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Abstract- Private credit has emerged as a pivotal
asset class within institutional investment portfolios,
offering enhanced yield potential, diversification
benefits, and exposure to non-traditional credit
markets. However, the illiquid and heterogeneous
nature of private credit instruments poses significant
challenges in accurately assessing performance
relative to risk. This presents an empirical review of
risk-adjusted return metrics employed in private
credit investment portfolios, examining their
effectiveness in capturing both the returns and the
inherent risks associated with diverse debt strategies,
including direct lending, mezzanine financing, and
distressed debt. This evaluates widely applied metrics
such as the Sharpe ratio, Sortino ratio, Information
ratio, and alpha-beta decomposition, highlighting
their respective strengths and limitations in the
context of private credit. Emphasis is placed on
metrics that account for asymmetric return profiles,
downside risk, and the illiquidity premium that often
characterizes mid-market lending and non-
syndicated debt. The study also considers
methodological  challenges, including data
availability, survivorship bias, and difficulties in
benchmarking across heterogeneous portfolios.
Empirical  evidence from  historical  fund
performance indicates that risk-adjusted returns in
private credit are influenced by instrument type,
leverage, sectoral concentration, macroeconomic
cycles, and regional market conditions, with notable
variation across developed and emerging markets.
Findings suggest that while traditional risk-adjusted
metrics provide valuable insights, they may
inadequately capture idiosyncratic risks and liquidity
constraints inherent in private credit. The study
underscores the importance of incorporating
scenario analysis, stress testing, and performance
benchmarking when evaluating portfolio outcomes.
Overall, this empirical review highlights the critical
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role of risk-adjusted return metrics in guiding
allocation, monitoring, and investment decisions in
private credit. It emphasizes the need for iterative
refinement  of  performance  measurement
approaches, including the development of
customized metrics that integrate liquidity
considerations, default risk, and ESG factors, to
support more informed and vresilient portfolio
management strategies.
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L INTRODUCTION

Private credit has increasingly emerged as a significant
component of institutional investment portfolios,
providing investors with access to non-traditional
credit markets, enhanced yield opportunities, and
diversification benefits beyond those offered by public
fixed-income and equity markets (Nwaimo et al.,
2019; Balogun et al., 2019). This asset class
encompasses a wide range of instruments, including
direct lending, mezzanine financing, distressed debt,
and specialty finance, often characterized by
illiquidity, complex covenants, and bespoke
contractual arrangements (Didi et al., 2019; Evans-
Uzosike and Okatta, 2019). Unlike traditional asset
classes such as publicly traded bonds or equities,
private credit investments typically feature limited
transparency, longer lock-up periods, and reduced
secondary market liquidity (Umoren et al., 2019;
Akonobi and Okpokwu, 2019). Consequently,
accurately assessing the performance of private credit
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portfolios requires more nuanced approaches than
conventional return metrics, emphasizing the
evaluation of returns in the context of risk exposure.
Risk-adjusted return assessment has become a central
concern for institutional investors seeking to optimize
portfolio allocations, manage downside exposure, and
ensure that expected returns are commensurate with
the risks inherent in private credit strategies
(Nwokediegwu et al., 2019; Fasasi ef al., 2019).

The rationale for this empirical review stems from the
need to systematically evaluate the performance
metrics used to measure risk-adjusted returns in
private credit portfolios. Given the heterogeneous
nature of private credit instruments, traditional metrics
such as the Sharpe ratio, while informative, may
inadequately capture asymmetric return distributions,
idiosyncratic credit risk, and liquidity premiums
(Bankole and Lateefat, 2019; Onalaja et al., 2019).
Benchmarking and comparative analyses across
sectors, instruments, and geographic regions are
therefore essential for guiding investment decisions
and identifying strategies that balance risk and return
effectively. Evaluating these metrics empirically
allows investors to assess both the suitability of
various measurement approaches and the consistency
of portfolio performance relative to peers and market
benchmarks (Dako et al., 2019; Uzozie et al., 2019).
Furthermore, empirical scrutiny supports the
identification of limitations, such as survivorship bias,
reporting lags, or challenges in adjusting for leverage
and illiquidity, which may affect the reliability of risk-
adjusted performance indicators (Okenwa et al., 2019;
Dako et al., 2019).

