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Banks re-engaging 

selectively

Banks’ role 

continues 

to evolve

Executive summary

For banks, Private Credit has become an important part of the corporate financing landscape. 

As the market enters a more testing phase of the credit cycle in 2025-26, banks are reassessing how to 
engage in this space in a way that supports client needs while remaining aligned with balance-sheet, risk, and 
regulatory considerations. This is leading banks to take a more deliberate and selective approach to 
participation, as they adapt their role within an increasingly collaborative lending ecosystem.

Private Credit: From rapid growth to a period of reassessment

Over the past decade, Private Credit has grown from a niche segment into a US$2 trillion+ asset 
class,1 partly filling gaps as banks moderated lending following post-2008 regulatory changes. As the 
market enters 2025-26, it is moving into a more testing phase of the credit cycle, with early signs of 
pressure reflected in higher borrower stress and tighter liquidity in some parts of the market.

Banks are re-engaging in a measured manner

Banks continue to see strategic relevance in Private Credit and are increasingly partnering with 
direct lenders or participating alongside them to support client needs. In today’s higher-rate and 
more selective environment, banks are generally favoring capital-light models that let them serve 
clients and earn fee income while keeping balance-sheet usage and risk under control.

Banks’ role is evolving rather than diminishing

Private Credit has not replaced banks; it has reshaped how banks participate in corporate 
lending. A more collaborative ecosystem has emerged in which banks contribute origination, funding 
strength, and risk management, while Private Credit providers offer flexibility and tailored structuring. 
The strategic challenge for banks is to adapt business models thoughtfully, balancing prudence 
with selective innovation to remain central to client financing solutions.

Source(s): (1) Preqin, 2025 Private Debt Global Report, Preqin Ltd., 2025. 
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Evolving role of banks in Private Credit
Rather than being displaced, banks are redefining their role across the credit value chain. They are 
increasingly adopting multiple participation models — ranging from origination & distribution to asset 
management, strategic partnerships and balance sheet deployment.

The shift enables banks to remain client-centric while optimizing capital usage, managing regulatory 
pressures and unlocking new fee-based revenue streams. At the same time, Private Credit funds 
bring flexible capital, speed and structuring capabilities, creating a complementary, not competitive 
dynamic.

The future of banking in Private Credit
As Private Credit continues its rapid expansion, the key question is no longer whether banks will 
participate, but how they will position themselves to win. This report explores these strategies and offers a 
deeper look into the path forward.

Pre-2008
(Bank-led lending model)

Private Credit funds

Post-2008
(Rise of Private Credit)

How credit demand moved

Banks are following credit demand

A new era of Private Credit has firmly established itself within global lending markets, supported by
post-2008 regulatory shifts and strong institutional demand. As a result, traditional bank-led lending is 
evolving into a more collaborative ecosystem where banks and Private Credit funds jointly meet borrower 
demand.

Bank archetypes in Private Credit

Origination & Distribution Bank sources and structures deals; Private Credit funds 
provide capital

Asset Management arm Bank manages Private Credit funds for LPs and earns fund 
fees

Strategic platform Bank and Private Credit funds jointly source deals 
and provide financing infrastructure for capital deployment

Invisible Private Credit funds provide capital and hold risk; bank 
supports with SRTs, guarantees and liquidity lines

On balance sheet Banks deploy their own balance sheet to lend directly, 
seed funds or form strategic joint ventures

BanksBanks
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Banks faced tighter rules post 2008 (Supply ↓) 

• Capital and liquidity rules increased the cost of leveraged/illiquid loans

• High Risk-Weighted Assets (RWA) reduced balance sheet capacity

• Result: Banking regulations limited lending, making it harder to meet rising corporate credit demand

Borrowers needed more flexibility (Demand ↑)

• Sponsor-backed deals required fast execution and customized terms

• Bank processes and regulations limited customization

• Result: Borrowers increasingly sought non-bank capital

Investors supplied capital to Private Credit (Supply-Demand    )

• Institutional investors wanted better returns and floating-rate loans

• Private Credit offered stable, contractual cashflows with attractive yields

• Result: Strong inflows enabled Private Credit funds to scale and meet unmet borrower
demand

Insights

Bank constraints created a persistent supply gap in corporate credit. Private Credit filled 
this gap and has become a permanent part of the financing ecosystem — leading banks 
to shift from competing with Private Credit to partnering with them.

