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Staff memo

A Staff Memo provides members of the Riksbank’s staff with the opportunity to pub-
lish advanced analyses of relevant issues. It is a publication for civil servants that is
free of policy conclusions and individual standpoints on current policy issues. Publica-
tion is approved by the appropriate Head of Department. The opinions expressed in
Staff Memos are those of the authors and are not to be seen as the Riksbank’s stand-
point.




Summary

Private equity has grown significantly both globally and in Sweden over
recent decades. Despite its relatively small size, Sweden is home to sev-
eral large, globally active private equity firms, financed by international
investors through investment funds often domiciled abroad. About half
of their investments are directed toward Swedish companies, while many
other Swedish companies receive investments from foreign private eq-
uity firms. To fund the cost of acquiring private companies, private equity
firms often combine investors’ equity with substantial borrowing, placing
the debt on the acquired company. This high leverage and limited trans-
parency can pose risks to financial stability.

We find that Swedish companies acquired through leveraged buyouts
(LBOs) remain significantly more leveraged than their peers for several
years post-acquisition, relying on short-term loans and incurring higher
interest costs. However, private equity firms seem to manage this higher
leverage, and we find no evidence that private equity ownership signifi-
cantly increases financial instability risks in these companies during the
studied period of 1997-2022.

Still, prolonged periods of elevated interest rates could strain these com-
panies, with defaults potentially negatively impacting the real economy.
While Swedish banks may face credit losses, their role as lenders in LBOs
has declined over time in favour of international private credit funds.
This shift could increase loan rollover risks for companies relying on pri-
vate credit if these funds suddenly and sharply reduce their lending,
while also making stability authorities’ risk assessments harder due to
limited access to data on international non-banks.

Moreover, we find significant leverage at the fund level in some Sweden-
regulated private equity funds, but the timing of this leverage suggests
these are well-collateralised loans used to bridge acquisitions and call on
investor capital. Finally, we assess private equity investment and liquid-
ity-related risks as low for the Swedish insurance and pension sector, the
primary Swedish investors in private equity funds.

Authors: Mathias Andersson, Anders Karna and Samantha Myers, all working in the Financial Stabil-
ity Department.!

' We would like to thank Niklas Amberg, Olof Sandstedt, Johanna Stenkula von Rosen, Annika Svensson,
seminar participant at the Riksbank, and our colleagues at Finansinspektionen for their valuable comments.
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Introduction

Introduction

In recent decades, private equity firms have significantly expanded their global invest-
ment activities, a large share of which remains concentrated in the United States. De-
spite Sweden’s relatively small economy, it is home to several large, globally active
private equity firms that make considerable investments in companies worldwide.
These investments are financed with equity from both Swedish and foreign institu-
tional investors — usually channelled through private equity funds often domiciled
abroad — and debt sourced from banks and non-bank lenders alike.

Private equity firms provide an alternative source of funding for companies and often
implement corporate governance measures that have historically supported business
growth and delivered high returns to investors. However, these investments typically
involve substantial borrowing to acquire large or multiple companies. The debt is of-
ten placed on the balance sheets of these acquired companies (referred to as ‘portfo-
lio companies’), increasing their financial leverage and potentially making them more
vulnerable if interest rates rise above the levels expected at the time of investment.
This vulnerability also creates risks for the lenders, who face credit losses if the port-
folio companies are unable to service their loans.

Recently, global financial conditions — including elevated interest rates and challenges
faced by private equity firms in divesting their portfolio companies — have focused re-
newed international attention on the risks associated with the private equity industry.
This underlines the need to analyse vulnerabilities within the industry and potential
spillover risks to the Swedish financial system and real economy. However, because
the industry operates on a global scale, assessing its risks from a Swedish perspective
is difficult. A Riksbank article initiated such an assessment, highlighting the growing
role of international private credit funds as lenders to portfolio companies (Sveriges
Riksbank, 2024). While this staff memo addresses these non-bank lenders, it dives
deeper into the Swedish portfolio companies, private equity firms and their funds, as
well as the Swedish investors, providing a more comprehensive risk assessment.

In this staff memo, we use private market data to explore where Swedish private eq-
uity firms invest and the nationalities of foreign firms investing in Swedish companies.
Through econometric analysis, we study the effects of leveraged buyouts (LBOs) and
private equity ownership on various financial variables of Swedish companies. At the
fund level, we evaluate the use of leverage in Swedish private equity funds through
regulatory data on alternative investment funds. Lastly, we conduct a look-through of
Swedish investors’ private equity fund investments to identify their exposure to differ-
ent geographical regions and industries.

This staff memo is structured as follows: Section 2 provides an overview of the private
equity investment model, the size of the industry globally and in Sweden, and insights
from prior research into the effects of private equity. Section 3 studies the effects of
LBOs on Swedish companies. Section 4 examines the Swedish private equity firms and
funds in greater detail, and Section 5 focuses on the Swedish private equity investors.
Finally, Section 6 presents the conclusions drawn from the analyses in this staff
memo.



2.1

What is private equity?

Defining private equity

Private equity, often called ‘riskkapital’ in Swedish, is an umbrella term for invest-
ments in companies that are not publicly traded on a stock exchange in the medium-
to long-term, or acquiring enough equity in public companies to take them private.?
These investments — known in the industry as ‘deals’ — are typically made by private
equity firms with the goal of eventually selling their stake for a profit. In many cases,
this involves actively managing and transforming the companies to increase their
value. Once acquired, these companies are known as ‘portfolio companies’, and a pri-
vate equity firm may own multiple such companies.

The two primary segments of private equity are ‘buyouts’ and ‘venture capital’. In
buyouts, private equity firms acquire mature companies with more stable cash flows
compared to younger companies. When debt is used to finance the acquisition, it is
known as a ‘leveraged buyout’ (LBO). After acquiring a company, private equity firms
typically implement strategies to improve its profitability. These companies are usu-
ally held for 7 to 10 years before being sold to larger corporations, other private eqg-
uity firms, or taken public through an initial public offering (IPO).

Within the buyout segment, private equity firms employ various strategies. Some
firms target companies that are already performing well but could perform even bet-
ter. Others seek out companies with financial or operational issues that they believe
can be resolved (a ‘turnaround’ strategy). While riskier, turnaround strategies often
allow firms to acquire companies at lower costs. Another strategy involves purchasing
multiple smaller businesses within the same industry and merging them into a single,
larger company to achieve greater efficiency and scale (an ‘add-on strategy’). Finally,
some private equity firms generate profits by selling the portfolio company’s assets
piecemeal and liquidating the remainder (an ‘asset stripping’ strategy).