The objectives of this are threefold. First, it seeks to
examine widely used risk-adjusted return metrics in
the context of private credit, analyzing their theoretical
underpinnings and practical application. Second, the
study aims to assess the empirical relevance and
limitations of these metrics, particularly in capturing
the unique risk-return characteristics of private credit
instruments. Finally, this provides insights for
portfolio optimization and risk management by
highlighting how risk-adjusted return metrics can
inform allocation strategies, monitoring practices, and
investment  decision-making  processes. By
systematically integrating theoretical and empirical
perspectives, this study contributes to a more rigorous
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understanding of performance evaluation in private
credit and supports the development of more robust
frameworks for institutional portfolio management.

II. METHODOLOGY

A systematic review was conducted to examine
empirical evidence on risk-adjusted return metrics in
private credit investment portfolios. The review
adhered to the PRISMA framework to ensure
transparency, rigor, and reproducibility in identifying,
screening, and synthesizing relevant studies.
Literature searches were performed across multiple
electronic databases, including Scopus, Web of
Science, and Google Scholar, using keywords such as
“private credit,” “risk-adjusted returns,” “portfolio
performance metrics,” “Sharpe ratio,” “Sortino ratio,”
“credit risk,” and “alternative debt investments.” The
search was limited to peer-reviewed articles, industry
reports, and working papers published in English
between 2000 and 2025 to capture both foundational
studies and contemporary developments in private
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credit performance measurement.

Initial searches generated a broad set of records, which
were subsequently screened to remove duplicates and
assessed for relevance based on titles and abstracts.
Studies were included if they provided empirical
analyses, comparative assessments, or conceptual
discussions of risk-adjusted return metrics applied to
private credit portfolios, including direct lending,
mezzanine financing, and other non-bank credit
instruments. Exclusion criteria removed studies
focused solely on public equities, sovereign bonds, or
unrelated financial products. Full-text reviews were
then conducted to extract detailed information on
portfolio composition, performance measurement
methodologies, risk adjustment techniques, and
observed outcomes under varying market conditions.

Data extraction captured key study characteristics,
including sample size, asset type, performance metrics
employed, and statistical methods used for analysis.
Quality assessment focused on methodological rigor,
clarity of metric calculation, and relevance to private
credit investment practices. Synthesized findings were
analyzed to identify patterns in risk-adjusted
performance, correlations  between  leverage,
diversification, and return metrics, and best practices
in portfolio monitoring. This systematic approach
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enabled a comprehensive mapping of empirical
evidence, highlighting gaps in current knowledge,
variations in metric application, and the implications
of different risk adjustment methodologies for
decision-making in private credit investment. The
review informed a structured understanding of how
risk-adjusted return metrics can guide portfolio
optimization, investor evaluation, and strategic
allocation of capital within private credit markets,
providing a foundation for both academic inquiry and
practical implementation.

2.1 Overview of Private Credit Investment Portfolios

Private credit has evolved into a distinct and
increasingly important asset class within institutional
investment portfolios, offering enhanced yield
opportunities and diversification benefits relative to
traditional fixed-income instruments (Dako et al.,
2019; Adewoyin et al., 2019). Understanding the
composition, instrument types, and performance
characteristics of private credit portfolios is critical for
effective risk-adjusted return assessment and portfolio
management. This provides a detailed overview of
private credit investment portfolios, encompassing the
spectrum of debt instruments, portfolio construction
considerations, and performance dynamics.

