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Executive Summary

The private credit stress signals discussed in prior briefings have materially escalated over the past
six weeks. What began as isolated redemption freezes at Blue Owl has spread into a sector-wide wave
of withdrawal gates at BlackRock, Blackstone, Morgan Stanley, Cliffwater, and Ares —
simultaneously, JPMorgan has begun marking down software-linked loan collateral, and Deutsche
Bank has publicly flagged $30 billion in private credit exposure as a "key risk." Senior economists
including Mohamed El-Erian are calling it a potential "classic contagion phenomenon" comparable
to August 2007. The recession window you identified — 12—18 months — has now been pulled
forward by the Iran-driven energy shock and higher-for-longer rate environment. The presentation
materials from prior sessions remain highly relevant; this update adds the latest data and names.
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The Redemption Gate Cascade:
March 2026

The pace of withdrawal restrictions has compressed dramatically. Between November 2025 and
March 16, 2026, every major semi-liquid private credit platform has either gated or received record
redemption pressure:

Fund / Manager Fund Redemptions Cap What Happened
Size Requested Applied

Blue Owl Capital ~$3— Surge in 2025 Permanent | Quarterly redemptions

Corp IT (OBDC 4B halt permanently suspended;

1) $1.4B in loans sold; class
action filed[1][2]

Blackstone $82B $3.8B (7.9% 7% cap Raised cap from 5% — 7%;

Private Credit of NAV) contributed $400M own

Fund (BCRED) capital to meet demand; stock
fell 8%[31[4]

BlackRock HPS $26B $1.2B (9.3% of = 5% cap First-ever breach of cap in 4-

Corporate NAV) year history; $620M paid,

Lending Fund $580M deferred; BLK stock

(HLEND) fell 8.3%[51[6][7]

Morgan Stanley $7.6B | 10.9% of NAV | 5% cap Honoured only 45.8% of

North Haven requests = $169M

Private Credit returned[8][9][10]

Fund

Cliffwater $33B 14% of NAV 7% cap Largest fund in the cascade;

Corporate only half of requested capital

Lending Fund approved[11][12][13]

(CCLF)

Ares Capital Large = >5% of NAV 5% cap Cap triggered in Q4 2025;

Management cap stock down 28.35% YTD[14]

Private Credit

Fund

The combined Q4 2025 withdrawal requests from BDC funds with more than $1 billion in AUM
totalled $2.9 billion — a 200% increase from the prior quarter. The gating wave is now self-
reinforcing: each new announcement triggers a fresh round of redemption requests at peer
funds.[15]



JPMorgan's Collateral Markdown:
A Critical Escalation

On March 12, 2026, JPMorgan Chase became the first major bank to publicly mark down the value
of loans held as collateral by private credit funds — specifically targeting software-linked borrowers
whose revenue models are seen as vulnerable to AI disruption. This is distinct from simply declining
to lend: JPMorgan proactively reassessed the collateral it holds against "back-leverage" lines it has
extended to private credit managers and reduced the amount it will lend against those
assets.[16][17][18][19]

The significance cannot be overstated. Banks providing "back-leverage" to private credit funds are an
often-overlooked amplifier: if the collateral value drops, private credit managers face margin calls or
must post additional security. This can force them to either sell portfolio loans (at discount) or
reduce new lending to mid-market borrowers — both of which create second-order economic
consequences. JPMorgan described the move as a proactive response to market valuations "rather
than waiting for a crisis to come along", suggesting the bank's internal models are already pricing in
deterioration that has not yet appeared in the published NAVs of these funds.[20][19]

Deutsche Bank's $30 Billion Admission

On March 12, 2026, Deutsche Bank disclosed a €26 billion ($30 billion) private credit exposure —
approximately 5% of its total loan book — and labelled it a "key risk" in its annual report. The bank
acknowledged it may face "indirect credit risks through interconnected portfolios and
counterparties". Deutsche Bank stock fell 5% on the day of the disclosure and is down approximately
22% year-to-date in 2026.[21][22][23][24]

This disclosure matters for two reasons:

1. It shows that regulated European banks with significant private credit lending exposure are
now under investor scrutiny, adding a banking-sector dimension to what had appeared to be
a non-bank problem.

2. Despite flagging it as a key risk, Deutsche Bank stated plans to expand private credit through
its DWS asset management arm — a divergence between risk language and strategic action
that analysts have noted.[22][23]

3.