Venture capital strategies, on the other hand, differ from buyouts. In venture capital,
private equity firms invest in and take minority stakes in young companies that are
high-risk but have significant growth potential. These companies often require capital
to achieve their ambitious growth goals. Venture capital investments typically occur
across multiple funding ‘rounds’, meaning a single company may receive several injec-
tions of capital over time. In addition to providing capital, venture capital firms often
play an active role in their portfolio companies by contributing industry expertise, op-
erational guidance, and strategic advice.

The aim of venture capital is to grow the company rapidly, positioning it to attract a
larger buyer or to go public through an IPO. Occasionally, venture capital is directed

2 The Swedish term ‘riskkapital’ is often used quite broadly without distinguishing between different seg-
ments such as buyouts and venture capital.

3 The terms ‘private capital’ or ‘private markets’ often include real estate and infrastructure investment,
and private debt. These will not be discussed in this staff memo.
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toward more mature companies, in which case the funding is often referred to as
‘growth capital’.

Private equity firms, whether focused on venture capital or buyouts, generally prefer
to invest in industries with high growth potential and low business cyclicality. Since
their investments are time-limited, these firms aim to achieve strong returns regard-
less of the economic conditions at the time of the portfolio company’s sale.

Structure of private equity investments

The second factor that is typical of the private equity industry is the structure of its in-
vestments. Investments can be broadly divided into two categories: direct invest-
ments and pooled investments.

Of the two, direct investments are less commonly discussed. Here, a private equity
firm uses its own capital to acquire or invest directly in a company. Firms that rely on
this strategy are typically family offices, which invest on behalf of wealthy individuals
or groups, as well publicly traded investment companies. Direct investments are
sometimes excluded from broader discussions of private equity because they blur the
lines between private equity and other forms of investment.

The more familiar structure is the pooled investment model. In this model, private eg-
uity firms raise capital from institutional investors, such as pension funds or sovereign
wealth funds, in a private equity fund. The private equity firm managing the fund is
referred to as the ‘general partner’, while the institutional investors are called ‘limited
partners’. The firm deploys the pooled capital to acquire and invest in companies. In-
vestors make capital commitments to the fund, which are drawn upon when the firm
identifies suitable investment opportunities.

A key concept in this structure is ‘dry powder’, the difference between the capital
committed by investors and the capital that has already been drawn. Dry powder
measures the fund’s capacity to make new investments or to provide additional fund-
ing to existing portfolio companies. When the private equity firm calls on these com-
mitments, investors are generally required to deliver the funds within a short
timeframe, typically 1 to 2 weeks.

Under the pooled structure, private equity firms generate returns by charging their in-
vestors fees. These fees often include an annual management fee of around 2 per
cent of invested capital and a performance fee, commonly 20 per cent of the fund’s
profits upon its wind-up, referred to as ‘carried interest’. This ‘2-and-20" model is also
common in hedge funds. Additionally, the private equity funds’ general partners usu-
ally invest in the same fund, aligning their interests with those of the limited partners
and seeking out additional returns.

In some cases, private equity firms face difficulties divesting portfolio companies at
desired valuations, particularly in challenging economic and financial conditions.
When this happens, they may establish a ‘continuation fund’ to retain the investment
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longer. This involves raising additional capital through a new fund to purchase the
company from the original fund.

The financing mix of equity and debt in private equity depends on the segment. Ven-
ture capital investments are often too risky for conventional lenders due to the high
failure rate of many, if not most, venture capital projects. As a result, these types of
investments are predominantly funded through equity. In contrast, buyouts often in-
volve a combination of fund capital and loans from creditors, resulting in LBOs.

In an LBO, the loan is not taken out by the fund itself but is placed on the balance
sheet of the acquired portfolio company. A benefit of this structure is that lenders,
such as banks, have direct claims on the portfolio company’s assets in the event of a
default. If the loan were taken out by the private equity fund instead, lenders would
hold claims on the fund’s equity and, indirectly, the equity of the portfolio company,
which would require them in effect to take a subordinated position.

Figure 1 illustrates a simplified representation of the relationship between investors,
private equity firms, and portfolio companies in a pooled structure. In reality, these
structures are often much more complex, involving multiple interconnected funds.
For instance, the general partners’ investments may be channelled through co-invest-
ment funds, while other structures may be designed to optimise tax arrangements or
establish seniority among investors in case of bankruptcy.

Figure 1. A stylised example of pooled private equity investments

FUND STRUCTURE

{ Partners Investors Investors

Partners } { Investors

‘ Partners
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and Fees

Return on
Investment
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Note. Investors, or ‘limited partners’, invest together with the private equity firm, the ‘general
partner’, in a fund. The fund, in turn, acquires a number of portfolio companies, which are
managed by the private equity firm. These portfolio companies receive additional investments
to improve productivity and pay regular fees to the fund. After a set period, the portfolio com-
panies are sold, the fund is wound up, and the proceeds are distributed to the investors.

Source: Sveriges Riksbank.
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Private equity in Sweden and abroad

Accurately estimating the size of the private equity industry, whether in Sweden or
globally, is challenging. Reporting requirements for private equity activity vary by ju-
risdiction, but are generally low.* Furthermore, because private equity firms invest in
private companies, the reporting obligations for these companies are less stringent
compared to those for publicly traded companies.

According to private market data, in 2023, there were over 8,000 funds globally in-
vested in private equity, managing assets totalling more than USD 7.4 trillion.> Since
2009, the number of funds has nearly doubled, while total assets under management
have more than tripled.

Sweden represents a small share of this figure: less than 2.5 per cent of the total as-
sets under management in 2023 were held in funds located in Sweden.® Nonetheless,
several Swedish private equity firms are major international players in terms of both
how they are financed and the portfolio companies they invest in. For example, the
Swedish private equity firm EQT is the world’s third largest in terms of total assets un-
der management, approximately EUR 269 billion.” Other large Swedish private equity
firms include Nordic Capital, Altor, Summa Equity and Adelis.

A private equity firm based in Sweden typically has its investment and advisory activi-
ties here. However, their private equity funds themselves are often domiciled in coun-
tries such as Malta, Ireland and Luxembourg, the UK (including Channel Islands) and
the US. Likewise, institutional investors in private equity funds are often drawn from a
global market. For example, pension funds and sovereign wealth funds in other coun-
tries are common investors in the private equity funds managed by Swedish private
equity firms.

The portfolio companies that Swedish private equity firms invest in are spread across
multiple regions. However, Swedish private equity firms invest in Nordic companies
disproportionately compared with the region’s economic size. Approximately half of
the acquisitions made by Swedish private equity firms are within Sweden (see Chart 1,
left). Additionally, many other Swedish companies receive investments from foreign
private equity firms (see Chart 1, right).

4 Size estimates are therefore vulnerable to both accidental exclusion (where a fund or private equity firm is
excluded on account of it being unknown) and inclusion (where a fund is included even though it has been
liquidated, or is included twice under different names).