Private credit encompasses a variety of debt
instruments designed to meet the financing needs of
mid-market and large corporations, often outside the
scope of traditional bank lending. Senior secured loans
are the most prevalent instrument, offering priority
claims over the borrower’s assets in the event of
default. These loans provide relative security for
investors while delivering attractive yields, typically
linked to floating interest rates that offer protection
against inflation and rising rates. Mezzanine debt
represents subordinated financing that sits between
senior debt and equity in the capital structure, offering
higher returns to compensate for increased credit risk
(Abass et al., 2019; SHARMA et al, 2019).
Mezzanine instruments often include embedded equity
options, profit participation rights, or warrants,
aligning investor incentives with the growth and
profitability of the borrowing firm.

Distressed debt constitutes another category, targeting
companies experiencing financial distress or
undergoing restructuring. These instruments offer
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opportunities for significant returns through debt-for-
equity conversions, restructuring gains, or recovery of
principal at premium valuations. Due to their
complexity and higher risk profiles, distressed debt
strategies require active management, extensive due
diligence, and a strong understanding of legal and
operational frameworks. Direct lending, increasingly
popular among institutional investors, involves non-
bank lenders providing loans directly to companies
without intermediation by traditional financial
institutions (Etim ef al., 2019; Ayanbode et al., 2019).
Direct lending often features customized terms,
tailored covenants, and flexible repayment schedules,
allowing borrowers to optimize capital structures
while providing lenders with enhanced monitoring
capabilities.

Constructing private credit portfolios involves careful
consideration of sectoral, geographic, and credit
quality diversification. Sectoral diversification helps
mitigate  concentration  risk, ensuring that
underperformance in one industry does not
disproportionately affect overall portfolio returns.
Geographic diversification is similarly important, as it
allows investors to balance exposure to mature
markets with opportunities in emerging regions that
may offer higher yield potential, albeit with increased
political and macroeconomic risk (Batten and Vo,
2016; Bandelj, 201).

Credit quality distribution is a critical determinant of
portfolio resilience, with allocations often stratified
between  investment-grade,  high-yield, and
opportunistic debt segments. Maturity profiles are also
strategically managed, balancing short-term loans that
provide liquidity with longer-term instruments that
capture growth potential and illiquidity premiums.
Effective portfolio composition requires ongoing
monitoring and adjustment to maintain alignment with
risk tolerance, return objectives, and market
conditions (Aplet and Mckinley, 2017; Augustyniak
and Boudreault, 2018).

Private credit investment portfolios exhibit distinct
performance characteristics compared to traditional
fixed-income and equity assets. Return expectations
are generally higher than those of public bonds due to
illiquidity premiums, active management, and bespoke
structuring. However, these returns come with trade-
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offs in terms of credit risk, default probability, and
recovery uncertainty. Default rates vary across
instruments and sectors, with senior secured loans
generally exhibiting lower default risk than mezzanine
or distressed debt. Recovery rates in the event of
default are influenced by collateral quality, seniority
of the debt, and market conditions, emphasizing the
importance of instrument selection and covenants in
mitigating losses (Cerqueiro et al., 2016; Agostino and
Trivieri, 2017).

Private credit returns are also sensitive to
macroeconomic  conditions and interest rate
fluctuations. Rising interest rates can increase the cost
of leverage for borrowers but may also enhance
floating-rate loan returns for investors. Conversely,
economic downturns can amplify default risk,
particularly for highly leveraged or cyclical sectors,
necessitating rigorous scenario analysis and stress
testing. Despite these sensitivities, the illiquidity and
customized structuring of private credit instruments
often provide a degree of downside protection and
yield stability that is appealing to institutional
investors seeking risk-adjusted returns in diversified
portfolios.

Private credit investment portfolios comprise a diverse
range of instruments, strategically constructed to
balance sectoral and geographic exposure, credit
quality, and maturity profiles. Their performance
characteristics, shaped by default risk, recovery
potential, and macroeconomic sensitivity, highlight
the need for sophisticated risk-adjusted return metrics
and active portfolio management. A thorough
understanding of these elements is essential for
investors aiming to optimize returns while managing
the unique risks inherent in private credit (Weber et
al., 2016; Jobst, 2018).

