Building a GCC Private Credit Book: Sourcing,
Structuring and Diversifying

How a lender turns individual high-yield Gulf transactions into a diversified, resilient
portfolio, from the sourcing funnel and book construction to diversification, pacing and the
net yield that results.

Chennakeshav Adya

Independent Researcher
June 2026

ABSTRACT

The companion papers in this series examined the Gulf private-credit opportunity one transaction
at a time: where the coupon comes from, how to underwrite and price it, how to engineer
recovery, and whether the yield survives loss. This paper takes the final step, from the transaction
to the book, asking how a lender turns individual high-yield Gulf transactions into a diversified,
resilient portfolio that delivers an attractive net yield through a cycle. It develops a framework for
building a Gulf private-credit book across three dimensions: sourcing, the origination funnel that
supplies the flow from which a book is selected; structuring, the construction of the book by tier,
sector and instrument; and diversifying, the deliberate spreading of exposure across the
dimensions that reduce idiosyncratic risk. The central argument is that a Gulf credit book is built,
not assembled: its return and resilience are the product of conscious choices about which
transactions to source, how to weight the tiers, how to diversify and how to pace deployment,
rather than the accidental sum of whatever transactions a lender happens to fund. A well-
constructed book captures most of the structural premium with materially lower risk than any
single transaction, while a poorly-constructed one concentrates risk and forfeits the
diversification the asset class can offer. The framework is illustrated with modelled portfolio
constructions, a sourcing funnel, a diversification framework and net-yield analysis under base
and stressed conditions. It is intended for credit funds building Gulf books and for allocators
assessing how a manager constructs and diversifies. All figures are modelled and illustrative, not
forecasts, and are calibrated to market structure rather than to any individual book.
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1. INTRODUCTION

The preceding papers in this series have, between them, made the case for Gulf private credit one
transaction at a time. They explained why a single transaction carries a double-digit coupon, how
to underwrite and price that transaction, how to engineer its recovery, and whether its yield
survives realised loss. But an investor does not hold a single transaction; it holds a book, a
portfolio of many transactions whose combined return and risk are what the investor actually
experiences. This paper takes the step from the transaction to the book, asking how a lender turns
the individual opportunities the earlier papers analysed into a diversified, resilient portfolio.
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The step matters because a book is not merely a collection of transactions; it has properties of its
own that no single transaction possesses. A single Gulf credit transaction is illiquid, concentrated
and exposed to the idiosyncratic fate of one sponsor and one asset; a well-constructed book of
such transactions can offer a similar yield with much of the idiosyncratic risk diversified away,
leaving an exposure to the systematic property cycle that can be sized and managed. The
difference between the two is the work of portfolio construction, and that work, sourcing,
structuring and diversifying, is the subject of this paper.

The central argument is that a Gulf credit book is built, not assembled. An assembled book is the
accidental sum of whatever transactions a lender happened to fund, with whatever tier mix, sector
concentration and diversification resulted from transaction-by-transaction decisions taken without
reference to the whole. A built book is the deliberate product of choices about the whole: how
much flow to source, how to weight the tiers, how to diversify across sponsor and asset and
vintage, how to pace deployment. The built book captures most of the structural premium with
materially lower risk; the assembled book concentrates risk and forfeits diversification, often
without the lender realising it until a downturn reveals the concentration.

This is not a claim that book construction can eliminate the risk of Gulf credit. The systematic
exposure to the property cycle, shared by all real-asset loans, cannot be diversified away within
the asset class, and a book, however well constructed, remains exposed to it. The claim is rather
that construction determines how much of the available return the book captures and how much
of the avoidable risk it avoids, and that these are large quantities. A lender that builds its book
deliberately earns a better risk-adjusted return than one that assembles it accidentally, and the gap
between them is the value of the construction discipline this paper describes.

The remainder of the paper is structured as follows. Section 2 reviews the literature on portfolio
construction, diversification, and the economics of lending portfolios, and develops the
propositions the analysis examines. Section 3 sets out the data and the stylised book-construction
methodology. Section 4 presents the results: the sourcing funnel, model book constructions by
tier, the diversification framework, deployment pacing, and the net yield each construction
delivers. Section 5 stresses the constructions through scenario analysis. Section 6 discusses
implementation. Section 7 concludes.

2. LITERATURE REVIEW AND PROPOSITIONS

The framework draws on four bodies of work: modern portfolio theory and the economics of
diversification; the literature on lending and credit-portfolio management; the literature on
origination and the economics of deal flow; and the literature on private-market portfolio
construction and pacing. Each contributes to the framework for building a book.

2.1 Diversification and Portfolio Theory

The foundation of any portfolio-construction framework is the insight, formalised by Markowitz
(1952), that the risk of a portfolio depends not only on the risk of its individual holdings but on
the correlations between them, so that combining imperfectly correlated assets reduces risk
without proportionately reducing return. Applied to a credit book, the insight implies that a
portfolio of many loans, if their losses are imperfectly correlated, has a lower loss volatility than
any single loan, and that the benefit of adding loans diminishes as the number grows and the
residual risk becomes the systematic component common to all. This is the theoretical basis for
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diversifying a Gulf credit book, and for recognising the limit that the shared property-cycle
exposure imposes on that diversification.

