is the 
primary reason why insurers and asset managers are being 
drawn to one another. 

A more recent desire to generate higher returns and achieve 
greater capital efficiency has added to the magnetism between 
insurers and private credit. As private credit has grown and 
expanded, the marriage between the two has only become 
closer and the asset class is increasingly critical to the 
commercial success of both insurers and asset managers. 

Tread Carefully
But marrying insurance capital and private credit is not 
straightforward. It is critical to understand the possible 
implications for liquidity management, pricing transparency 
and risk management, as well as the emerging opportunities.

The lynchpin of insurance investment strategies is asset-liability 
management (ALM) - the coordination between investing in 
appropriate assets based on the specific nature of the liabilities. 
Getting this right has to be the singular endeavor of both 
insurer and asset manager.

To be relevant, managers need to understand liabilities and 
have scale across the credit spectrum. Private assets including 
asset-based financing (ABF) and direct lending are typically 
shorter in duration and often floating, which means investing 
in them to access better yield should be complemented with 
allocations to more liquid and longer-duration assets, including 
interest rate derivatives to mitigate ALM risk. Moreover, robust 
credit monitoring capabilities help ensure early identification 
of potential issues, while building sector and geographic 
diversification into the portfolio mitigates concentration risk. 
Correlation analysis with existing portfolio exposures supports 
optimal construction as well. 

Given the changes in strategic asset allocations among insurers 
and related shifts in market dynamics, regular liquidity stress 
testing and adequate liquidity buffers can help portfolios 
seek resilience under possible adverse scenarios that may 
develop. Moreover, detailed contingency funding can provide 
a framework for addressing potential market disruptions and 
mitigate the risk of being a forced seller in the secondary 
market at less favorable exit points.

Effective ALM should consider the cash-flow profile of the 
liabilities and seek to address liquidity, interest rate, and other 
risks through both portfolio construction and well-designed 
hedging strategies. For insurers with sufficient liquidity 
tolerance, private ABF may offer an additional yield source 
with spreads that could contribute to potential returns. 

Asset managers equally need to excel at origination in order to 
provide the right opportunity set for insurers. Specifically, they 
need to originate a large volume of high-quality, diverse credits, 
while capturing healthy illiquidity premiums as a source of 
added value to support insurance product pricing. They also 
need to consistently source and manage these illiquid assets 
through credit cycles by repeatedly finding deals, underwriting 
them and managing them at the back end. Repetition is key.

The ability to operate at scale across both public and private 
credit is also critical. As the line between public and private 
blurs, companies are increasingly moving between both to meet 
their financing needs. Credit investors need to move with them 
and use their expertise in public credit to complement what 
they are able to achieve in private markets, or vice versa.



2   PGIM Multi-Asset Solutions

Not Just an Entrée, But the Whole Menu
For insurers (and other investors), private credit is too often thought of as an item on a menu, but the varied characteristics of 
the asset class make it more like an entire menu. There has been explosive growth in large-cap direct lending, for instance, but an 
investor who considers that their entire private credit allocation is missing the whole picture. There is extraordinary diversity and 
much more complexity than the one-liner of ‘private credit’, including significant, high-value opportunities in the middle market 
such as in infrastructure debt, direct lending, mezzanine, credit secondaries and investment grade debt as well as private asset-based 
financing, and private commercial mortgage loans. 

Opportunity, Not Without Challenges
The current uncertainty in financial markets only serves to highlight why getting the marriage of insurance capital and private credit 
right is so important. 

As they have for a century or more, insurers will prove to be a stable source of capital for private credit through this period because 
they do not have immediate liquidity needs that must be met from illiquid investments. But success will hinge on ironclad ALM, 
particularly if we are in the foothills of a credit cycle. Additionally, the asset managers who succeed will be those who are able to 
repeatedly find, underwrite and manage illiquid credit, and move deftly across public and private markets to meet companies where 
there financing needs are.

Finding Expertise in the Middle-Market
The $80 trillion global credit market is rapidly expanding in support of broader global economic growth, replacing financing 
that has historically been provided by commercial banks. The expansion of the asset class is happening across many industrial 
and consumer sectors of the economy but also into new segments and will continue to grow as the line between public and 
private credit blurs further. 

Even with this private/public convergence, an important fundamental relationship remains between access, complexity and 
illiquidity relative to return. The importance of this relationship is particularly evident in the middle market, for example, 
which offers investors premium yields relative to larger market segments, portfolio diversification through access to unique 
issuers, and risk mitigation features from carefully structured covenants on the loans. 