2.2 Risk-Adjusted Return Metrics

Risk-adjusted return metrics are essential tools for
evaluating investment performance, particularly in
private credit portfolios where returns are influenced
by illiquidity, leverage, and idiosyncratic risk factors
as shown in figure 1. These metrics provide a
framework for assessing not just the absolute returns
of a portfolio, but the efficiency and sustainability of
returns relative to the risks undertaken (Lydenberg
2016; Zuber, 2017). By incorporating measures of
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volatility, downside exposure, and systematic risk,
investors and portfolio managers can make informed
decisions regarding capital allocation, portfolio
optimization, and strategy selection within the private

credit space.
Other
Relevant Sortino Ratio
Metrics

Alpha and Information
Beta Metrics Ratio

Figure 1: Risk-Adjusted Return Metrics

The Sharpe ratio is among the most widely used risk-
adjusted return metrics, defined as the excess return of
a portfolio above the risk-free rate divided by the
standard deviation of portfolio returns. In the context
of private credit, the Sharpe ratio enables comparison
across funds or strategies with differing levels of
leverage and risk exposures. Its primary advantage lies
in its simplicity and intuitive interpretation, providing
a single measure of return per unit of total risk.
However, limitations arise due to its reliance on
standard deviation as a symmetric measure of risk,
which may overstate the significance of upside
volatility while underrepresenting downside exposure
(Anthonisz and Putnins, 2017; Low et al., 2018). In
illiquid or asymmetric return environments, such as
private debt strategies, this can lead to misleading
interpretations if used in isolation.

The Sharpe ratio, introduced by William F. Sharpe,
measures excess return per unit of total risk. The
formula is:

Sharpe Ratio = Ri—_Rf

Where Rp is portfolio return, Rf is the risk-free rate,
and op is portfolio standard deviation.

To address the shortcomings of the Sharpe ratio in
asymmetric return distributions, the Sortino ratio
focuses specifically on downside risk. This metric is
particularly useful for private credit portfolios, which
often exhibit skewed return profiles due to high-yield
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instruments, mezzanine loans, or structured debt deals.
By isolating negative deviations, the Sortino ratio
provides a more nuanced view of risk-adjusted
performance, emphasizing the capacity of a portfolio
to protect capital under adverse conditions (Amenc et
al., 2016; Hammenfors and Hafskjeer, 2017). While it
offers greater relevance for asymmetric portfolios, the
metric still relies on historical data, which may not
fully capture tail risks or stress scenarios inherent in
private credit markets.

The Sortino ratio refines the Sharpe ratio by focusing
exclusively on downside risk. The formula substitutes
standard deviation with downside deviation, where od
is the standard deviation of negative returns. I:

Rp—Rf
od

Sortion Ratio =

The information ratio assesses the performance of an
actively managed portfolio relative to a benchmark, by
dividing the active return (portfolio return minus
benchmark return) by the tracking error. In private
credit fund selection, the information ratio provides
insight into the value added by fund managers through
credit selection, covenant negotiation, or structuring
innovation. A high information ratio indicates
consistent outperformance relative to the benchmark,
adjusted for the variability of active returns, guiding
investors toward managers capable of generating
alpha while managing risk efficiently (Gerakos ef al.,
2016; Adams et al., 2018).

Rp—Rb

Information Ratio = e

where Rb is the benchmark return and TE is tracking
error. Alpha and beta metrics further decompose
returns into systematic and idiosyncratic components.