5> According to PitchBook, which is a database that provides global private market data.
6 Swedish location of the funds is not necessarily the same as legal domicile.
70r EUR 136 billion in fee-generating assets. See EQT AB (publ) Year-end Report 2024 - EQT.
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Chart 1. Deals by Swedish private equity firms and deals in Swedish portfolio
companies by private equity firms, by geographical area
Number of deals
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Note. Deals include those within both the buyout and venture capital segments. The data was
extracted on 2024-11-27, and the 2024 observation is therefore preliminary.

Source: PitchBook Data, Inc.

Research on private equity paints a mixed picture

Private equity has been the subject of extensive research and debate over the last 30
years. The discussion began with a theoretical argument by Jensen (1989), who ar-
gued that the private equity business model was superior to that of the typical pub-
licly traded firm. Public firms suffer from a principal-agent problem due to the separa-
tion of management and ownership. This can lead to suboptimal decisions from the
owners’ perspective, as managers might prioritise actions that benefit themselves
over maximising shareholder profit. In contrast, private equity firms, which have full
control over their portfolio companies, align management and ownership incentives,
focusing both on maximising the company’s value. This alignment theoretically ena-
bles private equity firms to improve the performance of their portfolio companies and
generate profits for their investors. The lacklustre growth in firm productivity over the
past decade suggests potential welfare gains from changes in firm governance that
boost economic growth (Bloom et al., 2020).

The private equity business model typically involves more direct governance of port-
folio companies compared to listed companies owned by large institutional investors,
such as mutual funds. Institutional investors rarely have the resources to fully famil-
iarise themselves with the operations of the companies they own, leading to less ef-
fective corporate governance (Erixon & Weigel, 2016). Moreover, these investors of-
ten hold small ownership stakes, making it difficult to influence company decisions.
The presence of many diverse owners can also create a ‘common-pool’ problem,
which can result in free riding behaviour. In contrast, private equity firms maintain a
smaller portfolio of companies that they control — often exclusively or with very few
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partners — enabling them to, for instance, decide on corporate strategy or replace un-
derperforming management teams.

However, the empirical evidence on private equity’s impact is mixed and constrained
by limited data. By definition, private equity portfolio companies are private rather
than public, reducing the data available for researchers. While information on private
firms is accessible in some countries, such as Sweden, it is often harder to obtain in
others. Additionally, the selective nature of private equity investments complicates
establishing causality regarding the effects of buyouts.

Some studies report clear positive effects on portfolio companies following private
equity takeovers, such as increased productivity and profitability (Bloom, Sadun & Van
Reenen, 2015). When private equity firms acquire companies, there is often a reduc-
tion in low-skilled jobs at unproductive firms, suggesting improved efficiency (Olsson
& Tag, 2017). However, this drive for increased efficiency can have broader labour
market consequences.

Other studies find little evidence of positive outcomes after private equity takeovers.
A review by Morris & Phalippou (2020) highlights mixed evidence in previous studies
that are partly due to small sample sizes and limited data availability. Additionally,
some evidence suggests that increased profitability in private equity-owned firms may
come at the expense of other stakeholders. For instance, nursing homes owned by
private equity firms reportedly have higher mortality rates than comparable facilities,
indicating potential declines in quality to boost profits (Gupta et al., 2024).

Overall, private equity firms have delivered profits to their investors, but the associ-
ated risk levels remain difficult to measure. This makes comparing private equity in-
vestments to alternatives, such as leveraged stock market portfolios, challenging.
Some studies report consistently higher returns for private equity investments even
after accounting for leverage (Kaplan & Sensoy, 2015), while others do not (Phalip-
pou, 2009). Furthermore, private equity firms have occasionally used reporting stand-
ards that obscure critical information, complicating investor understanding of their in-
vestments (Brown, Gredil & Kaplan, 2019). This lack of transparency has also hindered
external evaluations of private equity fund profitability.

In public discourse, private equity is sometimes viewed as more controversial than
other investment strategies. Takeovers by private equity firms have occasionally led
to higher prices and lower quality of goods and services (Asil et al., 2024). Increased
debt levels have, in some cases, driven previously profitable firms into bankruptcy,
prompting accusations of corporate plundering (Ballou, 2023). Lastly, there has been
significant public debate over how profits from private equity investments, particu-
larly carried interest, should be taxed.

10



3.1
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Portfolio companies — the capital
recipients

Swedish portfolio companies

Since 2010, private equity firms have acquired approximately 3,400 Swedish compa-
nies through buyouts (see Chart 2, left). Additionally, they have invested venture or
growth capital into almost 10,600 Swedish companies (see Chart 2, right). These com-
panies operate across a wide range of industries, most notably business-to-business
(B2B) and business-to-consumer (B2C) products and services, information technology
(IT), and healthcare. Together, they employ a large number of people. Companies that
have been subject to a buyout within the past seven years are estimated to employ
nearly 364,000 people, while those that received venture or growth capital during the
same period employ over 222,000 people.?

Chart 2. Private equity buyout and venture capital (VC) deals in Swedish companies
Number of deals
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Note. Venture capital includes growth capital. ‘B2B’ denotes business-to-business and ‘B2C’
business-to-consumer products and services, and ‘Materials’ includes resources. Data was ex-
tracted on 28 November 2024, and the 2024 observation is therefore preliminary.

Source: PitchBook Data, Inc.

As shown in Chart 2 above, the largest number of new private equity investments in
Swedish companies occurred in 2021. Since then there has been a noticeable slow-
down, coinciding with rising interest rates and financing costs in 2022. The number of
buyout deals has returned to pre-pandemic levels, but the number of venture capital

8 According to industry data from Swedish Private Equity & Venture Capital Association (SVCA), between
2007 and 2023, private equity firms invested a total of SEK 1,165 billion in 4,000 Swedish companies, with
SEK 561 billion in equity and the remainder in debt financing and co-investments. These firms own approxi-
mately 1,200 companies in Sweden, employing around 260,000 people.

11
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deals has fallen to roughly half of what it was during the pre-pandemic period of low
interest rates — a peak reached after a decade of exponential growth.

Financial stability risks related to portfolio companies

The decisions that private equity firms take around their portfolio companies have the
potential to create financial stability risks. These risks relate to three areas: leverage,
liquidity and solvency.

While the risk to the financial system from the failure of individual portfolio compa-
nies tends to be relatively limited — with the median company subject to a buyout in
Sweden having assets of SEK 280 million in 2022 — the potential for systemic impacts
grows as the share of these companies increases. Private equity firms typically do not
finance acquisitions entirely with their own equity or that of their funds. Instead, a
significant portion of the acquisition is funded through debt. Industry data indicates
that the average debt ratio for buyout investments in 2023 was 52 per cent.’ This
debt is not usually borne by the private equity firm but by the portfolio company it-
self. As a result, companies owned by private equity firms are generally more lever-
aged than their non-private equity financed counterparts, increasing the risk of bank-
ruptcy and associated credit losses.