Structural credit gap

Situation

Result

Banks’ constrained supply < Borrower & investor demand 

→ Private Credit scaled to fill the gap

Bank constraints created a 
supply–demand gap
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Private Credit*AUM growth demonstrates how the gap was filled
Underserved credit demand > bank supply

(US$ billion)

Notes: *Private Credit includes direct lending, distressed debt, fund of funds, other categories and BDCs
Source(s): (1) Preqin, 2025 Private Debt Global Report, Preqin Ltd., 2025. 

(2) ‘Private credit AUM..’ https://pitchbook.com/news/articles/private-credit-aum-could-hit-4-5-trillion-by-2030-boosted-by-ai-buildout-blackrock, Pitchbook, Mar 2025;
(3) Mordor Intelligence https://www.mordorintelligence.com/industry-reports/private-credit-market ; all accessed in Jun 2026 

Regional split
North America (largest share)
• Mature, deepest Private Credit market
• Strong sponsor-backed deal flow

Europe (second largest share)
• Fastest growth driven by bank

retrenchment (Basel IV)
• Increasing mid-market penetration

APAC (<10%)
• Early stage, fragmented markets
• Limited bank pullback

Private Credit has scaled to fill the 
structural gap
The expansion of Private Credit AUM (Assets Under Management) over the last decade illustrates how 
Private Credit funds stepped into the lending space that banks were less able to serve under tighter 
regulation, capital constraints, and economic considerations. Global Private Credit AUM has increased 
from ~US$400 billion in 2010 to over US$2 trillion by 20241 — a five-fold increase. 

Private Credit AUM grew at an annualized rate of 13% from 2012 to 2018, accelerated to 16% from 2018 to 
2024, and is forecast to expand by 14% annually through 2030. This trajectory reflects sustained borrower 
demand and investor inflows directly responding to the structural supply shortfall.

*Private Credit includes direct lending, distressed debt, fund of funds, other categories, and BDCs

Source: Preqin, 2025 Private Debt Global Report, Preqin Ltd., 2025

Private credit’s global scale shows that it has 
become a lasting part of corporate finance rather 
than a temporary substitute for bank lending. 
With AUM expected to reach US$4.5 trillion by 
20302, investors and borrowers now appear to 
treat the asset class as a stable, long-term 
source of capital. 

In response, banks are reshaping their role in the 
market — shifting toward originate-and-share 
models, distributing exposures to Private Credit 
funds, and providing fund-level leverage and 
NAV financing. 

These approaches allow banks to stay central to 
deal origination while participating in Private 
Credit growth within regulatory constraints.
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Collaboration 
models Strategic partnerships Joint Venture (JVs) Co-Investment

What it is?

Banks originate and 
structure the loan; Private 
Credit funds provide extra 
capital or take a riskier part 
of the loan

This isn’t a new business — 
it's simply deal-by-deal 
co-lending where a bank 
and Private Credit fund split 
the same loan

Banks and Private Credit 
funds invest alongside 
each other in the same 
loan or opportunity, each 
taking a chosen share

Bank role
Lead: Originate deals, 
underwrite, usually take 
senior (safer) piece

Joint Partner: Senior 
lender, co-decision maker 
on specific deals

Selective Participant: 
Often minority investor — 
typically in the senior part 
of the structure or a small 
participation

Risk 
ownership

Bank keeps safer risk, 
Private Credit funds 
take higher risk

Bank takes low-risk senior 
piece, Private Credit 
funds take junior risk

Bank chooses its 
exposure — typically 
low-risk

Why banks 
use it? 

Stay in deals, help clients, 
but don’t overload their 
balance sheet

Cut down regulatory capital, 
stay active in lending

Participate in selective 
deals without big credit 
exposure

VS

Why It Matters

Banks collaborate with Private Credit to stay relevant in credit markets, 
mitigate risk and support clients without owning the full credit exposure.

How banks collaborate with Private Credit 
at deal level 
Banks have not exited corporate credit; instead, they now operate alongside Private Credit funds. Initially, 
banks participated through deal-level collaboration models, rather than building full Private Credit 
platforms.

These arrangements allowed banks to remain involved in transactions, preserve sponsor relationships and 
optimize balance sheet usage — without fundamentally altering their business models.