Alpha represents the excess return attributable to
active management or strategy-specific advantages,
while beta measures sensitivity to broader market
movements or benchmark indices. In private credit,
alpha can arise from superior origination,
underwriting, or covenant structuring, whereas beta
captures exposure to macroeconomic conditions,
interest rate changes, or sector-wide credit cycles.
Empirical interpretation of these metrics helps
investors distinguish between returns driven by skill
versus market exposure, enabling more precise
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portfolio construction and risk management.
Understanding the decomposition of returns is
particularly critical in illiquid, bespoke private credit
instruments, where idiosyncratic risks dominate but
may be misattributed to general market performance
without careful analysis (Benford ef al., 2016; Inderst
and Stewart, 2018).

Alpha and Beta Metrics=Rp-o + PRm + €

Additional metrics complement the evaluation of risk-
adjusted returns. The Treynor ratio, which divides
excess return by beta, highlights returns achieved per
unit of systematic risk, providing an alternative
perspective to total risk measures. Modified duration-
adjusted returns are useful for portfolios sensitive to
interest rate changes, integrating the duration of debt
instruments to quantify exposure to yield curve
movements. Value-at-Risk (VaR)-adjusted returns
incorporate probabilistic estimates of potential losses
under extreme scenarios, offering a forward-looking
risk assessment that aligns with capital allocation and
stress-testing practices (Malhotra, 2017; Mostafa et
al., 2017). Collectively, these metrics allow for multi-
dimensional analysis of performance, blending
traditional return-risk ratios with credit-specific
adjustments to address illiquidity, leverage, and
structured exposures.

Risk-adjusted return metrics form the analytical
foundation for performance evaluation in private
credit investment portfolios. The Sharpe ratio provides
a broad view of return per unit of total risk, while the
Sortino ratio accounts for downside sensitivity in
asymmetric portfolios. Information ratios, alpha, and
beta metrics facilitate assessment of active
management and  market  exposure, and
complementary measures such as Treynor ratios,
duration adjustments, and VaR offer additional layers
of insight. By integrating these metrics, investors can
achieve a holistic understanding of performance,
balancing return objectives with the complex risk
environment inherent in private credit markets.
Effective use of risk-adjusted measures supports
informed portfolio allocation, manager selection, and
strategic planning, ultimately enhancing the resilience
and sustainability of private credit investments
(KIMBRO and WEHRLY, 2017; Dolgui et al., 2018).
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2.3 Empirical Evidence

Empirical evidence on private credit investment
portfolios provides critical insights into the risk-return
dynamics of this increasingly important asset class. By
analyzing historical  performance, identifying
determinants of risk-adjusted returns, and observing
cross-regional patterns, investors and portfolio
managers can develop a more nuanced understanding
of private credit performance relative to traditional
fixed-income and equity assets as shown in figure 2.

Historical data indicate that private credit funds have
generally delivered competitive risk-adjusted returns
compared with public fixed-income and equity
portfolios. Senior secured loans and direct lending
strategies, in particular, have provided steady income
streams while mitigating volatility due to floating-rate
structures and covenant protections. Mezzanine and
distressed debt strategies, while exhibiting higher
absolute returns, show greater dispersion in risk-
adjusted performance due to eclevated credit and
operational risks (Giacoletti and Westrupp, 2017;
Chambers et al., 2018). Comparative analyses
demonstrate that, over long-term horizons, private
credit can outperform similarly rated corporate bonds
on arisk-adjusted basis, with Sharpe and Sortino ratios
reflecting a favorable balance between yield and
downside risk. Nevertheless, these returns are
influenced by fund selection, manager skill, and the
timing of capital deployment, emphasizing the need
for careful due diligence and active portfolio
management.