2.2 Credit-Portfolio Management

The credit-portfolio-management literature extends portfolio theory to the specific features of
credit: the asymmetric loss distribution, the role of correlation in the tail, and the management of
concentration. It shows that credit portfolios are particularly vulnerable to concentration, because
a large exposure to a single name, sector or factor can dominate the loss distribution and undo the
benefit of holding many smaller exposures. The management of concentration, through limits on
exposure to any single sponsor, sector or factor, is therefore central to credit-portfolio
construction, and it features prominently in the framework as the discipline that prevents a book
of many loans from being, in effect, a few large bets.

2.3 The Economics of Origination

A third strand, drawing on the economics of lending and the earlier paper on the coupon,
concerns origination: the sourcing of the deal flow from which a book is selected. Because much
of the Gulf premium is an origination and complexity premium, the capacity to source proprietary
flow is both the engine of return and the constraint on book size. The literature on relationship
lending and deal flow shows that origination capability is built through relationships, reputation
and reliability, and that it determines not only the volume of flow but its quality, the proportion of
sourced transactions that are worth funding. The sourcing funnel, a central tool of this paper,
formalises the relationship between flow, selectivity and the book that results.

2.4 Private-Market Portfolio Construction and Pacing

The fourth strand is the literature on constructing and pacing private-market portfolios, which
addresses the deployment of capital over time into illiquid assets. It shows that the pacing of
deployment, the rate at which committed capital is invested, affects both the vintage
diversification of the book and its exposure to the conditions of any single period. Deploying too
quickly concentrates the book in one vintage and one set of market conditions; deploying too
slowly leaves capital idle and dilutes the return. The framework draws on this to treat pacing as a
deliberate construction choice, balancing the speed of deployment against the vintage
diversification that staged deployment provides.

2.5 Synthesis and Propositions

Taken together, these literatures imply that a Gulf credit book's return and risk are determined by
deliberate construction choices, sourcing, tier weighting, diversification and pacing, and that
good construction captures most of the available premium while diversifying away the avoidable
risk, leaving a managed exposure to the systematic property cycle. These implications motivate
the following propositions.

Proposition 1. A diversified Gulf credit book offers a similar net yield to its constituent
transactions with materially lower loss volatility, because idiosyncratic risk diversifies away
while the yield is preserved.

Proposition 2. The benefit of diversification diminishes with the number of loans and is bounded
by the systematic property-cycle exposure common to all real-asset loans, which no amount of
diversification within the asset class can remove.
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Proposition 3. The tier composition of a book is the principal determinant of its risk-return
profile, trading a higher base net yield against a lower stressed net yield as the book tilts toward
higher tiers.

Proposition 4. Sourcing capability is the binding constraint on book quality and size, because the
premium is an origination premium and the book can only be as good as the flow it selects from.

Proposition 5. Deliberate diversification across sponsor, asset type, sub-region, vintage, tenor
and tier, combined with staged deployment, produces a book whose risk-adjusted return exceeds
that of any single transaction and of any accidentally assembled book.

2.6 How the Propositions Connect

The propositions describe book construction as a discipline. Proposition 1 establishes the basic
benefit of diversification; Proposition 2 bounds it by the systematic factor; Proposition 3
identifies tier composition as the principal risk-return lever; Proposition 4 locates the binding
constraint in sourcing; and Proposition 5 draws the threads into the claim that deliberate
construction beats accidental assembly. If they hold, building a Gulf credit book is a matter of
sourcing strong flow, weighting the tiers to the desired risk-return profile, diversifying
deliberately across the available dimensions, and pacing deployment to achieve vintage
diversification, with the systematic property-cycle exposure sized and accepted as the irreducible
residual. The sections that follow build and examine that discipline.

2.7 Why the Book, Not the Transaction, Is the Right Unit

A premise of this paper, worth defending explicitly, is that the book rather than the transaction is
the right unit for thinking about Gulf credit risk and return. An investor experiences the
aggregate, not the individual loan: its return is the book's return, its losses are the book's losses,
and its risk is the book's risk, which differs from the risk of any single loan because of
diversification. Yet much analysis, and much of the earlier part of this series, necessarily
proceeds transaction by transaction, because each transaction must be sound before it enters the
book. The two perspectives are complementary: the transaction view ensures each loan is worth
funding, while the book view ensures the loans combine into a portfolio worth holding.

The danger of the transaction view alone is that a series of individually sound decisions can
produce a collectively unsound book. Each loan may clear the underwriting bar, yet the book may
be dangerously concentrated in one sponsor, one sector or one vintage, because no single
transaction decision considered the whole. This is why the book must be managed as a unit, with
its own targets and limits, distinct from the sum of the transaction decisions. The shift from
transaction to book is not a change of subject but a change of level, and it is the level at which the
investor's actual experience is determined, which is why this paper completes the series by
making it explicit.

2.8 The Two Sources of Book Return

It is helpful to distinguish the two sources of a book's return, because they are managed
differently. The first is the average net yield of the loans, driven by the coupon, the losses and the
fees, which the earlier papers analysed at the transaction level and which the book inherits as a
weighted average. The second is the diversification benefit, the reduction in risk, and hence the
improvement in risk-adjusted return, that comes from combining imperfectly correlated loans.
The first source is captured through sound underwriting and pricing of each transaction; the
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second through deliberate diversification of the whole. A book that maximises the first while
neglecting the second earns a high average yield with unnecessary risk; one that attends to both
earns a high risk-adjusted return.