"Bad PIK" Signals Hidden Distress

A metric largely absent from mainstream discussion but critical to understanding the true health of
private credit portfolios is the rise in Paid-in-Kind (PIK) loans. PIK is an arrangement where a
borrower cannot afford to pay cash interest and instead adds the interest to the principal balance.
Lenders record this as income, even though no cash has been received.[25][26]

The trajectory is alarming:



¢ Total PIK usage: rose from 5% of private credit loans in early 2022 to 11% by late 2025
(Lincoln International, which values approximately one-third of all US private credit
loans)[26]

¢ "Bad PIK" (mid-loan switches from cash payments to PIK, indicating distress): climbed
from 2% to 6.4% over the same period[27][26]

¢ IMF 2025 Financial Stability Report: approximately 40% of private credit
borrowers now have negative free cash flow, up from 25% in 2021[28]

e Public BDCs are receiving an average of 8% of investment income via PIK — a figure
that includes some senior secured loans, previously considered low-risk[28]

The concern is structural: PIK loans inflate reported returns and NAV while concealing mounting
borrower distress. When loans eventually default, the write-down is sudden and total — consistent
with the "cliff-edge" valuation events seen at BlackRock TCP Capital (Renovo Home Partners and
Infinite Commerce Holdings, both marked to zero from par within weeks).

The AI-Software Nexus:
Accelerating the Timeline

The software sector's outsized role in private credit portfolios is central to the current stress. The
logic is straightforward: Al is replacing or degrading the revenue of traditional software companies
— those companies cannot service their floating-rate debt — private credit lenders face concentrated
defaults.

Key exposures:
¢ UBS estimates 25-35% of private credit portfolios carry Al disruption risk; software
alone represents approximately 20% of direct lending

e UBS's worst-case scenario: US private credit defaults reach 13-15%; total projected defaults
across leveraged loans and private credit of $75-120 billion by year-end

e KKR's FSK Capital Corp has >16% software/tech exposure and is down 29% YTD[29]

e JPMorgan's specific targeting of software loans for markdown is the clearest institutional
signal that this risk is being repriced[16][17]

The IMF, Moody's, and Harvard Kennedy School research have all flagged that the growing
interconnectedness between private credit and the traditional financial system can "amplify financial
instability" during stress. Moody's lists private credit contagion through insurers, banks, and hybrid
funds as one of its top six credit risks for 2026.

What the Experts Are Saying

The shift in tone from major market voices is striking:

Mohamed El-Erian (Allianz/former PIMCO): Called current private credit stress a potential
"classic contagion phenomenon" and compared the moment to August 2007, when BNP



Paribas froze redemptions from securitised debt funds — widely regarded as the opening act of the
2008 financial crisis. El-Erian warned that if investors cannot exit what they want, they will sell what
they can — the classic ATM dynamic that spreads stress into unrelated asset classes.[30][31][32]

George Noble (former Fidelity fund manager): "We're watching a financial crisis
unfold in real time. The last time funds started blocking investors from getting their
money back, Bear Stearns collapsed six months later." Noble explicitly compared current
conditions to 2007, noting that after 2008 regulators pushed risky lending out of banks and into
private credit, which "ballooned to $3 trillion" making 5—7 year loans while promising quarterly

liquidity.[33][34][35]

Apollo CEO Marc Rowan: "This will be a significant shakeout — I don't anticipate it being a
short-term issue." Shares of Apollo have fallen approximately 30—41% year-to-date.[36][37]

Soros Fund CIO Dawn Fitzpatrick: Warned of a "painful 18 to 24 months" for investors;
expects elevated redemptions to continue; stated that banking-side lending to private credit coming
under scrutiny "could signal worse things ahead".

KKR CFO Robert Lewin: Acknowledged FSK has "encountered pressure on near-term returns,
mainly due to some subordinated exposure" while emphasising KKR's non-traded vehicles as the
preferred channel going forward.[29]

Fortune magazine (March 14, 2026): Published a comprehensive piece headlined "The $265
billion private credit meltdown" — the first mainstream outlet to quantify the total market cap
destruction across Blackstone (-46%), Apollo (-41%), Ares (-48%), KKR (-48%), and Blue Owl (-66%)
since September 2025.[38][36]

Market Cap Destruction vs. Broad Market

The divergence between alternative asset manager performance and the broader market is stark and
historically unusual:

Company YTD / Peak-to-Trough Decline (2026)

Blue Owl (OWL) Down ~66% from peak; record short interest at 14.2% of float[4]

KKR Down ~27—48% from high[39]
Apollo (APO) Down ~30—41%[36][37]
Blackstone (BX) Down ~46%[36]

Ares Management = Down ~28-48%[14][36]
S&P 500 Down ~0.3% YTD[37]
Deutsche Bank Down ~22% YTD[22]

Total market cap erased across these managers since the September 2025 peak: over $265
billion.[36][38]



The Iran-Energy Overlay:
Timeline Acceleration

The Iran-driven energy shock, discussed in the prior session, has continued to compress the
recession timeline from the "back end" toward the "front end" of the 12—18 month window:

¢  WTI crude closed at $99.31 on Friday March 14 and Brent at $103.14 — both
benchmarks have risen more than 58% over the past month as the Strait of Hormuz
blockade chokes approximately 20% of global daily oil throughput . WTI opened 2026 at
$57.42, meaning the Iran shock has delivered a near-$42/barrel surge in under three months

e The trigger: US-Israeli military strikes on Iran, followed by Iran's new Supreme Leader
Mojtaba Khamenei ordering the Strait of Hormuz to remain closed, has effectively halted
standard commercial maritime traffic and forced Gulf producers to curtail output as onshore
storage approaches critical capacity . Defense Secretary Pete Hegseth announced on March
13 that the US will launch its largest wave of strikes yet against Iranian targets .

¢ Rate cut expectations slashed: futures now pricing only approximately one small cut in
2026, with the first move pushed from June to July or later — removing the "relief valve" that
over-leveraged, floating-rate private credit borrowers were counting on . Trading Economics
projects Brent at $103.66 by end of Q1 2026 and $114.69 in 12 months .

¢ The compound effect is precisely the late-cycle pressure scenario: higher energy costs (raised
operational expenses for portfolio companies) + higher-for-longer rates (raised interest
burden on floating-rate debt) + already-record defaults = accelerated distress in the weakest
parts of the private credit universe

Mohamed El-Erian specifically named private credit stress, Al spending uncertainty, and the Middle
East conflict as a convergence of three market risks that are compounding each other .

Contagion Channels:
The Hidden Transmission Map

The path from private credit distress to broader economic impact runs through several
underappreciated channels:

1. Bank Back-Leverage Squeeze

JPMorgan's markdown of software-loan collateral is the first visible signal that banks are tightening
the "back-leverage" lines they extend to private credit funds. When collateral values drop, private
credit managers either post more security or reduce leverage — constraining new lending to mid-
market borrowers.[16][19]

2. Mid-Market Borrower Credit Crunch

As Mohamed El-FErian noted in his March 11 LinkedIn post, private credit became the primary
funding source for many mid-market companies (not a supplement). If redemption-pressured funds
slow new deployment or enforce covenants more aggressively, "that stress doesn't stay in the fund



structure — it exits into operating businesses, capex decisions, and employment". This is the credit
crunch transmission mechanism running through less-visible "plumbing."[40]

3. Forced Secondary Selling » Public Market Spread Widening

When private credit funds must raise liquidity by selling loans in the secondary market at discounts,
those prices put downward pressure on marks across the entire sector — and potentially on public
leveraged loan and high-yield markets, which overlap significantly with private credit.[41]

4. Insurance and Pension Linkages
Insurers and pension funds hold significant private credit allocations (driven by the "stable yield"
narrative). Moody's has flagged contagion through these channels as a top 2026 credit risk.

5. The ATM Dynamic

El-Erian's "ATM" framing is now playing out in real time: if investors cannot exit private credit funds
(gated), they will sell what they can sell — listed equities, public credit, liquid alternatives — creating
cross-asset liquidation pressure unrelated to the fundamental quality of those positions.[30][40]

Important Counterpoint:
Is This Systemic or Structural?

Not all analysis is uniformly bearish. A few important counterpoints are worth holding;:

¢ Fisher Investments (March 3, 2026): Characterised the issues as "isolated" rather than
systemic, arguing the concerns represent structural mismatches in product design rather
than widespread credit implosion[42]

¢ Blackstone President Jon Gray: Defended loan quality and attributed the redemption
wave to "market noise" rather than fundamental deterioration — and Blackstone did meet all
redemption requests, albeit by contributing $400M of its own capital[43]

e Ares CEO Michael Arougheti: Stated on the Q4 2025 earnings call: "We enter 2026 in a
position of strength, citing strong underlying performance"[14]

¢ KKR's Lewin: Emphasised that the firm's primary private credit is in non-traded, locked-
up structures with lower redemption risk than the BDC segment[29]

e Morgan Stanley: Noted the North Haven fund maintained "$2.2 billion in liquidity as of
January 31" and had delivered an annualised net return of 8.9% over three years[10]

The consensus calibration from sober institutional sources appears to be: this is a structural stress
event in semi-liquid, retail-facing private credit products, not a verdict on all private lending.
Institutional-quality, truly locked-up structures with conservative underwriting and low
software/tech exposure remain less vulnerable.