The three most common deal-level collaboration models are:

VS
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Capital intensity

Origination & 
Distribution

Asset 
Management 

arm

Strategic GP-
LP joint 
platforms

Invisible 
banks

On balance-
sheet 

lending

Model 
attributes Capital light Moderate 

capital
Moderate/heavy 

capital Capital efficient Capital heavy

Originator Bank 
Bank via asset 
management 
platform

Bank + GP Private Credit 
funds/partners Bank

Capital 
provider

Private Credit 
funds/external 
investors

LP investors
Bank and 
Private Credit 

 funds

Private Credit 
funds/external 
investors

Bank balance 
sheet

Risk holder Investors LPs Shared Private Credit 
funds Bank

Revenue Fee-based
Management + 
performance 
fees

Fees + spread + 
partnership 
returns

Fees + 
structuring + 
liquidity income

Interest income 
(higher margins)

Balance 
sheet 
exposure

Minimal Limited Moderate Low High (RWA 
intensive)

Control Limited Moderate Shared Limited Full

Key 
structures

Syndication, 
allocation 
switches, 
forward flow 
agreements

GP/LP funds, 
Private Credit 
funds, 
selective NAV/
GP financing

JVs, co-lending, 
capital rotation 
platforms

SRTs, 
guarantees, 
future flow 
agreements, 
portfolio 
transfers, 
liquidity lines

Direct lending, 
NAV loans, 
GP/LP financing, 
portfolio 
financing

Challenges Dependency on 
investor appetite

LP fundraising & 
fund 
management 
complexity

Alignment 
complexity 
across partners

Regulatory 
dependence

High capital & 
risk retention

Capital light Moderate capital Moderate/heavy capital Capital efficient Capital heavy

Note(s): Based on KPMG analysis

How banks operate in Private Credit: The 
five strategic end-state models

Capital light Capital heavy
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Dynamic talent and 
collaboration

Technology and data 
utilization

Strategic governance & 
financial agility

Innovative partnerships 
Build partnerships that support 
learning and growth in the 
Private Credit space, not just 
protect existing business

Leverage AI for speed 
Use AI to narrow the 
operational speed gap with 
Private Credit firms

Agile governance
Adapt governance to oversee 
deal structuring, risk allocation 
& exceptions

Example: Collaborate with tech 
firms for joint innovation efforts

Example: Employ AI-driven 
analytics to streamline credit 
assessment processes

Example: Adapt governance 
frameworks to market changes

Talent integration
Rotate existing bank talent into 
active Private Credit roles

Expand data capabilities
Build data-driven strategies to 
enhance competitiveness 
beyond capital

Set clear exit strategies
Pre-define terms for 
ending partnerships before 
cyclical downturns

Example: Transition skilled 
underwriters to oversee 
Private Credit portfolios

Example: Develop proprietary 
data platforms for better 
decision-making

Example: Establish predefined 
exits in JVs to mitigate 
potential conflicts

Cross-functional teams
Build diverse teams to enhance 
creativity and efficiency

Predictive analytics
Use data to anticipate market 
trends and adjust strategies

Short-term ROE dilution
Embrace temporary dilution for 
sustained long-term success

Example: Bring risk and IT 
specialists together to develop 
new solutions

Example: Utilize machine 
learning to predict shifts in credit 
risk profiles

Example: Focus on strategic 
tech investments despite 
immediate ROI impact

Note(s): Based on KPMG analysis

Winning in Private Credit requires strategic 
evolution — not just market entry
Success in Private Credit demands more than participation — it requires structural transformation. Banks must 
evolve talent models, technology capabilities and governance frameworks to participate sustainably alongside 
Private Credit funds.

Key considerations

Each of these areas requires distinct strategies and frameworks. Understanding their 
specific relevance to different business models within Private Credit is paramount.
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In stress, decision velocity matters more than process

Source(s): 1. ‘Private Credit Default Rate Rises..’, https://www.fitchratings.com/research/structured-finance/Private Credit-default-rate-rises-to-5-5-us-mm-issuance-remains-
weak-07-08-2025 , Fitch Ratings, Aug 2025; 2. ‘Private Credit: The Rising Defaults’, https://www.spglobal.com/market-intelligence/en/news-insights/resources/private-credit-the-
rising-defaults, S&P Global, Aug 2025, all accessed in Jun 2026 

Stress exposes bank-Private Credit 
misalignment (1/2)
Stress scenarios where alignment can fail
Banks and Private Credit perform well in stable markets. Under stress, however, differences in speed, 
control authority, capital flexibility and reputational exposure create predictable cracks. What begins as 
a smooth partnership quickly becomes strained as decisions need to be made faster, workouts become 
more complex, public scrutiny intensifies, and lenders face pressure to act. 