Private equity firms have historically borrowed primarily from banks to finance their
portfolio companies. However, in recent years, they have also increasingly borrowed
from other financial institutions, so-called non-bank lenders, such as private credit
funds.1° These private credit funds can either lend directly to private companies or
purchase loans that banks have securitised. It is also common for portfolio companies
to issue bonds, enabling them to raise funds from bond market investors.

There are several reasons why private equity firms have increasingly borrowed from
non-bank lenders or via the high-yield bond market in recent years, even though this
is often more expensive than borrowing from banks. Non-bank lenders can often offer
larger loans than an individual bank can, and for the private equity firm, it is usually
desirable to have a larger credit from one lender rather than several smaller ones that
need to be negotiated with different banks.!? It also seems that non-bank lenders are
often more willing to relax loan conditions linked to the performance of the portfolio
company (known as ‘covenants’) in return for being able to charge more for the loans.
At the same time, banks have become somewhat less willing to provide loans to sup-
port leveraged buyouts, as banks have been required to have higher capital when
they make riskier loans. Non-bank lenders have not been subject to such strict re-
quirements.

The growing role of non-banks as lenders to private equity firms, coupled with the de-
clining role of banks, makes assessing credit risks more challenging from a financial

9 Debt includes external leverage and co-investments, see 2022 Swedish Private Equity Activity.
10 See Sveriges Riksbank (2024) for a more in depth discussion on the growing role of private credit funds.

1 Bank loans for large buyout transactions are typically syndicated, meaning that multiple banks jointly pro-
vide the funding and share the associated risks and returns.

12
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stability authority perspective. Private credit funds are less transparent and subject to
less stringent supervision compared to banks. However, one potential advantage of
the increased involvement of these funds is that credit risks become less concen-
trated than if banks were solely responsible for all lending. In the event of widespread
bankruptcies —among both private equity-owned and other companies — loan losses
are distributed across a broader range of actors, which can benefit financial stability.
This assumes that the private credit funds are not themselves funded by banks.

On the other hand, portfolio companies may face higher rollover risks when relying on
financing from non-bank lenders or the market, compared to banks. Like private eq-
uity funds, private credit funds are closed-ended with finite lifespans and are con-
strained by the availability of dry powder. While these lifespans are relatively long,
the funds eventually dissolve, requiring new funds to assume the lending. Over the
long term, the availability of dry powder is influenced by the yield of previously pro-
vided loans and the willingness of institutional investors to continue supplying capital
to these funds.'? Given the nature of relatively low collateralisable assets, softer cove-
nants and higher leverage of private credit financing, some companies may struggle to
secure adequate financing in its absence. Recent studies from the US have shown evi-
dence supporting this view (Cai & Sharjil, 2024).

Under extreme conditions — such as a financial crisis — private credit funds may also
encounter more difficulties than banks, as solvent but illiquid banks will typically have
access to central bank liquidity support, while private credit funds will not. This in turn
may affect their relative ability to roll over their loan portfolios.

Similar to public companies issuing shares, private equity firms can shield their portfo-
lio companies from bankruptcy by providing additional equity injections. However,
this ability depends on the dry powder available within the fund. Such support is more
feasible during the earlier stages of the fund’s lifecycle. In contrast, during later stages
— especially if the fund must hold onto a portfolio company longer than anticipated
due to challenging economic or financial conditions — dry powder may become scarce,
reducing the firm’s capacity to intervene.

Overall, research based on US data has shown that private equity-owned companies
are effective at managing their high levels of debt and, as a result, are less likely to
face liquidation compared to other highly indebted companies (Hotchkiss, Smith &
Strémberg, 2021). However, this research was conducted during a period of low inter-
est rates and favourable access to capital. The elevated interest rates in recent years
may have made it more challenging for highly indebted portfolio companies to service
their debt, potentially leading to an increase in bankruptcies. In the worst-case sce-
nario, significant credit losses could weaken a bank’s balance sheet to the point of
triggering a bank run (Amador & Bianchi, 2024).

For the three major Swedish banks (Handelsbanken, SEB and Swedbank), we assess
that credit losses from lending to portfolio companies alone are unlikely to have de-
stabilising effects. Although these loans generally come with higher expected credit

2 Similarly, bonds mature and must be refinanced, meaning new bonds need to be issued under market
conditions influenced by prevailing investor sentiment.

13
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losses, the banks’ exposure to such companies remains relatively small, comprising a
smaller percentage of their total corporate lending. In addition, regular lending to
portfolio companies often includes a range of general and financial covenants and is
ultimately secured by the assets of the portfolio companies.'® Discussions with some
Nordic banks suggest they diligently monitor their leveraged loan portfolios and en-
force specific limits on financing for LBOs. Even though leveraged loans do not typi-
cally receive specific regulatory treatment, banks are subject to prudential capital re-
quirements and evaluate these loans within their existing credit risk management
frameworks.

Econometric analysis of the effects of LBOs in Swedish companies

Karna and Myers (2025) study the effects of leveraged buyouts (LBOs) on various fi-
nancial variables of Swedish companies, including short-term and long-term debt lev-
els, leverage (debt-to-equity), interest costs, and net profits. This is done through an
econometric analysis of roughly 4,000 Swedish companies acquired through LBOs be-
tween 1990 and 2022. Here, we provide an expanded commentary on some of these
results, together with some additional findings from the same analysis.

The charts below present a subset of regression coefficients from a difference-in-dif-
ference analysis using a matched control group of similar non-private equity-financed
companies, with the year prior to the LBO serving as the baseline.

Following an LBO, short-term debt levels in Swedish companies rise significantly — by
almost 20 per cent compared to the control group (see Chart 3, upper panel). This rise
in debt aligns with our expectations, as buyouts are typically partly financed with debt
placed on the balance sheet of the portfolio company. However, not all of the in-
crease in short-term debt appears directly tied to the acquisition itself. Sales and total
assets of these companies grow for several years post-acquisition, suggesting that
some of the debt is allocated to expanding the underlying business. Total equity in-
creases immediately after the LBO but subsequently declines, resulting in higher lev-
erage. The fact that long-term debt does not increase indicates that, on average, the
debt must typically be rolled over within a 12-month period (see Chart 3, lower
panel).

13 Some Nordic banks also provide unsecured mezzanine loans, which are subordinated regular bank loans
and often used as a complementary financing option.

14
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Chart 3. Debt levels of Swedish portfolio companies compared to similar non-
private equity-owned companies, before and after an LBO
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Prior to the LBO, these companies had interest costs comparable to their non-private
equity-financed counterparts. However, post-LBO, their costs increase by about 20
per cent compared to those of their peers (see Chart 4, upper panel). The rise in inter-
est costs increases both liquidity and solvency risks, as companies may face insolvency
if they fail to meet their enlarged debt obligations. A larger debt burden also raises
rollover risks, as the debt must be continuously refinanced to avoid insolvency. The
ability to refinance depends on factors such as the source of the debt, the company’s
profitability, and the private equity firm’s relationship with lenders.