Determinants

of Risk-
Performance Adjusted

Analysis Performance

Cross-Regional
Observations

Figure 2: Empirical Evidence

The risk-adjusted performance of private credit
portfolios is shaped by both firm-specific and market-
wide factors. Leverage levels significantly affect
portfolio sensitivity to default risk and interest rate
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fluctuations; higher leverage can amplify returns but
increases exposure to potential losses during
downturns. Covenant structures play a key role in
mitigating default risk, with stronger covenants
enabling early intervention and protective actions.
Similarly, the presence and quality of collateral
enhance recovery prospects in distressed scenarios,
contributing positively to risk-adjusted outcomes.
Sector concentration also affects performance:
portfolios overly weighted in cyclical or highly
leveraged industries tend to exhibit higher volatility,
whereas diversified sector allocations enhance
stability (Ung and Luk, 2016; Fidanoski et al., 2018).

Macroeconomic and market conditions further
influence risk-adjusted returns. Economic cycles
directly impact borrower creditworthiness, affecting
default rates and recovery values. Interest rate shifts
can have both positive and negative effects; floating-
rate instruments benefit from rising rates, whereas
highly leveraged borrowers may face increased debt
servicing costs. Liquidity conditions, including the
availability of secondary markets and investor
appetite, also affect the ability to exit positions and
realize returns, particularly in specialized or distressed
debt segments (Adrian et al., 2017; Pan and Zeng,
2017). Collectively, these determinants underscore the
importance of integrating quantitative and qualitative
analyses in portfolio design and risk management.

Empirical studies reveal meaningful differences in
private credit performance across regions. In
developed markets, risk-adjusted returns tend to be
relatively stable, benefiting from mature legal
frameworks, standardized contract structures, and
predictable macroeconomic conditions. Investors in
these markets often emphasize downside protection,
credit quality, and covenant enforcement, resulting in
lower volatility and more consistent Sharpe ratios.
Conversely, emerging markets offer higher potential
returns, driven by yield premiums and growth
opportunities, but at the cost of increased default risk,
regulatory uncertainty, and market illiquidity
(Damodaran, 2016; Pueyo, 2018). Risk-adjusted
performance in these regions is more sensitive to
political, currency, and interest rate fluctuations,
necessitating rigorous scenario analysis and local
market expertise.
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Regulatory and market structures further shape cross-
regional outcomes. Developed markets typically
feature robust disclosure requirements, transparent
credit reporting, and established bankruptcy
frameworks, which facilitate effective risk
management. In contrast, emerging markets may
present incomplete reporting, limited legal recourse,
and heterogeneous enforcement practices, challenging
traditional risk-adjusted evaluation methods (Kopits et
al., 2016; Mishra et al., 2016). These variations
highlight the importance of adapting portfolio
strategies and performance metrics to regional
contexts, ensuring that risk-adjusted returns are
assessed accurately and in alignment with local
conditions.

Empirical evidence demonstrates that private credit
portfolios can deliver competitive risk-adjusted
returns, with performance shaped by leverage,
covenants, collateral, sector allocation, and
macroeconomic factors. Cross-regional analysis
emphasizes the need for context-specific strategies,
balancing the pursuit of yield with effective risk
mitigation (Stuck et al., 2016; Liu et al., 2018).
Understanding these empirical dynamics is essential
for portfolio construction, monitoring, and strategic
decision-making in private credit investment.

2.4 Implications for Portfolio Management

Effective portfolio management in private credit
investment requires a systematic approach that
integrates risk-adjusted return metrics, performance
monitoring, and informed investor decision-making.
The implications of these elements extend across the
design, execution, and ongoing evaluation of
investment strategies, ensuring that portfolios achieve
stable, risk-efficient returns while maintaining
alignment with investor objectives as shown in figure
3. Central to this process is the role of portfolio
construction, which leverages quantitative metrics and
qualitative insights to guide capital allocation
decisions.
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Figure 3: Implications for Portfolio Management