Banks and Private Credit react differently at each step primarily because banks typically have deeper 
credit underwriting and workout platforms, while many Private Credit firms rely on leaner teams or 
outsourced restructuring.

Partnerships don’t fail at entry — they break down when decision rights, control and optics are tested 
under pressure

These five scenarios show why those cracks appear:

Scenario 1: Credit decision — speed gap emerges

Potential 
friction

When defaults rise, loan amendment volumes often increase. Differences in 
lender approval processes can create delays during urgent decision-making.

Market 
context

Fitch’s US Private Credit default rates rose to 5.5% in Q2 2025 (from 4.5% 
in Q1)1. In such environments, time-sensitive amendments become more 
common, making aligned decision timing important.

Drivers of 
friction

Private Credit firms often approve decisions faster due to simpler 
governance, while banks often require broader review and 
documentation. This creates a speed-versus-structure trade-off, rather 
than a capability gap.

Scenario 2: Workout authority — control divergence

Potential 
friction

As distress deepens, banks often prefer negotiated restructurings, while 
Private Credit often pushes for more direct control. These different 
approaches can create tension during workouts.

Market 
context

S&P reported an “alarming surge” in selective defaults2. Such situations often 
require liability management exercises and quick control decisions — this is 
where bank and Private Credit workout approaches can differ.

Drivers of 
friction

Banks face regulatory and reputational limits when taking control, while 
Private Credit often focuses on protecting value and acting decisively. 
These different constraints and priorities can lead to control divergence in 
stressed situations.
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Stress exposes bank-Private 
Credit misalignment (2/2)
Stress scenarios where alignment can fail cont’d.

Scenario 3: Reputation risk — same event, different stakes

Potential 
friction

When a default becomes visible, banks may prioritize reputation and regulatory 
response, while Private Credit focuses on recovery. These different priorities in 
the same public event can create misalignment.

Market 
context

Market data suggests default rates approach ~5% when selective defaults and 
liability management exercises are included1. Such visible defaults often prompt 
different bank vs. Private Credit responses, creating divergence.

Drivers of 
friction

Banks face higher public scrutiny, while Private Credit firms usually operate 
with lower visibility. This visibility gap can lead to different responses to the 
same default and may weaken collaboration.

Scenario 4: Asymmetric exits — one can move. One can’t

Potential 
friction

When quick refinancing, amendments, or exit moves are needed, Private 
Credit can act fast, while banks take longer due to approvals and capital rules 
— this speed gap in exit moments can create misalignment.

Market 
context

In the US, leveraged amend-and-extend activity rose to US$16.7 billion in Feb 
2025 from US$14.4 billion in Jan2. These situations often need quick lender 
action — exactly where bank–Private Credit speed gaps appear.

Drivers of 
friction

Private Credit structures are often more flexible, allowing faster refinancing or 
exit decisions. Banks usually follow more rigid processes. This difference can 
make coordination difficult in fast-moving situations.

Scenario 5: Cultural divergence — opposite instincts in crisis

Potential 
friction

In stress — when a company faces refinancing pressure, liquidity strain, or 
covenant risk — conservative banks pull back to preserve relationships, while 
risk-tolerant Private Credit steps in for higher returns. These opposite instincts 
can create misalignment.

Market 
context

The global refinancing market size is expected to grow significantly by 
20303,4,5 — a period where borrowers return for capital. These moments often 
highlight clear differences in how banks and Private Credit respond.

Drivers of 
friction

Banks tend to go risk-off in stress, while Private Credit often sees opportunity. 
This opposite response to the same stress trigger can create misalignment and 
collaboration can break.