This distinction clarifies what book construction adds beyond good transaction selection. Good
selection captures the first source: a book of well-chosen loans has a high average net yield.
Construction captures the second: by diversifying across the dimensions that reduce correlated
risk, it lowers the book's loss volatility without sacrificing the average yield, improving the return
per unit of risk. The investor who selects well but constructs poorly leaves the second source of
return on the table, holding a high-yielding but unnecessarily risky book. Capturing both sources,
the average yield through selection and the diversification benefit through construction, is the
goal of the discipline this paper describes.

3. DATA AND METHODOLOGY

The study is a structured book-construction framework rather than an empirical study of realised
Gulf books, of which few public records exist. The methodology models the construction and
performance of stylised books, with every output traceable to a stated assumption and the
assumptions calibrated to the structure of the Gulf market and to the transaction-level analysis of
the earlier papers. No figure is a forecast of the return on any specific book.

3.1 Data and Inputs

The transaction-level inputs, coupons, default and loss rates, recovery and fees by tier, are carried
over from the earlier papers in this series, so that the book-level results rest on the same
conservative assumptions. The portfolio-level inputs, the correlation between exposures, the
diversification benefit, and the pacing of deployment, are set at the centre of plausible ranges and
clearly labelled as illustrative. Single figures are midpoints, and Section 5 varies them. No figure
predicts the performance of any actual book.

3.2 The Book-Construction Framework

The framework constructs a book in three layers. The first is sourcing: the origination funnel that
converts screened opportunities into funded transactions, characterised by the volume of flow and
the selectivity applied. The second is structuring: the weighting of the book across tiers, sectors
and instruments, which determines its risk-return profile. The third is diversification: the
spreading of exposure across sponsor, asset type, sub-region, vintage, tenor and tier, which
reduces idiosyncratic risk. The three layers combine to produce a book whose net yield and loss
volatility the framework models under base and stressed conditions.

3.3 Modelling Diversification

Diversification is modelled through its effect on loss volatility. As the number of imperfectly
correlated loans in the book rises, the idiosyncratic component of loss volatility falls, rapidly at
first and then more slowly, approaching a floor set by the systematic property-cycle exposure that
all the loans share. The framework models this relationship to show both the benefit of
diversification and its limit, and to identify the point beyond which adding loans yields little
further risk reduction. The correlation assumption is central: a higher correlation raises the floor
and reduces the achievable diversification, reflecting the shared exposure to the property cycle.

3.4 Model Book Constructions
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The framework examines three model book constructions, conservative, balanced and aggressive,
distinguished by their tier weighting. The conservative book concentrates in senior tiers; the
aggressive book tilts toward subordinated and special-situations tiers; the balanced book sits
between. For each, the framework computes the base-case and stressed net yield, allowing the
risk-return trade-off across constructions to be seen directly. The three constructions are
illustrative archetypes, not recommendations; the appropriate construction depends on the
investor's risk tolerance and capability.

3.5 Base-Case Assumptions

Table 1 sets out the central assumptions. They carry over the conservative transaction-level inputs
of the earlier papers and add portfolio-level assumptions on correlation, diversification and
pacing, also set conservatively, so that the book-level net yields are if anything understated. The
full parameter set and the ranges used in the scenario analysis appear in Appendix A.

Table 1. Base-Case Assumptions for the Book-Construction Framework

Parameter Base-case assumption
Blended gross book coupon 14.5%

Number of loans (diversified book) 30-50

Max exposure per sponsor 8%-10% of book
Max exposure per sector 25%-30% of book
Loss correlation (property cycle) Moderate-to-high
Expected book loss (base) 2.0% per year
Servicing & operating cost 0.9%

Fund fee load (return-equivalent) 2.4%
Deployment period 2-3 years (staged)
Target hold / tenor 3-5 years

Indicative, illustrative assumptions used to drive the book-construction framework; calibrated to market structure, not to
any actual book, and not forecasts.

4. RESULTS AND DISCUSSION

This section presents the construction results: the sourcing funnel, the diversification benefit, the
model book constructions and their net yields, the concentration map, deployment pacing, and the
diversification framework.

4.1 The Sourcing Funnel

Figure 1 shows the sourcing funnel that supplies a credit book: of every hundred opportunities
screened, a fraction reach indicative terms, fewer survive underwriting, and fewer still are
approved and funded. The funnel is the foundation of the book, because the book can only be as
good as the flow it selects from. A lender with abundant, high-quality flow can be selective,
funding only the transactions whose decomposition shows a coupon comfortably above the risk,
and still deploy its capital; a lender with thin flow must either lower its standards to deploy or
leave capital idle. The funnel therefore determines both the quality and the size of the book, and it
is governed by the origination capability that Proposition 4 identifies as the binding constraint.
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Figure 1. The Sourcing Funnel for a Credit Book
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The book is selected from the flow; abundant, high-quality flow allows selectivity without leaving capital idle.

The funnel also disciplines the relationship between book size and book quality. A lender under
pressure to deploy a large fund from a thin funnel will be forced down the funnel, funding
transactions it would otherwise decline, and the quality of the book will suffer. A lender whose
fund size is matched to its funnel can maintain its selectivity as it scales. This implies that book
size should be set in relation to sourcing capability, not the other way round: a lender should raise
the capital its funnel can deploy at its standards, rather than raise capital first and then stretch the
funnel to deploy it. The discipline of matching size to flow is what preserves quality as a book
grows.