Our analysis also shows that portfolio companies experience positive net profit
growth before the LBO (see Chart 4, lower panel), but after the LBO, net profits begin
to decline. This decline can be attributed to several factors. Higher debt levels in-
crease interest costs, which, although tax-deductible, reduce net profits. This trend
aligns with expansionary measures aimed at growing the company’s market share or
entering new segments and markets. Moreover, private equity firms often use finan-
cial engineering to minimise taxable profits and may charge management fees to
portfolio companies, further reducing net profits (Phalippou et al, 2018).
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Chart 4. Interest costs and net profits of Swedish portfolio companies compared to
similar non-private equity-owned companies, before and after an LBO
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From a real economic perspective, the findings in Kdrna & Myers (2025) do not pro-
vide conclusive evidence of increased labour productivity following an LBO, despite
the fact that private equity strategies aim to improve the productivity and profitability
of their portfolio companies.

In summary, the larger debt burden in Swedish portfolio companies post-LBO, com-
bined with higher leverage, could increase their vulnerability to higher than expected
interest rates. However, growth in sales and total assets may strengthen their resili-
ence, especially if the private equity owners effectively manage the debt. Also, since
private equity firms repeatedly negotiate with lenders on behalf of many different
companies, they have strong incentives to maintain good relationships in order to ob-
tain debt financing for future investments.'* This could reduce the risks associated
with high leverage further, as private equity firms are incentivised to manage it effec-
tively.

14 For an overview of the theory behind cooperation in repeated games, see for example Dal & Fréchette
(2018).
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Private equity firms and funds — the capital managers

Private equity firms and funds — the
capital managers

Size and distribution of firms and funds in Sweden

Private equity firms are firms whose business is to select, invest in, and manage pri-
vate equity investments. We include in this group not only stand-alone firms that act
as general partners in private equity deals, but also firms that make private equity in-
vestments directly, and firms who have a single business line devoted to managing
private equity investments. We do, however, exclude those who invest in private eg-
uity on a more passive basis — these investors, or ‘limited partners’, are discussed in
the section ‘Private equity investors — the capital providers’.

As of October 2024, there are estimated to be over 580 private equity firms active in
Sweden.'®> Some of these firms make direct investments through using funds on their
own account. Occasionally, these investments may also be channelled through funds,
even if there are no external investors. It is therefore quite difficult in some cases to
distinguish between the two business models. Further, the total includes not only pri-
vate equity firms, but also investors that are not focused on private equity as their pri-
mary investment, but have occasionally made private equity investments (see ‘Other’
in Chart 5). Together these firms have made over 19,000 investments, of which nearly
7,000 remain active.

Chart 5. Private equity firms active in Sweden, by type of strategy
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Source: PitchBook Data, Inc.

15 The source is PitchBook data. This includes all firms whose status is described as acquired/merged (oper-
ating subsidiary), making new investments, not making new investments, or reducing investments.
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Under European legislation, private equity funds are regulated based on the domicile
of their manager. Consequently, it is not necessarily the case that all funds located in
Sweden are also regulated in Sweden. Alternatively, some funds located abroad may
be regulated in Sweden.

We identify that, at the end of 2023, there were 132 buyout funds and an equal num-
ber, 132, of venture capital and growth funds regulated in Sweden.® For the rest of
this section, we will include growth capital funds under the category of venture capital
funds. The assets under management in these private equity funds total over EUR 20
billion, or SEK 230 billion (see Chart 6), which can be compared to just over 3 per cent
of the total assets in Swedish investment funds supervised by the Swedish FSA, Fi-
nansinspektionen.t’

Chart 6. Assets under management for private equity funds regulated in Sweden
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Sources: PitchBook Data, Inc. and Sveriges Riksbank (AIFMD).

Financial stability risks related to private equity funds

Liquidity risk in private equity funds is transferred to the investors

Liquidity risk in funds refers to the risk that a fund’s liquid assets and inflows may not
be sufficient to meet its outflows. The primary method for assessing liquidity risk is to
evaluate the quantity of liquid assets in relation to the fund’s expected inflows and
outflows. Unlike open-ended funds, where investors can redeem their shares at any
time, creating a highly liquid liability side, private equity funds are typically closed-

16 This is based on data from the Alternative Investment Fund Managers Directive (AIFMD). We have cate-
gorised the funds based on a combination of their stated fund type, primary strategy, and PitchBook data.

17 See Statistics Sweden’s investment fund statistics.
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ended. In these funds, investors commit capital — creating dry powder — for several
years.

In private equity funds, outflows occur when capital is deployed to invest in portfolio
companies, provide additional capital injections to support these companies, or dis-
tribute dividends to investors. Unlike open-ended funds, liquidity risk in private equity
funds arises when the equity financing in the fund is insufficient to cover capital injec-
tions needed by portfolio companies under liquidity pressure or when the fund can-
not divest these companies to fund the return of capital to its own investors. Gener-
ally, outflows are concentrated earlier in the fund’s lifecycle during the investment
phase, while inflows primarily occur later, as investments are exited (and before the
capital is returned to the underlying investors).

Most assessments argue that private equity funds hold very large quantities of dry
powder. However, the amount of dry powder is largest in the early stages of the fund,
before all the investments are made. As investments are identified, the committed
capital is invested, so dry powder declines. It is common practice to ensure that com-
mitted capital exceeds investment during the life of the fund, which creates a buffer.

It is important to note that dry powder is not the same as cash. While it is considered
a liquid asset because the fund can call on it at short notice from its investors, this no-
tice period is quite short, typically around two weeks, and investors may or may not
receive advanced warning. The investors themselves must then deliver the cash to the
fund. To bridge this two-week gap or to delay calls for capital, private equity firms also
typically have revolving credit facilities (RCFs) for their funds with banks. We discuss
RCFs in greater detail below.

The liquidity risk is therefore effectively passed from the fund to the underlying inves-
tors. There are strong contractual safeguards in place to ensure this transfer. Inves-
tors who do not meet their liquidity calls typically forfeit their entire stake in the fund,
including all previously invested capital, and are therefore strongly incentivised to
meet their liquidity calls if they can. Therefore, from a systemic standpoint, liquidity
risk for funds though the majority of their lifecycle appears low (assuming typical con-
tractual arrangements are in place), and the liquidity of the investors is perhaps more
important to assess (see the section ‘Private equity investors — the capital providers’).

Any remaining risk is likely to arise only when the committed capital in the fund is ex-
hausted. This may happen because of unforeseen expenses or, in the more likely case,
if the fund has difficulty selling its portfolio companies and needs to extend its life.
This concern has been more pressing recently, due to difficulties in exit markets. In
that case, the fund can create a continuation fund to take on the asset (assuming new
capital can be attracted to create the fund), borrow cash (a so-called net asset value
loan, see the next section for details), or accept a loss on the sale of the asset.

