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Since the 2008 Financial Crisis, the US banking 
system has been under siege from regulation, 
forcing banks to reduce risk and cutting off 
many small and mid-size corporations from an 
important funding source. The Private Credit 
industry has emerged to fill that void and 
capitalize this critical component of the US 
economy. Private Credit vehicles often have 
committed capital and therefore better match 
the duration of the loan assets providing more 
stability. As a result, the industry has grown 
to more than $1t in assets under management 
and is projected to grow to $1.5t in the next 5 
years (Prequin). 

Performance in the asset class has been 
stellar. Using Cliffwater’s Private Credit Index, 
over the period from 2004 through Q1 2022, 
Private Credit returned 9.53% annualized 

returns relative to the S&P’s 9.66% return but 
with only 23% of the volatility of the S&P 
resulting in a Sharpe ratio roughly 4 times that 
of the S&P index.

Kennedy Lewis’ investment strategy is 
to add an alpha-generative overlay to this 
attractive asset class with an experienced team 
focused on middle-market companies facing 
disruption. The firm seeks to source and gain 
access to proprietary deal flow through its 
scalable “verticals” which allow the funds to 
repeatedly exploit identified themes in sectors 
that are contending with or causing some form 
of industry disruption. These verticals, which 
are intended to be uncorrelated to broader 
markets, are generally insulated from volatility, 
and benefit from both counter-cyclical forces 
and the oversight of our experienced sector 

Why the Private Credit 
industry is on the rise

LGPS Private Markets Forum 2022

heads. They allow Kennedy Lewis to scale 
resources and create a “moat” around our best 
ideas and drive the best risk-adjusted returns.

For some time, the portfolio management 
team has held the belief that a secular shift in 
inflation was underway. This view is driven 
primarily by demographic analysis in the 
US and China that project a shrinking labor 
force but sustained demand from the large 
US Millennial generation. The transition to 
this inflationary backdrop was accelerated by 
the COVID pandemic and geopolitical tension 
in Eastern Europe. Accordingly, a theme 
pervasive in the fund’s investment verticals are 
sectors of the economy that stand to benefit 
from the tailwinds provided by inflation 
and an aging population. For example, Land 
Banking and Power verticals provide exposure 
to hard assets that benefit from inflationary 
forces, Life Sciences benefits from increased 
healthcare spending on the growing number 
of elderly, and Industrials have been a focus 
in the Opportunistic Cyclicals vertical as the 
world grapples with deglobalization and 
disrupted supply chains.

In today’s environment, Kennedy Lewis 
sees advantages in both the Private Credit 
asset class and its vertical strategy. The rise 
of inflation marks the end of an investment 
era. On the heels of the most aggressive 
stimulus the economy has ever seen, inflation 
will force central banks to be more judicious 
with stimulus. Interest rates will likely be 
higher challenging long duration assets, 
government bonds are not likely to provide 
the safe haven they have over the past 14 
years, and passive strategies that benefited 
from the constant presence of the “Fed put” 
will likely have a choppier road. Private Credit 
structures can naturally achieve low duration 
through floating rate coupon structures and 
near-term maturities. Kennedy Lewis’ active 
management is designed to focus on the 
best risk/reward propositions in the market 
through targeted investment. This includes 
a flexible mandate that allows participation 
in public markets when opportunities arise. 
Analysis of high yield bond spreads reveals 
that when spread levels exceed 600bps, 2-year 

annualized returns are expected to exceed 
10% with a confidence level over 95%. 
Kennedy Lewis sees this as a key advantage 
over other Private Credit vehicles that are 
more structured and therefore limited to only 
certain lanes of the credit market.

In sum, in these uncertain times for 
broader markets, Private Credit provides a 
low volatility alternative to achieve outsized 
returns and Kennedy Lewis’ targeted 
investment strategy can reduce correlation 
while maintaining exposure to the most 
attractive segments of the market.

Kennedy Lewis Investment Management 
(KLIM) is an opportunistic credit manager, 
founded in 2016, by David Kennedy 
Chene, formerly, the Head of North 
America and Europe at Carval, and Darren 
Lewis Richman, formerly the Head of 
Special Situations and Credit Research at 
Blackstone Credit. Kennedy Lewis focuses 
on event-driven situations in which a 
catalyst may unlock investment value. The 
Firm focuses on middle-market companies 
that are facing disruption, whether it be 
cyclical, secular or regulatory related. KLIM 
also partners with high growth companies 
to provide structured capital solutions to 
fit the needs of those causing disruption. 
The Firm deploys capital opportunistically 
across public, private, performing and 
stressed investment opportunities in 
North America and Europe. KLIM’s 
investment verticals include Life Sciences, 
Homebuilder Finance, Power, TMT, and 
Tactical Opportunities. 
KLIM currently manages ~$10bn across 
opportunistic credit and CLOs. The Firm 
is currently raising its third opportunistic 
credit fund and is targeting $3.5bn in 
commitments. The Firm currently employs 
~60 professionals with offices in New York 
and Miami. 