4.2 The Diversification Benefit and Its Limit

Figure 2 shows how the loss volatility of the book falls as the number of loans rises. The decline
is steep at first, adding loans to a small book sharply reduces idiosyncratic risk, and then flattens,
approaching a floor set by the systematic property-cycle exposure that all the loans share. The
figure illustrates both halves of Proposition 2: diversification is powerful, reducing loss volatility
substantially as the book grows from a handful of loans to a few dozen, but it is bounded, and
beyond a few dozen loans the marginal benefit of adding more is small because the residual risk
is systematic.

Figure 2. Diversification: Loss Volatility versus Number of Loans
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Diversification: loss volatility versus number of loans

=== Portfolio loss volatility

Loss volatility (% of capital)

0 10 20 30 40 50
Number of loans

Loss volatility falls steeply as loans are added, then flattens at a floor set by systematic property-cycle exposure.

The practical implication is that a book needs enough loans to capture the diversification benefit,
but not so many that management is diluted without further risk reduction. A book of a handful of
loans is dangerously concentrated; a book of a few dozen, well diversified across the other
dimensions, captures most of the available benefit; a book of many hundreds adds little further
diversification while straining the lender's capacity to underwrite and monitor each loan well. The
diversification curve thus points to a sweet spot, large enough to diversify, small enough to
manage, that balances the benefit of more loans against the cost of spreading capability too thin.

4.3 Model Book Constructions

Figure 3 shows the tier composition of the three model books: conservative, balanced and
aggressive. The conservative book is weighted toward senior tiers, the aggressive toward
subordinated and special-situations tiers, with the balanced book between. The constructions
embody Proposition 3: the tier composition is the principal determinant of the book's risk-return
profile, and the choice among them is the most consequential construction decision a lender
makes. It is, in effect, the choice of where on the risk-return spectrum the book will sit, made
once at the level of the whole rather than transaction by transaction.

Figure 3. Three Model Book Constructions by Tier
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Three model book constructions by tier
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Conservative books weight senior tiers; aggressive books tilt to subordinated and special situations; balanced sits between.

Figure 4 shows the consequence of the tier choice for net yield under base and stressed
conditions. The aggressive book earns the highest base-case net yield, reflecting its higher
coupons, but suffers the largest fall under stress, because its thinner buffer is more easily eroded;
under severe stress its net yield falls toward zero. The conservative book earns the lowest base-
case net yield but is remarkably resilient under stress, retaining most of its yield. The balanced
book offers an intermediate profile. The figure makes the trade-off explicit: the tier choice trades
base-case return against stress resilience, and there is no construction that maximises both.

Figure 4. Net Yield by Book Construction: Base versus Stress
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The aggressive book earns most in base case but falls most in stress; the conservative book earns least but is most resilient.

Table 2 sets out the three constructions in detail, reporting the tier weights, the base-case and
stressed net yields, and the implied risk-return profile. The table is the practical decision tool: it
allows a lender or allocator to choose a construction whose stressed net yield it can tolerate and
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whose base-case net yield meets its target, rather than discovering the profile of an accidentally
assembled book after the fact. The choice should be driven by the stressed column as much as the
base column, because it is the stressed outcome that determines whether the book survives the
downturn that tests it.

Table 2. Model Book Constructions and Outcomes (Illustrative)

Construction Senior weight Subordinated Base net yield Stressed net yield
weight

Conservative 60% 15% 8.5% 5.5%

Balanced 40% 30% 10.5% 4.8%

Aggressive 20% 50% 12.8% 2.0%

Illustrative; subordinated weight includes mezzanine and special situations. Stressed net yields under a severe-stress
scenario. Not forecasts.

4.4 The Concentration Map

Figure 5 presents a concentration map of a book's exposure across sponsors and asset types,
revealing where capital is concentrated and where it is spread. The map is a management tool: it
makes visible the concentrations that transaction-by-transaction decisions can create without
anyone intending them, a build-up of exposure to a single sponsor across several transactions, or
to a single asset type across several sponsors. A book that looks diversified by loan count can be
concentrated on the map, and the map is how a lender detects and corrects such hidden
concentration before a downturn exposes it.

Figure 5. Exposure Concentration Map
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The map reveals concentrations by sponsor and asset type that loan count alone conceals; a management tool for
diversification.

Concentration limits, on exposure to any single sponsor, sector, sub-region or factor, are the
discipline that the map enforces. By capping the exposure to any single source of correlated risk,
the limits ensure that no single shock, a sponsor's failure, a sector's downturn, can dominate the
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book's loss. The limits necessarily constrain the book, sometimes forcing a lender to decline an
attractive transaction because it would breach a concentration limit, but that constraint is the price
of genuine diversification, and a lender that relaxes its limits to fund attractive transactions is
trading diversification for concentration one transaction at a time.