However, true middle-market expertise isn’t easy to find; it requires long-standing relationships with businesses and an 
origination network deep enough to source credit assets across the globe consistently over time. By having a local presence 
and strong relationships with owners and management teams, managers can achieve attractive pricing and terms that work 
together to provide long-term value for investors. 

In addition, given the illiquid nature of private credit, having the experience of working through challenging situations to 
maximize value is important. And while there are attractive economics to be earned in this market, a credit manager must be 
able to originate, underwrite, and then manage these loans through credit cycles to deliver for their investors. 

The middle market presents significant opportunities, and asset managers with broad, established origination networks and 
significant experience underwriting and managing these illiquid assets may be better positioned to seek competitive returns 
and consistent deployment for investors over time.
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The ABF Opportunity
Private asset-based finance (ABF) spans a wide range of sub sectors, including mortgage, consumer, commercial, and fund 
finance. Investors with a tolerance for less liquidity may seek additional yield and diversification through these investments, 
with underlying assets within varied sectors, generally up in quality, and potentially offering competitive risk-adjusted returns 
versus other comparable fixed income sectors.

Growth within the space has been driven by the secular retrenchment of banks, mainly as a result of increased regulatory 
capital pressures, along with the increased appetite of large asset managers, particularly those with expertise and scale within 
structured credit, and frequently, deep pockets of insurance capital. 

Scale within the asset class is a barrier to entry as transactions are often large, structurally complex and resource intensive. 
Asset managers with capabilities across both public and private markets have a sourcing advantage as they can deliver more 
holistic financing solutions to end borrowers. 

Structuring is often a necessary evil in many private ABF transactions. Through the structuring of these assets, ABF can 
become a bespoke option for insurers seeking a tailored credit strategy,  while also delivering stronger covenants that create 
downside protection — particularly useful in an uncertain business and macro environment. As lending competition 
intensifies and spreads compress, investors may be able to identify appealing ABF investments by taking a bottom-up 
approach and leveraging big data in risk assessments.
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Important Information 

For Professional Investors Only. Past performance is no guarantee or reliable indicator of future results. All investments involve risk, including the possible loss of capital. 

These materials are for informational or educational purposes only. In providing these materials, PGIM Multi-Asset Solutions is not acting as your fiduciary. Alternative 
investments are speculative, typically highly illiquid and include a high degree of risk. Investors could lose all or a substantial amount of their investment. 

Alternative investments are suitable only for long-term investors willing to forego liquidity and put capital at risk for an indefinite period of time. Equities may decline in value due to both real 
and perceived general market, economic and industry conditions. Investing in the bond market is subject to risks, including market, interest rate, issuer, credit, inflation risk and liquidity risk. 
Commodities contain heightened risk, including market, political, regulatory and natural conditions and may not be suitable for all investors. The use of models to evaluate securities or securities 
markets based on certain assumptions concerning the interplay of market factors, may not adequately take into account certain factors and may result in a decline in the value of an investment, 
which could be substantial.

All charts contained herein were created as of the date of this presentation, unless otherwise noted. Performance results for certain charts and graphs may be limited by date ranges, as stated 
on the charts and graphs. Different time periods may produce different results. These materials may contain hypothetical and simulated examples and have certain inherent limitations and are 
generally prepared through the retroactive application of a model designed with the benefit of hindsight. There are frequently sharp differences between simulated results and actual results. These 
Charts and figures are provided for illustrative purposes and are not an indication of past or future performance of any PGIM product.

These materials represent the views, opinions and recommendations of the author(s) regarding the economic conditions, asset classes, securities, issuers or financial instruments referenced 
herein, and are subject to change without notice. Certain information contained herein has been obtained from sources that PGIM believes to be reliable; however, PGIM cannot guarantee 
the accuracy of such information, assure its completeness, or warrant such information will not be changed. The information contained herein is current as of the date of issuance (or such 
earlier date as referenced herein) and is subject to change without notice. PGIM has no obligation to update any or all of such information; nor do we make any express or implied warranties 
or representations as to the completeness or accuracy or accept responsibility for errors. Any forecasts, estimates and certain information contained herein are based upon proprietary research 
and should not be considered as investment advice or a recommendation of any particular security, strategy or investment product. These materials are not intended as an offer or solicitation 
with respect to the purchase or sale of any security or other financial instrument or any investment management services and should not be used as the basis for any investment decision. No 
liability whatsoever is accepted for any loss (whether direct, indirect, or consequential) that may arise from any use of the information contained in or derived from this report. PGIM and its 
affiliates may make investment decisions that are inconsistent with the recommendations or views expressed herein, including for proprietary accounts of PGIM or its affiliates. The opinions and 
recommendations herein do not take into account individual client circumstances, objectives, or needs and are not intended as recommendations of particular securities, financial instruments 
or strategies to particular clients or prospects. No determination has been made regarding the suitability of any securities, financial instruments or strategies for particular clients or prospects. 
For any securities or financial instruments mentioned herein, the recipient(s) of this report must make its own independent decisions.