Key Practical Implications for
Client Portfolios



Given the foregoing, the following positions are now well-supported by publicly available evidence
and senior market consensus:

On Private Credit Exposure:

Clients holding non-traded BDCs or semi-liquid private credit vehicles should treat current
redemption windows as a genuine liquidity event — the gate can be reset or tightened at any
time

The "stable NAV + quarterly liquidity" narrative has been structurally broken across multiple
managers in the course of six weeks

Where possible and where positions are not locked, a controlled reduction of semi-liquid
private credit exposure is prudent — not a panic exit, but a deliberate re-sizing to "satellite"
rather than "core income" allocation

Preferred structure for any continued private credit exposure: fully locked-up, drawdown-
style funds with institutional-grade underwriting, minimal software/tech exposure, and
transparent governance

On PIK Loans as a Hidden Warning:

Clients in private credit vehicles should specifically request disclosure on PIK income as a
percentage of total reported income — funds reporting high PIK income may be overstating
true economic returns

"Bad PIK" (mid-loan switches) of 6.4% means approximately one in 16 loans has already
shown a mid-term deterioration that managers chose to defer rather than crystallise[26]

On Structured Notes (Issuer Risk):

The context from prior sessions remains valid: large, diversified, well-capitalised European
banks (BBVA, BNP Paribas, Natixis, Santander, Societe Generale) are not on the front lines
of the private credit stress — but Deutsche Bank's $30B disclosure is a reminder that bank-
level private credit exposure now deserves a credit-spread check before new issuance[21][24]

Marex, as a non-universal broker-dealer, warrants continued issuer concentration limits

Notes on broad diversified indices (Euro Stoxx 50, S&P 500, Nasdaq 100 blended) with 60—
70% capital barriers remain structurally insulated from private credit loan losses; the risk
remains equity drawdown at maturity and issuer solvency

On Macro Positioning:

The recession probability window is most elevated over the next 12—18 months — both
Apollo's Rowan and Soros Fund's Fitzpatrick have given this framing publicly

The Iran/energy overlay makes the front end of that window (H2 2026—H1 2027) more likely
than the back end

Defensive positioning arguments: high-grade government bonds (duration hedge if recession
forces eventual rate cuts), capital-protected structured notes, cash optionality, and avoidance
of high-beta private credit-adjacent equities (alternative asset manager stocks)



Timeline:
A Condensed Chronology of the Cascade

Date Event

Nov Blue Owl proposes forced merger of OBDC II into listed BDC; redemptions frozen
2025

Jan Pomerantz LLP files class action against Blue Owl (Goldman v. Blue Owl)[2]
2026

Feb Blue Owl permanently halts OBDC II quarterly redemptions; sells $1.4B loans
2026

Feb Bloomberg Invest conference: Apollo's Rowan warns of "significant shakeout";
2026 Soros CIO warns of "painful 18—24 months"

Feb Mohamed El-Erian calls Blue Owl move potential "canary in the coal mine"
2026 moment like 2007[31]

Mar 3, Bloomberg: "Private Market Titans Warn of Pain as Credit Cracks Widen" —
2026 Apollo, Ares, Blackstone, KKR all down 25%+ vs. S&P 500 -0.3%[37]

Mar 6, BlackRock HLEND gates for first time; $1.2B requested, $620M paid; BLK
2026 stock -8.3%[5][6]

Mar 10, George Noble (ex-Fidelity): "We're watching a financial crisis unfold in real
2026 time"[33]

Mar 11, Morgan Stanley North Haven Fund and Cliffwater both gate; Blackstone
2026 BCRED record $3.8B requests[8][11][12]

Mar 11, Mohamed El-Erian: "Classic contagion phenomenon" warning[30][32]

2026

Mar 12, JPMorgan marks down software-linked private credit loan collateral; restricts
2026 back-leverage[16][17][18]

Mar 12, Deutsche Bank discloses €26B ($30B) private credit exposure as "key

2026 risk"[21][24]

Mar 14, Fortune publishes "$265 billion private credit meltdown" — mainstream

2026 reckoning[36][38]

This report is prepared for internal use by Adrian Rowles at deVere Acuma and is based on
publicly available information as of March 16, 2026. It does not constitute investment advice for
specific clients. All client-specific recommendations should be made in compliance with applicable
regulatory requirements.
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span, Blackstone notched total returns 58.2%, Ares, Apollo, and Blue Owl achi...

Washed-Out Private-Credit Stocks Approach Technical ... - KKR is down 27% this year and
39% from its 52-week high, but shows a bullish piercing line and could...

economy #markets #privatecredit | Mohamed El-Erian - 2026 could turn out to be the best
vintage in private credit in years. The reason is a structural is...

Worries Spread in Private Credit Markets - March 4, 2026. The near-collapse of London-
based Market Financial Solutions (MFS) highlights structu...

Putting the Latest Private Credit Implosion in Perspective - We think this case is an isolated
issue rather than a sign of contagion risk or broadly deterioratin...

BlackRock Blinked — Now Everyone Is Watching ... - BlackRock capped withdrawals at a
$26B private credit fund, raising questions about liquidity risks ...
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