4.5 Deployment Pacing

Figure 6 contrasts two deployment patterns: a single-vintage deployment that invests the capital
quickly, and a staged deployment that invests it over several years. The staged deployment
spreads the book across vintages, so that it is not entirely composed of loans originated into the
conditions of one period, while the single-vintage deployment concentrates the book in one set of
conditions. The figure illustrates the pacing trade-off: faster deployment puts capital to work
sooner but concentrates vintage risk, while staged deployment diversifies across vintages at the
cost of leaving some capital uninvested for longer.

Figure 6. Deployment Pacing: Single-Vintage versus Staged

Deployment pacing: single-vintage versus staged
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Staged deployment diversifies across vintages; single-vintage deployment concentrates the book in one set of conditions.

The pacing choice interacts with the credit cycle. A lender that deploys all its capital at a cyclical
peak builds a book entirely exposed to the subsequent downturn; one that deploys steadily
catches a range of conditions and smooths its loss experience. Because a lender cannot reliably
time the cycle, staged deployment is the prudent default, sacrificing some early return for the
vintage diversification that protects against deploying everything at the wrong moment. The
pacing decision is thus a form of diversification in time, complementing the cross-sectional
diversification across sponsor and asset.

4.6 A Diversification Framework

Figure 7 sets out a diversification framework across six dimensions: sponsor, asset type, sub-
region, vintage, tenor and tier. Each dimension reduces a different source of correlated risk, and a
book diversified across all six is far more resilient than one diversified across loan count alone.
The framework is a checklist for deliberate diversification: rather than assuming that holding
many loans diversifies the book, the lender checks its exposure along each dimension and acts to
spread it where it is concentrated. Diversification, on this view, is not a by-product of holding
many loans but a deliberate construction across multiple dimensions.
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Figure 7. A Diversification Framework Across Six Dimensions
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Each dimension reduces a different correlated risk; deliberate diversification across all six beats diversification by loan
count.

4.7 The Net Book Yield

Figure 9 builds the net book yield from the blended gross book coupon, deducting expected loss,
costs and fees. The net book yield, like the transaction-level net yield of the loss paper, is several
points below the gross coupon but firmly attractive, and it is the figure the investor actually earns.
The book-level view adds the diversification benefit: because the book's loss volatility is lower
than any single transaction's, the net book yield is not only attractive but more reliable, delivered
with less variability than a single transaction would offer. This combination of an attractive net
yield with reduced volatility is the prize that book construction delivers.

Figure 8. Building the Net Book Yield
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The net book yield is several points below the gross coupon but attractive, and delivered with lower volatility than a single
loan.
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4.8 Interpreting the Results

The results support the propositions. A diversified book offers a similar net yield to its
transactions with lower loss volatility (Proposition 1); the diversification benefit diminishes and
is bounded by systematic risk (Proposition 2); tier composition is the principal risk-return lever
(Proposition 3); sourcing is the binding constraint on quality and size (Proposition 4); and
deliberate diversification across dimensions, with staged deployment, produces a superior risk-
adjusted return (Proposition 5). Together they show that a Gulf credit book is built, not
assembled, and that construction determines the return and resilience the investor experiences.

4.9 Construction and the Investor's Risk Tolerance

The three model constructions are not ranked from worse to better; they are points on a spectrum,
and the right point depends on the investor's risk tolerance and the role the book plays in its wider
portfolio. An investor for whom the Gulf book is a small, return-enhancing sleeve in a large,
diversified portfolio can tolerate the aggressive construction, because the book's downturn loss,
while large in isolation, is small relative to the whole portfolio. An investor for whom the book is
a substantial part of its assets should prefer the conservative construction, because it cannot
absorb the aggressive book's downturn loss. The construction choice is thus not made in isolation
but in the context of the investor's overall risk budget and the book's place within it.

This contextual view dissolves the apparent tension between the constructions. There is no single
best book; there is a best book for a given investor with a given risk tolerance and a given role for
the allocation. The framework's contribution is to make the trade-off explicit, so that the investor
can locate the construction whose base-case return meets its target and whose stressed return it
can withstand, given the book's size relative to its portfolio. An investor that chooses its
construction this way holds a book matched to its tolerance; one that chooses by base-case yield
alone holds a book whose downturn behaviour it has not considered, and may discover, in a
downturn, that it built a more aggressive book than it could afford.

4.10 The Cost of Hidden Concentration

The concentration map made visible a risk that loan count conceals, and it is worth dwelling on
the cost of hidden concentration because it is the most common way a seemingly diversified book
proves fragile. A book of forty loans sounds diversified, but if twelve of them are to the same
sponsor, or twenty are secured on the same asset type in the same sub-market, the book is in
substance a far more concentrated bet than its loan count suggests. The danger is that this
concentration accumulates gradually, transaction by transaction, each addition reasonable in
isolation, until the book carries a concentration no one decided to take. It is detected, if at all,
only when the concentrated factor turns, by which point it is too late to diversify.

The defence is the discipline of measuring concentration continuously and enforcing limits before
they are breached. By tracking exposure along each dimension and capping it, the lender prevents
the gradual accumulation of hidden concentration and ensures the book's diversification is real
rather than apparent. This costs the lender some attractive transactions, those that would breach a
limit, but the cost is the price of genuine diversification, and it is far smaller than the cost of
discovering a hidden concentration in a downturn. The map and the limits convert diversification
from an assumption based on loan count into a measured, enforced property of the book.