Portfolio construction in private credit relies heavily
on risk-adjusted metrics to inform allocation across
diverse sub-strategies. Measures such as the Sharpe
ratio, Sortino ratio, information ratio, and alpha-beta
decomposition enable managers to quantify the
efficiency of returns relative to the risks undertaken.
By applying these metrics, managers can identify sub-
strategies that offer superior risk-return profiles,
whether through direct lending, mezzanine financing,
or structured credit instruments (Guidolin and Orlov,
2018; Albers et al., 2018). Risk-adjusted analysis
facilitates balancing exposure across strategies with
varying liquidity, duration, and default characteristics,
allowing the portfolio to optimize return potential
without excessive concentration in high-risk
segments. Additionally, integration of downside-
focused metrics, such as the Sortino ratio or Value-at-
Risk (VaR)-adjusted returns, ensures that capital
allocation decisions account for potential tail risks,
which are particularly relevant in private credit
portfolios where illiquidity and asymmetric return
distributions are common. The structured application
of these metrics underpins a disciplined approach to
diversification, guiding allocation to achieve a
portfolio that is both resilient to market shocks and
capable of capturing consistent yield.

Performance monitoring represents a continuous,
dynamic component of portfolio management, critical
for mitigating risk and adapting to evolving market
conditions. Regular assessment using risk-adjusted
metrics allows managers to track the performance of
individual holdings, sub-strategies, and the overall
portfolio relative to predefined objectives. KPI-driven
dashboards consolidate financial, operational, and
market indicators, providing real-time visibility into
repayment capacity, leverage exposure, and covenant
compliance. Insights derived from these monitoring
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processes enable proactive adjustments to exposures,
including rebalancing allocations, restructuring debt
positions, or selectively exiting underperforming
instruments (Adolfssson and Astrém, 2016; Barbera et
al., 2017). By systematically linking monitoring
outputs to portfolio actions, managers can respond to
emerging risks, such as shifts in interest rates, credit
cycles, or sectoral downturns, without compromising
long-term growth objectives. Moreover, continuous
performance monitoring fosters accountability and
transparency, reinforcing investor confidence in the
management process.

Investor decision-making is closely intertwined with
portfolio construction and performance monitoring, as
risk-adjusted return metrics provide the analytical
basis for evaluating fund managers’ skill and strategic
alignment. Metrics such as alpha and information
ratios help distinguish returns generated through
active management from those attributable to market
beta, allowing investors to assess the value added by
managerial expertise. Benchmarking against relevant
indices or peer group performance establishes realistic
expectations for target returns, enabling investors to
calibrate risk tolerance, liquidity preferences, and
strategic priorities. In private credit contexts, where
market inefficiencies, illiquidity premiums, and
bespoke loan structures are common, the ability to
evaluate manager skill relative to systematic risk
exposures is crucial for selecting funds that can
consistently deliver on return objectives. Transparent
reporting and metric-driven disclosure also facilitate
informed dialogue between investors and fund
managers, fostering collaborative decision-making
and reinforcing trust in portfolio management
practices (Vermeulen et al., 2018; Brown et al., 2018).

The integration of these elements—portfolio
construction, performance monitoring, and investor
decision-making—has significant strategic
implications for private credit portfolios. Utilizing
risk-adjusted metrics at the allocation stage supports
disciplined diversification, targeting sub-strategies
that optimize the trade-off between risk and return.
Continuous monitoring enables early identification of
underperformance or emerging risks, ensuring that
corrective measures can be implemented before
material value erosion occurs. In parallel, investor
engagement informed by robust metrics enhances the
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assessment of fund managers, guiding decisions
regarding capital commitment, portfolio rebalancing,
and risk exposure adjustments. Collectively, these
processes strengthen the resilience of private credit
portfolios, allowing them to navigate complex market
environments, achieve stable yield generation, and
meet the evolving expectations of stakeholders.