There are generally two types of leverage at the fund level

In pooled fund structures, private equity firms typically use two kinds of leverage
within their funds. The most frequently used is a revolving credit facility (RCF), which
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enables the fund to quickly borrow money from a bank. These loans are typically se-
cured against the investors’ committed capital, effectively converting dry powder into
cash. The loan can be repaid when the funds are collected — sometimes directly by the
bank — from the underlying investors. RCFs thus provide the fund with rapid access to
liquidity. When secured against investor commitments, these loans generally carry
low credit risk, as fund investors are usually institutional entities with a high likelihood
of fulfilling their capital commitments.

The time allowed before the fund must repay these loans has increased over time. It

is now common for RCFs to have durations of up to 12 months, enabling funds to op-
erate with greater flexibility in making investments or meeting working capital needs.
The use of RCFs can serve as a strategy to enhance the fund’s internal rate of return,

thereby increasing the firms’ appeal when raising subsequent funds.

Recently, a second form of leverage has become increasingly common, often referred
to as a net asset value (NAV) loan. Unlike loans secured by investor commitments,
NAV loans are secured against the equity held within the fund. These loans are often
considered riskier, as the fund’s equity typically consists of stakes in portfolio compa-
nies that may already carry substantial leverage. As the debt in an LBO is placed on
the balance sheet of the portfolio company, the equity in that company becomes an
asset of the private equity fund.

In some cases, NAV loans are used to extend the life of a fund when market condi-
tions at the end of the fund’s lifecycle make it difficult to divest portfolio companies.
In that case, the money can be used for, among other things, the payment of the pri-
vate equity firm’s fees. In that case, the loan can be considered more riskier, as the
ability to repay depends on the ability to realise the expected gains from the sale of
the portfolio companies. However, due to the relatively high profitability of private
equity funds to date, the biggest likelihood is rather that the underlying investors will
make a loss on their equity investment, rather than there being significant credit
losses to the banks or private credit funds making the loan.

Some Sweden-regulated private equity funds have significant leverage

Chart 7 illustrates the gross leverage of private equity funds regulated in Sweden over
time, separated into buyout and venture capital funds. Gross leverage is calculated as
the ratio of the fund’s assets under management (AUM) to NAV.8 In the left panel,
gross leverage is derived by dividing the total AUM by the total NAV, showcasing the
overall leverage across the entire cohort of funds. The gross leverage of venture capi-
tal funds is under 1.1x, while buyout funds exhibit higher leverage, almost 1.5x. This
indicates that, across the full set of buyout funds, total assets are nearly 1.5 times
their NAV. While 1.5x leverage is not considered significant use of leverage by invest-
ment fund standards, it is important to note that this is an additional layer on top of

18 The downside of calculating gross leverage this way is that it does not isolate financial borrowing. Instead,
it includes all exposures, such as those from derivatives, and does not account for hedges or offsetting posi-
tions.
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the debt added to the balance sheets of portfolio companies when financing acquisi-
tions.

Chart 7. Gross leverage of private equity funds regulated in Sweden
Gross leverage
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Sources: PitchBook Data, Inc. and Sveriges Riksbank (AIFMD).

However, as shown by the 90th percentile dashed line in the right panel, this higher
leverage is driven by a small number of funds with exceptionally high leverage levels.
The median gross leverage for both categories of funds is closer to 1x, highlighting
that most funds, while technically leveraged, maintain relatively low levels of debt in
relation to their equity. The leverage in these highly leveraged funds peaked in 2021
and 2022, when the number of new private equity deals was at an all-time high, be-
fore rising interest rates became cumbersome and the exit market took a downturn.
This suggests that leverage was used more for investments during a period of growth,
rather than to repay investors with borrowed money in challenging times.

From the perspective of Swedish banks, which are often lenders to these funds, the
timing of these loans suggests they primarily serve as bridge financing — often through
RCFs — to cover the gap between calling on investor commitments and making invest-
ments, as well as to address other working capital needs within the funds. Since RCFs
(unlike the loans to support the leveraged buyouts) are collateralised by the commit-
ments from institutional investors, they are considered low risk.

Opacity amplifies risks in private equity

Financial stability risks can be exacerbated by a lack of information, as this may result
in choices that market participants wish to change once all the available information
becomes known in the future.
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In that sense, one of the key issues affecting the private equity industry is its opacity.
There is little public information on who is investing in which companies, and in what
amounts. This lack of information could contribute to market uncertainty around ulti-
mate exposures, particularly during periods of stress. There is also no regulatory data
collection on the holdings of private equity firms, so industry concentration and total
amounts of leverage are difficult to uncover.

Opacity also affects the balance sheets of the private equity funds and firms them-
selves. Because the markets are private and relatively illiquid, the holdings of private
equity funds are not constantly marked-to-market, which distinguishes them from
listed securities. Their book value is therefore relatively stable and has been one rea-
son why institutional investors, such as pension funds, have favoured investing in pri-
vate equity funds. This also means that an investor’s shares in a private equity fund
are valued less frequently than shares in mutual funds, for example.

Ultimately, this opacity makes it harder for investors to gauge the true market value
of their assets. Valuation updates tend to be slow, which can influence investors’ deci-
sions and actions. For instance, opacity can make it difficult to establish continuation
funds, as investors expect their investments to be sold to the continuation fund at
book value, while investors in the continuation fund are more likely to expect to ‘pur-
chase’ the underlying portfolio companies at a discount. In some cases, opacity may
allow losses to accumulate unnoticed, prompting large groups of investors to act hast-
ily in similar ways. Such behaviour could have destabilising effects on the system as a
whole.
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Private equity investors — the capital
providers

Swedish private equity investors

This chapter focuses on the Swedish private equity investors who participate as lim-
ited partners in private equity funds. This is in contrast to the private equity firms dis-
cussed in the chapter ‘Private equity firms and funds — the capital managers’, which
act as general partners, actively managing these funds and overseeing the portfolio
companies in which they invest. Limited partners have their liabilities confined to the
amount they have invested in the fund and are not responsible for repaying any debts
incurred by the general partners, whether in the portfolio companies or the funds
themselves.??

Fund investments typically involve committing capital, which the general partners
draw upon when investment opportunities arise. The ability to make substantial capi-
tal commitments, pool risks, access liquidity and maintain long investment horizons is
generally a prerequisite for investing in private equity funds. This aligns with the fi-
nancial capacity and long-term liabilities of institutions such as insurance corpora-
tions, pension funds, and sovereign wealth funds. As a result, institutional investors
dominate private equity fund participation.