4.11 The Interaction of Diversification and Tier
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Diversification and tier composition interact in ways that matter for construction. A book
concentrated in the high tiers needs more diversification, not less, because its individual losses
are larger and more variable, so the idiosyncratic risk it must diversify away is greater. Yet high-
tier transactions are often scarcer and more idiosyncratic, making them harder to diversify. A
book that tilts aggressively toward the high tiers therefore takes on both greater loss severity and
greater difficulty in diversifying it, a double disadvantage in stress. A conservative, senior-tilted
book, by contrast, has smaller, more uniform losses that diversify more readily, so its
diversification is both more necessary and more achievable.

This interaction reinforces the case for tier discipline. The aggressive book is riskier not only
because its buffer is thinner, as the loss paper showed, but because its risk is harder to diversify,
so more of it survives into the realised loss. The conservative book is safer not only for its larger
buffer but because its risk diversifies more completely. The two effects compound, widening the
gap in stressed performance between the constructions beyond what the buffer alone would
imply. A lender weighing the tier choice should account for this interaction: moving up the tiers
raises both the severity of loss and the difficulty of diversifying it, a combination that the base-
case yield does not reveal but the downturn does.

4.12 Sizing the Allocation to the Book

Beyond constructing the book, the investor must size its allocation to the book within its wider
portfolio, and the two decisions are linked. The construction determines the book's stressed loss,
and the allocation size determines how much that stressed loss matters to the whole portfolio. A
conservative construction, with a small stressed loss, can support a larger allocation; an
aggressive construction, with a large stressed loss, supports only a smaller one if the portfolio's
tolerance is to be respected. The investor should therefore choose construction and size together,
so that the product of the book's stressed loss and its share of the portfolio remains within the
portfolio's risk budget.

This joint decision guards against a subtle error: sizing the allocation to the base-case return
while constructing the book aggressively, so that the stressed loss, when it arrives, is larger than
the portfolio anticipated. By sizing to the stressed loss of the chosen construction, the investor
ensures that even the downturn outcome is one the portfolio can absorb. The companion paper on
portfolio construction develops this sizing in the context of a multi-asset portfolio; the point here
is that the book's construction and its allocation size are two halves of one decision, and that
getting the construction right is wasted if the allocation is sized to the wrong scenario.

5. ROBUSTNESS AND SCENARIO ANALYSIS

The construction results depend on assumptions, and their credibility rests on how they respond
to variation. This section stresses the construction choices, examines a downturn, and states when
construction fails to protect the book.

5.1 Sensitivity to Construction Choices

Figure 8 reports the sensitivity of the net book yield to the construction choices: tier mix,
diversification, sourcing quality, fee load, deployment pace and average coupon. The tier mix and
diversification dominate, because together they determine the book's loss experience and its
resilience; sourcing quality matters because it sets the quality of the flow; the fee load,
deployment pace and average coupon matter but less. The tornado instructs the lender to
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concentrate on tier composition and diversification, the construction choices with the greatest
leverage over the book's risk-adjusted return.

Figure 9. Book Net-Yield Sensitivity to Construction Choices

Book net-yield sensitivity to construction choices

Tier mix

Diversification

Sourcing quality -

Average coupon -

Fee load

Deployment pace -

9.0 9.5 10.0 10.5 11.0 11.5 12.0 12.5
Net yield (%)

Tier mix and diversification dominate the book's net-yield outcome; sourcing quality matters, fees and pace less.

The sensitivity analysis confirms that construction is where the lender's leverage lies. The same
set of available transactions can be built into a conservative, resilient book or an aggressive,
fragile one, and the difference in stressed net yield between them is large. A lender that constructs
deliberately, choosing its tier mix and diversification with the stressed outcome in mind, controls
the variables that most determine its risk-adjusted return; one that assembles its book transaction
by transaction cedes that control to chance. Construction is not a refinement applied after the
transactions are chosen; it is the primary determinant of the book's performance.

5.2 The Downturn Scenario

The scenario that tests a book is a property downturn that raises defaults, depresses recoveries
and strikes many loans at once through the systematic factor. Table 3 shows the effect on the
three model books. The conservative book, with its large buffer and senior tilt, retains most of its
net yield; the balanced book is dented but remains positive; the aggressive book, with its thin
buffer and subordinated tilt, sees its net yield fall toward zero. The scenario validates the
emphasis on tier composition and diversification: it is in the downturn that the difference between
a well-constructed and a poorly-constructed book is largest, and the conservative construction
that sacrificed base-case yield is rewarded with resilience.

Table 3. Model Book Performance Under Base and Downturn (Illustrative)

Construction Base net yield Downturn net yield Change
Conservative 8.5% 5.5% -3.0%
Balanced 10.5% 4.8% -5.7%
Aggressive 12.8% 2.0% -10.8%

Illustrative severe-downturn scenario. The conservative book proves far more resilient; the aggressive book's thin buffer is

largely consumed.
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The scenario also shows what diversification can and cannot do. Within each construction, a
well-diversified book suffers less than a concentrated one, because idiosyncratic losses wash out;
but no construction escapes the systematic downturn entirely, because all real-asset loans share
the property-cycle exposure. Diversification reduces the avoidable, idiosyncratic part of the
downturn loss; the unavoidable, systematic part must be absorbed by the buffer and the
conservative sizing of the overall allocation. This is Proposition 2 in the downturn: diversification
helps, but the systematic floor remains, and the book must be sized to bear it.