The implications of risk-adjusted metrics for portfolio
management extend across strategic, operational, and
investor-focused dimensions. Quantitative tools
inform allocation decisions, support balanced
diversification, and guide risk-return optimization.
Performance monitoring, driven by continuous
assessment and metric-driven insights, allows
managers to adjust exposures proactively, maintaining
alignment with strategic objectives. Finally, investor
decision-making is enhanced through evaluation of
manager skill, benchmarking of target returns, and
transparent reporting, fostering informed capital
allocation and confidence in portfolio stewardship
(Foster and Warren, 2016; Eccles and Serafeim,
2017). Together, these elements create a cohesive
framework for managing private credit investments,
emphasizing disciplined risk management, value
generation, and long-term portfolio stability in a
complex and evolving financial landscape.

CONCLUSIONS AND FUTURE RESEARCH

The empirical review of risk-adjusted return metrics in
private credit investment portfolios highlights several
critical insights into the performance characteristics,
determinants, and evaluation challenges of this asset
class. Key patterns in risk-adjusted returns reveal that
private credit generally offers competitive returns
relative to traditional fixed-income instruments, with
senior secured loans and direct lending strategies
demonstrating relatively stable performance due to
covenant protections, floating-rate structures, and
seniority in the capital stack. Mezzanine and distressed
debt strategies, while offering higher potential returns,
exhibit greater variability in risk-adjusted outcomes,
reflecting elevated credit, operational, and market
risks. Historical analyses indicate that portfolios with
sectoral and geographic diversification, robust
covenants, and strong collateralization consistently
exhibit more favorable Sharpe, Sortino, and
Information ratios. These patterns underscore the
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importance of thoughtful portfolio construction and
active management in optimizing risk-adjusted
performance in private credit.

Despite these insights, current risk-adjusted return
metrics present notable limitations in accurately
capturing the unique features of private credit.
Traditional measures, such as the Sharpe ratio or
alpha-beta decomposition, often fail to fully account
for illiquidity, leverage, and default risk, particularly
in instruments with bespoke structuring or asymmetric
return profiles. Survivorship bias, limited reporting
transparency, and infrequent valuation intervals
further challenge the reliability of conventional
metrics. Moreover, these measures typically
emphasize historical performance, potentially
underestimating forward-looking risks such as
macroeconomic shifts, interest rate volatility, or
borrower-specific contingencies. Consequently, while
existing metrics provide useful benchmarks, they
require careful contextualization and, in some cases,
supplementary adjustments to accurately reflect the
true risk-return characteristics of private credit
portfolios.

Directions for future research should focus on the
development of enhanced, customized metrics that
better capture the complexity and heterogeneity of
private credit instruments. Metrics incorporating
illiquidity premiums, dynamic leverage adjustments,
and stress-tested default probabilities could provide
more robust assessments of portfolio performance
under varying market conditions. Scenario-based risk
analysis, including macroeconomic shocks, sector-
specific downturns, and geopolitical events, offers an
additional layer of insight into potential vulnerabilities
and tail-risk exposure. Furthermore, the integration of
environmental, social, and governance (ESG) factors
into risk-adjusted performance evaluation represents
an emerging area of importance. ESG considerations
may influence borrower resilience, creditworthiness,
and regulatory compliance, thereby affecting both risk
and return outcomes. Quantifying these factors within
performance metrics can enhance decision-making
and align private credit investment with broader
sustainable finance objectives.

Private credit portfolios represent a compelling
investment avenue, offering differentiated risk-
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adjusted returns when compared with traditional asset
classes. Empirical evidence demonstrates that careful
attention to leverage, covenants, collateral, sectoral
allocation, and macroeconomic conditions is essential
for optimizing performance. However, existing risk-
adjusted metrics have inherent limitations that
necessitate refinement and contextual adaptation.
Future research aimed at developing advanced,
customized  evaluation  frameworks—including
scenario analysis, leverage adjustments, and ESG
integration—will be critical for providing investors
with more precise, forward-looking assessments of
private credit performance. Such advancements will
enhance portfolio construction, monitoring, and
strategic allocation, ensuring that private credit
continues to play a vital role in institutional investment
strategies while maintaining sustainable risk-adjusted
outcomes.
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