Stress can push banks and Private Credit toward different roles
Source(s): 1. ‘Private Credit Outlook 2026’, https://www.withintelligence.com/insights/Private Credit-outlook-2026/, With Intelligence, Jan 2026; 
2. ‘Rush of amend-and-extend..’, https://pitchbook.com/news/articles/rush-of-amend-and-extend-loan-deals-continues-as-borrowers-push-out-maturities , Pitchbook, Mar 2025;3.
6WResearch, https://www.6wresearch.com/industry-report/global-refinance-market, Apr 2025; 4. PR Newswire, https://www.prnewswire.com/news-releases/refinance-market-to-
reach-44-628-02-million-globally-by-2032-at-8-7-cagr-allied-market-research-301963025.html , Oct 2023; 5. Grand View Research, https://www.grandviewresearch.com/press-
release/global-refinancing-market, Oct 2022; all accessed in Jun 2026
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Banks gain Banks trade-offs

Faster market entry
Leverage Private Credit partnerships to 
enter segments without in-house setup.
e.g. A leading US bank partnered with a global
asset manager’s Private Credit division to
rapidly deliver Private Credit solutions to
middle-market firms.

Lower economics per deal
Returns shared with Private Credit 
partners, reducing profits.

Capital optimization
Transfer risk to Private Credit funds, 
reducing balance sheet strain.
e.g. A UK-headquartered global bank
partnered with a leading alternative asset
manager’s Private Credit fund, combining
bank origination access with Private Credit
capital.

End-to-end client ownership
Partners may dominate sponsor 
relationships.

Regulatory capital flexibility
Use partnership structures to provide 
financing while managing balance sheet 
and capital constraints.

Institutional credit learning
Less internal underwriting learning in new 
credit structures.

Optics of innovation
Position as providers of differentiated 
financing solutions.
e.g. A Swiss-based universal bank partnered
with a US-based global investment firm’s
Private Credit platform to expand institutional
Private Credit offerings without building a
standalone platform.

Long-term capability build-out
Partner reliance can limit/ slow internal 
platform development.

Access to new revenue streams
Generate fee-based income without 
stretching capital.
e.g. Originating and servicing fees in
co-lending models adopted by select US
banks in partnership with global private credit
platforms — monetizing origination while
sharing economics.

Credit decision control
Control over credit decision-making is 
often shared with Private Credit 
partners.











Collaboration creates value when banks 
retain control
Banks entering Private Credit do so through deliberate strategic trade-offs. Partnerships enable faster market 
access, capital efficiency and regulatory flexibility. 

However, these benefits often come at the cost of margin share, underwriting control and long-term platform 
ownership. The choice reflects a balance between speed to scale and preserving economics, client ownership 
and credit control.










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Conclusion

A
Strategic entry
Banks are entering the Private Credit space to stay in the game 
and not win the game

B
Evolving roles
Private Credit won’t replace banks, but it will likely redefine them

C
Essential adaptation
Adaption is the key to survive in the Private Credit space
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How KPMG can help

Banks exploring or expanding Private Credit activities often look for practical support as they shape 
operating models, strengthen underwriting and monitoring processes, and adapt risk, data and technology 
capabilities for this asset class. 

Our teams draw on experience across strategy, operations, risk, technology and deal advisory to help banks 
navigate this evolving market and strengthen their approach. Depending on clients’ needs, support may 
include reviewing operating models and processes, advising on technology and data considerations, 
providing input on due-diligence and credit-assessment workflows, supporting enhancements to 
risk-management and control frameworks, and assisting with the design, launch or scale-up of Private Credit 
platforms. Banks may also draw on KPMG’s experience with structured credit, specialty lending and broader 
transformation initiatives where these intersect with Private Credit objectives.

Operating model, technology & data

• Designing operating models, processes and workflows for Private Credit
lending

• Advising on technology and data considerations

• Supporting integration of monitoring and early-warning tools

• Assisting with platform design, launch and scale-up

Underwriting, due diligence & monitoring

• Providing underwriting, due-diligence and credit-assessment insights

• Supporting portfolio-monitoring and covenant-tracking approaches

• Offering input into surveillance, analytics and reporting

• Helping assess specialty-credit or structured-credit exposures where relevant

Risk, governance & deal-related advisory

• Strengthening risk-management, governance and control frameworks

• Supporting enhancements to credit-risk processes

• Advising on direct lending, co-lending and specialty-credit situations

• Providing deal-related perspectives aligned to Private Credit objectives
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