As of 2024, there are an estimated 140 Swedish investors (limited partners) with close
to 1,000 active commitments to private equity funds.?? Nearly two-thirds of these
commitments are held by Swedish insurance corporations and pension funds (ICPFs)
and state-owned AP funds (see Chart 8). Following this, fund-of-funds, such as Coeli
and NAXS, have emerged as large investors. Fund-of-funds diversify investments
across multiple private equity funds and provide smaller investors with access to the
private equity market. In recent years, this segment — along with retail investor partic-
ipation in private equity more broadly — has grown. For example, Swedish security-
trading banks such as Avanza and Nordnet have started offering private market funds
to their retail customers.?! Such offerings are separate from the ability of retail and
other investors to gain exposure to private equity investments indirectly, via invest-
ment in the shares of publically listed private equity firms.

Other private equity fund participants include high-net-worth individuals, government
entities (such as Swedish regions and state-owned investment funds), investment
companies, and family offices. Swedish banks play a smaller role, although some of
their fund management companies fall under “Other” in Chart 8.

¥ This chapter also includes the co-investments of Swedish limited partners, where they invest directly in
portfolio companies alongside the fund. Co-investments represent a smaller portion of their overall invest-
ment.

20 Source: PitchBook Data, Inc.

21 See Onoterade tillgdngar and EQT Nexus - EQT private equity-fonder i en enda investering | Nordnet, re-
spectively.
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Chart 8. Swedish investors’ private equity fund commitments by fund category
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Commitments from ICPFs and AP funds are nearly evenly divided between buyout-fo-
cused private equity funds — which typically use leverage to acquire companies — and
a mix of non-buyout private equity, venture capital co-investments, and secondaries.
Secondaries refer to funds that purchase stakes in existing private equity funds on the
secondary market, generally from an existing investor who wishes to exit early. Nota-
bly, fund-of-funds diversify investments primarily within buyouts, while high-net-
worth individuals and government entities focus more on venture capital invest-
ments.

The nearly 1,000 commitments span just over 650 different private equity funds.
More than half of the commitments are to funds domiciled in tax-friendly jurisdic-
tions, including Bermuda, the Cayman Islands, the UK Channel Islands (Guernsey and
Jersey), Delaware in the US, and Luxembourg. By contrast, only 17 per cent of com-
mitments are to funds domiciled in Sweden. Approximately 290 private equity firms
manage these funds, with the majority of commitments allocated to Swedish firms,
such as EQT, Nordic Capital, Propel Capital, Valedo Partners, and Priveq Investment.

In turn, the 650 private equity funds actively invest in nearly 3,000 portfolio compa-
nies worldwide, covering a broad range of industries. Ultimately, the returns of Swe-
dish investors depend on the performance of these portfolio companies. As shown in
Chart 9, only a small portion of Swedish investors’ capital is directed toward Swedish
or even Nordic companies. The majority of the portfolio companies owned by the
funds they invest in are based in the United States. Approximately one-third of the
portfolio companies operate within the information technology (IT) industry, another
third within business-to-business (B2B) and business-to-consumer (B2C) products and
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services, while the remainder span healthcare, financial services, energy, and materi-
als and resources industries.

Chart 9. A private equity fund look-through of Swedish investors’ commitments, by
geographical origin and industries
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Financial stability risks related to investors

For investors in the form of limited partners, risks associated with private equity in-
vestments can be broadly categorised into investment risk and liquidity risk.

Investment risk refers to the possibility of receiving lower-than-expected returns or
losing the capital invested in private equity funds. This risk arises if private equity
firms cannot exit their investments at the anticipated valuations or if portfolio compa-
nies face bankruptcy.

Liquidity risk relates to the inability to meet capital calls from private equity firms,
which investors are contractually obligated to fulfil as per their commitments to the
funds. Private equity firms typically issue capital calls when they identify new invest-
ment opportunities. However, unexpected calls may also arise to support existing in-
vestments experiencing financial distress or operational challenges. Liquidity pres-
sures can further arise when private equity funds fail to divest as expected, delaying
the distribution of anticipated cash flows to investors who depend on them to meet
their liabilities. This issue has been noted in the United States, particularly among
large pension funds that allocate a significant portion of their portfolios to private eqg-
uity.
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With nearly two-thirds of fund commitments held by ICPFs and state-owned AP funds,
the materialisation of these risks would primarily impact the insurance and pension
sectors. This could reduce their ability to fulfil insurance claims, make payouts under
occupational pension schemes, or, in the case of AP funds, diminish their capacity to
offset deficits in the income-based pension system. Additionally, it might prompt
these large institutions to reallocate their assets, potentially affecting the pricing in
funding markets relied upon by other participants for borrowing.

Given their relative size, in this section, we focus primarily on these risks as they per-
tain to the Swedish insurance and pension sector.

Low allocations limit investment risks

To assess investment risks, we combine regulatory securities holdings data with pri-
vate market data to estimate the proportion of individual ICPFs’ commitments to pri-
vate equity funds relative to their listed securities holdings.?? Unfortunately, two-
thirds of these commitments lack reported monetary values; for these cases, we im-
pute the average commitment size.

We identify 19 Swedish ICPFs with active commitments, along with all five AP buffer
funds within the Swedish income-based pension system. The combined reported and
estimated commitment sizes total approximately SEK 120 billion for the ICPFs and SEK
310 billion for the AP funds. By comparison, the ICPFs’ holdings of listed securities
amount to about SEK 4,320 billion, and the AP funds to SEK 1,770 billion.?3 This means
that private equity fund commitments constitute around 3 per cent of the total port-
folio of listed securities and commitments for ICPFs, and 18 per cent for the AP funds,
including the Sixth AP fund, which specialises in private equity investments.

For the ICPFs, this proportion is slightly lower than what is captured in aggregate data,
while for the AP funds, it is higher.?* This likely reflects better reporting or data sourc-
ing for the state-owned AP funds, leading to more comprehensive coverage. Addition-
ally, it may indicate that the average commitment size is smaller for the AP funds,
causing average-based imputations to inflate their actual commitments.

Chart 10 provides an overview of private equity fund commitments as a proportion of
total portfolios. The left panel shows the aggregate holdings of the ICPF sector and AP
funds, while the right panel details the allocation for each individual ICPF or AP fund
(excluding the Sixth AP fund). In the granular view (right panel), each vertical bar rep-
resents an ICPF or an AP fund, with portfolio composition expressed as a fraction of its
total portfolio. Only 4 out of 23 ICPFs or AP funds are estimated to allocate more than
10 per cent of their total portfolio to private equity.

22 The database on securities holdings (VINN) and PitchBook, respectively.

23 |n comparison, the total financial assets of the entire Swedish ICPF sector amount to nearly SEK 10,000
billion (see Statistics Sweden'’s Financial accounts).