5.3 When Construction Fails

Construction fails to protect the book under several conditions. It fails if the diversification is
illusory, if the loans, though numerous, are all exposed to the same sponsor, sector or sub-region,
so that the apparent diversification does not reduce the correlated risk. It fails if the tier
composition is more aggressive than the lender's risk tolerance, so that a downturn the lender
cannot withstand consumes the thin buffer. It fails if deployment is concentrated in a single
vintage at a cyclical peak. And it fails if sourcing is weak, so that the book is built from poor flow
regardless of how it is weighted and diversified. Each failure is a failure of construction
discipline, and each is addressed by the framework's emphasis on deliberate, multi-dimensional
construction.

5.4 Robustness of the Central Conclusion

Across the variations considered, the central conclusion, that a deliberately constructed book
delivers a superior risk-adjusted return to an accidentally assembled one, and that tier
composition and diversification are the principal levers, holds robustly. The framework does not
claim that construction eliminates risk; it claims that construction determines how much of the
available return the book captures and how much of the avoidable risk it avoids, and that these
quantities are large enough to justify treating construction as the primary discipline of Gulf credit
investing rather than an afterthought.

5.5 Liquidity and the Open-Ended Book

A construction consideration that stress reveals is the match between the liquidity of the book and
the liquidity offered to the book's own investors. A Gulf credit book is illiquid: its loans cannot
be sold quickly, and capital returns only as loans repay. If the book is held in a vehicle that offers
its investors frequent redemption, a mismatch arises, because the vehicle promises a liquidity its
underlying assets cannot provide, and a wave of redemptions in stress can force the book to seek
liquidity it does not have. The construction of the book must therefore be matched to the liquidity
terms offered to its investors: an illiquid book belongs in a closed-ended or long-lock vehicle, not
one offering ready redemption.

This matters most in a downturn, precisely when the systematic factor binds. A book funded by
patient, locked capital can hold its loans through the downturn, allow recoveries to be realised in
an orderly way, and capture the resilient net yield the framework describes. A book funded by
capital that can flee will face redemptions exactly when its assets are hardest to sell, forcing it to
crystallise losses at the worst moment. The liquidity match is thus part of construction: the book
must be built, and funded, so that its capital can stay the course its illiquid assets require, or the
resilience that construction otherwise provides will be undone by a liquidity mismatch the
construction failed to address.

5.6 Benchmarking the Constructed Book

Chennakeshav Adya | Building a GCC Private Credit Book | 2026



A constructed Gulf credit book should be benchmarked, in the investor's mind, against the
alternatives it actually displaces: developed-market private credit and other private-market
allocations of similar illiquidity. On the figures developed across the series, even the conservative
construction delivers a net yield above comparable developed-market senior direct lending, with
a resilience under stress that reflects its large buffer and strong recovery. The balanced and
aggressive constructions offer higher base-case yields at the cost of lower stress resilience,
positioning them against higher-returning, higher-risk alternatives. The benchmarking exercise
frames the Gulf book not as an exotic standalone bet but as a competitive option within the
investor's illiquid-credit choices.

The benchmark must be like-for-like in illiquidity and currency. The Gulf book's illiquidity is real
and must be matched against equally illiquid alternatives, not against liquid credit; its dollar-
pegged return requires no currency adjustment that a true emerging-market comparison would
demand, which strengthens the comparison against unpegged high-yield markets. Held to this
standard, a well-constructed Gulf book is competitive with, and on the conservative construction
superior to, the developed-market alternatives at a comparable risk, which is the portfolio-level
statement of the case the series has built. The constructed book earns its place in a portfolio not
on the promise of a high coupon but on a risk-adjusted, like-for-like comparison with the
alternatives it displaces.

5.7 What the Scenarios Do Not Capture

The scenario analysis stresses the book against a property downturn of varying severity, but
honesty requires noting what it does not capture. It does not capture the operational risk that a
lender mismanages its own book, mis-monitors its loans or fails to act on early warnings, which
is a real risk independent of the market. It does not capture the possibility of a structural shift in
the market, a permanent change in the supply of competing capital or in the behaviour of banks,
that alters the premium and the opportunity rather than merely cycling it. And it does not capture
correlations with the investor's other holdings, which determine how the book's losses combine
with the rest of the portfolio in stress. These are genuine risks beyond the scenarios, and a
complete risk assessment must consider them alongside the modelled property-cycle stress.

Acknowledging these limits does not weaken the framework but situates it. The scenario analysis
answers a specific question, how the book's net yield behaves under a property downturn of given
severity, and answers it usefully; it does not claim to capture every risk a book faces. The
disciplined lender uses the scenario analysis for what it reveals, the book's sensitivity to the
systematic factor, while attending separately to the operational, structural and cross-portfolio
risks the scenarios omit. A risk framework is valuable precisely when its scope is understood, and
the construction discipline this paper describes is one component of a wider risk management that
extends beyond the modelled downturn to the full range of risks a book in a young market must
navigate.

6. IMPLEMENTATION CONSIDERATIONS

Turning the framework into a live book-building capability requires attention to sourcing,
construction discipline, monitoring, scaling and the access structure.