The information contained herein is provided by PGIM Multi-Asset Solutions LLC (“PMA”) and is part of PGIM, the global investment management business of Prudential Financial, Inc. (“PFI”). 
Both PMA and PGIM Inc are registered investment adviser with the US Securities and Exchange Commission (“SEC”). Registration with the SEC does not imply a certain level of skill or training. 
In the United Kingdom and various European Economic Area jurisdictions, information is issued by PGIM Limited with registered office: Grand Buildings, 1-3 Strand, Trafalgar Square, London, 
WC2N 5HR. PGIM Limited is authorised and regulated by the Financial Conduct Authority of the United Kingdom (registration number 193418) and duly passported in various jurisdictions in 
the EEA. Prudential Financial, Inc. of the United States is not affiliated with Prudential plc, incorporated in the United Kingdom or with Prudential Assurance Company, a subsidiary of M&G plc, 
incorporated in the United Kingdom. These materials are issued by PGIM Limited to persons who are professional clients or eligible counterparties as defined in Directive 2014/65/EU (MiFID 
II), investing for their own account, for fund of funds, or discretionary clients. In certain countries in Asia, information is presented by PGIM (Singapore) Pte. Ltd., a Singapore investment 
manager registered with and licensed by the Monetary Authority of Singapore. In Japan, information is presented by PGIM Japan Co. Ltd., registered investment adviser with the Japanese Financial 
Services Agency. In South Korea, information is presented by PGIM, Inc., which is licensed to provide discretionary investment management services directly to South Korean investors. In Hong 
Kong, information is provided by PGIM (Hong Kong) Limited, a regulated entity with the Securities & Futures Commission in Hong Kong to professional investors as defined in Section 1 of Part 
1 of Schedule 1 (paragraph (a) to (i) of the Securities and Futures Ordinance (Cap.571). In Australia, this information is presented by PGIM (Australia) Pty Ltd. (“PGIM Australia”) for the 
general information of its “wholesale” customers (as defined in the Corporations Act 2001). PGIM Australia is a representative of PGIM Limited, which is exempt from the requirement to hold 
an Australian Financial Services License under the Australian Corporations Act 2001 in respect of financial services. PGIM Limited is exempt by virtue of its regulation by the Financial Conduct 
Authority (Reg: 193418) under the laws of the United Kingdom and the application of ASIC Class Order 03/1099. The laws of the United Kingdom differ from Australian laws. Pursuant to the 
international adviser registration exemption in National Instrument 31-103, PGIM, Inc. is informing you of that: (1) PGIM, Inc. is not registered in Canada and relies upon an exemption from 
the adviser registration requirement under National Instrument 31-103; (2) PGIM, Inc.’s jurisdiction of residence is New Jersey, U.S.A.; (3) there may be difficulty enforcing legal rights against 
PGIM, Inc. because it is resident outside of Canada and all or substantially all of its assets may be situated outside of Canada; and (4) the name and address of the agent for service of process of 
PGIM, Inc. in the applicable Provinces of Canada are as follows: in Québec: Borden Ladner Gervais LLP, 1000 de La Gauchetière Street West, Suite 900 Montréal, QC H3B 5H4; in British Columbia: 
Borden Ladner Gervais LLP, 1200 Waterfront Centre, 200 Burrard Street, Vancouver, BC V7X 1T2; in Ontario: Borden Ladner Gervais LLP, 22 Adelaide Street West, Suite 3400, Toronto, ON M5H 4E3; 
in Nova Scotia: Cox & Palmer, Q.C., 1100 Purdy’s Wharf Tower One, 1959 Upper Water Street, P.O. Box 2380 - Stn Central RPO, Halifax, NS B3J 3E5; in Alberta: Borden Ladner Gervais LLP, 530 
Third Avenue S.W., Calgary, AB T2P R3.
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