24 According to data from the European Insurance and Occupational Pensions Authority (EIOPA), the equiva-
lent aggregate figure is 4 per cent, based on combined asset exposure statistics for insurance corporations
and occupational pension funds. For the AP funds, private equity investments account for just over 10 per
cent of their total fund capital (SKR 2023/24:130).

26



Private equity investors — the capital providers

Chart 10. Private equity fund commitments and listed securities of Swedish ICPFs
and AP funds
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On an aggregate level, the Swedish ICPF sector exhibits a relatively low allocation to
private equity, particularly compared to countries like the US. As a result, the risks of
not being able to fulfil obligations to policyholders due to private equity losses are
considered lower, especially since Swedish ICPFs are generally well-capitalised. Even
on an individual level, there is no evidence of any large ICPF holding a substantial allo-
cation to private equity.

However, it should be noted that ICPFs also invest in other illiquid assets, such as in-
frastructure, real estate (either directly or through funds), and private credit funds.
Notably, if an ICPF invests in a private credit fund that has lent money to a portfolio
company of a private equity fund in which the ICPF is also an investor, the ICPF faces
double exposure to the portfolio company. This overlap is becoming increasingly rele-
vant as private credit funds play a growing role in providing financing for leveraged
buyouts.?

Low allocations also limit liquidity risks and mature funds mitigate further

The relatively small share of the ICPFs’ portfolios allocated to private equity fund com-
mitments, which may generate capital calls, also limit liquidity risks. To complement
this assessment, we analyse the remaining dry powder in the private equity funds to
which these investors have committed capital. Lower levels of remaining dry powder
signal reduced liquidity risk for investors, as it indicates they have fulfilled a larger
portion of their commitments.

2 These private market investments fall outside the scope of this staff memo and require further research,
relying on other data sources.
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The left panel of Chart 11 shows that more than half of these funds (by fund size)
have only 0 to 10 per cent of their original dry powder remaining, suggesting they are
nearly fully invested. The right panel of Chart 11 categorises fund sizes by their vin-
tage year — the year they began receiving capital. A significant share of these funds
are 7 to 10 years old, aligning with the observation that many are fully invested or in
the process of divesting. This trend reduces the likelihood of additional capital calls
for Swedish investors, further mitigating liquidity risks. The relatively modest private
equity allocations observed within the Swedish ICPF sector suggest that ICPFs can
likely meet even large and unexpected capital calls by selling relatively liquid assets,
such as government or covered bonds, without disrupting the functioning of these
funding markets.

Chart 11. Remaining dry powder and fund vintage years for private equity funds to
which Swedish LPs have committed capital
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The growing role of retail investors may create additional future risks

While the majority of investors are institutional, the recent growth in funds-of-funds —
and expansion to retail investors — means that liquidity and investment risks linked to
private equity increasingly apply to non-traditional investors. In some cases, these in-
vestors may be less well-equipped to manage those risks.

In some cases, funds-of-funds are closed-ended vehicles that simply act as an addi-
tional layer between institutional investors and private equity firms. These increase
the opacity of the financing arrangements, but ultimately cater to the same types of
investors discussed in this section.
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On the other hand, retail investment via funds-of-funds should be considered sepa-
rately. Retail investors may be as well equipped to understand or manage either li-
quidity or investment risk arising from unlisted private equity investments. Further,
given that valuations of private equity assets are often opaque (see the section ‘Finan-
cial stability risks related to private equity funds’), retail investors in particular may
not recognise potential losses until quite late. If the funds through which they invest
are open-ended, this can create withdrawal pressure and lead to runs. If the fund
through which they are investing does not have sufficient liquidity to draw on, runs
could in turn increase liquidity risk. In addition to the financial stability perspective
highlighted here, the issues relating to retail investment may also be relevant from a
consumer protection perspective.

Data to assess the level of these risks is not currently available. However, given that
retail investors share in private equity is small, the risks do not currently appear to be
large from a systemic perspective. This may change if the sector exhibits rapid growth
in the future.
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Conclusions

In this staff memo we have assessed potential financial stability risks from the private
equity industry through several channels: the role of Swedish private equity-owned
companies within the real economy, potential losses incurred by creditors lending to
these companies, and the investment and liquidity risks borne by the Swedish private
equity fund investors, mainly the insurance and pension sector.

While we find no evidence that private equity ownership significantly increases finan-
cial instability risks in Swedish companies during the studied period, the heavy reli-
ance on financial leverage and the resulting rise in interest costs could pose chal-
lenges for these companies during a prolonged period of elevated interest rates. Lev-
erage levels that were sustainable during the prior low-interest-rate environment be-
came increasingly precarious under the higher rates of 2023. If private equity firms’
business models fail to adapt to such conditions, it could create a ‘cliff effect’, where a
critical number of portfolio companies face bankruptcy, adversely affecting the Swe-
dish real economy. This risk may be compounded if portfolio companies remain highly
leveraged after being sold by their private equity owners, with new owners poten-
tially less equipped to manage the financial strain.?®

Bankruptcies among portfolio companies would also lead to credit losses for the lend-
ers. Although the role of Swedish banks as lenders in buyout ventures has declined in
favour of private credit funds — which disperses credit risk within the financial system
— this shift could increase loan rollover risks for portfolio companies relying on private
credit if these funds suddenly and sharply reduce their lending. While the direct im-
pact of potential credit losses faced by these funds on the Swedish financial system
may be limited, the indirect effects are harder to assess due to the lack of data on in-
ternational non-bank lenders.

For Swedish insurance corporations and pension funds investing in private equity
funds, small allocations supported by strong capitalisation in the sector limit invest-
ment risks. Still, the large concentration of ultimate investments in US-based compa-
nies, particularly in the IT industry, raises some points about diversification. This con-
centration mirrors similar trends at the index level in public equity markets. Without
the use of look-through analyses in private equity funds to assess investment risk in
portfolios, these investments could therefore obscure risks associated with insuffi-
cient diversification.

Meanwhile, the growing prominence of fund-of-funds structures is enabling non-insti-
tutional participants, such as retail investors, to access private equity markets. As re-
tail participation continues to expand, it will become increasingly important for these
investors to fully understand the associated risks, and for funds-of-funds to appropri-
ately manage their liquidity on both the asset and liability side. Unlike public market
investments, private equity investments lack frequent and transparent reporting

26 While the long-term effects on these companies post-exit fall beyond the scope of this staff memo, this
remains an area worthy of further research. Empirically analysing this is particularly challenging, as many
portfolio companies are acquired by other companies, which subsequently absorb their debt and assets.
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standards, and the underlying assets are neither marked-to-market nor as liquid as
other investment options.

In conclusion, the direct risks posed by the private equity industry to Swedish financial
stability are likely limited. However, the inherent lack of transparency and potential
vulnerabilities within the industry, underline the need for improved data access and
information sharing across countries and sectors. This would support a more effective
monitoring of direct risks, as well as indirect risks and spillover effects to the real
economy and financial system.
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