6.1 Building Sourcing Capability
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Because sourcing is the binding constraint, building origination capability is the first priority.
This means investing in the relationships, reputation and reliability that generate proprietary flow,
with sponsors, brokers, advisers and local networks, and building the capacity to evaluate that
flow quickly and well. A lender that builds strong sourcing can be selective and still deploy; one
that neglects it is forced to choose between idle capital and lowered standards. Sourcing
capability is not a marketing function but the engine of the book, and it deserves the investment
and seniority that its importance implies.

6.2 Holding Construction Discipline

The discipline of construction is to make the tier, diversification and pacing decisions at the level
of the whole book and to hold them as transactions are funded, rather than letting the book drift
transaction by transaction. This requires explicit targets, a target tier composition, concentration
limits, a deployment schedule, and the discipline to decline transactions that would breach them
however attractive individually. The temptation is always to make an exception for the
compelling transaction; the discipline is to recognise that a book of exceptions is no longer the
book that was designed, and that the integrity of the construction depends on holding the limits
even when it costs an attractive deal.

6.3 Monitoring the Book as a Whole

Beyond monitoring individual loans, the lender must monitor the book as a whole: its evolving
tier composition, its concentrations on the map, its vintage spread, and its aggregate exposure to
the systematic factor. The book-level view reveals risks that loan-level monitoring misses, a
creeping concentration, a drift toward higher tiers, a bunching of vintages, and allows the lender
to correct them before a downturn exposes them. Book-level monitoring is the ongoing form of
construction discipline, ensuring that the book remains the one that was designed as it evolves
and as market conditions change.

6.4 Scaling the Book

Scaling a Gulf credit book is constrained by sourcing, because a larger book requires more high-
quality flow, and by the capacity to underwrite and monitor more loans without diluting quality.
A lender scaling its book must scale its sourcing and its underwriting capability in step, rather
than raising more capital than its funnel and team can deploy at standard. The diversification
curve also bears on scaling: beyond the point where diversification is captured, a larger book adds
loans without reducing risk, so scaling beyond that point must be justified by return and
capability, not by diversification. Disciplined scaling matches capital to capability; undisciplined
scaling raises capital first and stretches capability to follow.

6.5 The Access Structure

For the investor accessing Gulf credit rather than building a book directly, the access structure,
fund, managed account or co-investment, shapes both the fee load and the degree of construction
control. A fund delivers a pre-constructed book at a full fee; a managed account allows the
investor to influence the construction at a lower fee; co-investment lets the investor build its own
book transaction by transaction alongside a manager, at the cost of requiring its own construction
capability. The right structure depends on the investor's scale, capability and desire for control,
and the choice should be made with the construction framework in mind, since it determines who
makes the construction decisions that this paper shows are decisive.
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6.6 For Allocators: Assessing Construction

An allocator assessing a Gulf credit manager should diligence its construction as carefully as its
underwriting. The relevant questions are concrete: what is the manager's tier composition, how
does it diversify, what are its concentration limits, how does it pace deployment, and how does it
monitor the book as a whole? A manager with a deliberate, disciplined construction is likely to
deliver the resilient net yield the framework describes; one whose book is the accidental sum of
its transactions, however good each transaction, carries concentration and tier risks that a
downturn will expose. Construction discipline is a predictor of downturn performance, and it is
observable now, before the downturn, for the allocator who asks.

6.7 Construction and the Rest of the Series

Book construction is the capstone of the credit series, integrating the transaction-level disciplines
the earlier papers developed. The coupon paper explained the premium that the book earns; the
underwriting paper supplied the tier assessment that drives the book's composition; the security
paper supplied the recovery that limits the book's losses; and the loss paper supplied the buffer
and net-yield analysis that the book aggregates and diversifies. A lender that has internalised the
series builds each transaction soundly and then constructs the book deliberately from sound
transactions, capturing at the portfolio level the discipline applied at the transaction level. The
whole is the sum of the parts, built rather than assembled.

6.8 Building the Book Through the Cycle

A book is not built once but continuously, and building it well through the cycle requires
adjusting the construction as conditions change. Near a cyclical peak, when coupons are tight and
competition keen, the disciplined builder tightens its standards, raises its tier discipline and slows
deployment, accepting a slower build rather than funding marginal transactions at the top of the
cycle. After a correction, when coupons widen and competition thins, it deploys more confidently
into the better vintage. This counter-cyclical adjustment, cautious when others are aggressive and
aggressive when others are cautious, is difficult to sustain because it runs against the prevailing
sentiment, but it is exactly what produces a book whose vintages are weighted toward favourable
conditions.

The discipline is hard because the incentives and the mood of the market push the other way:
capital is easiest to raise and deploy at the peak, when confidence is high, and hardest after a
correction, when it is low, yet the post-correction vintage is the better one. A builder able to resist
this pressure, to slow at the peak and accelerate after the correction, builds a materially better
book than one that deploys with the cycle. This is the temporal dimension of construction
discipline, and it complements the structural disciplines of tier weighting and diversification:
building the book through the cycle, not just at a point in it, is what turns a good construction
framework into a good book over time.

6.9 Common Construction Errors

Several construction errors recur, and the framework is designed to prevent them. The first is
assembling rather than building, letting the book emerge from transaction decisions without
managing the whole. The second is mistaking loan count for diversification, holding many loans
that share a hidden concentration. The third is choosing the tier composition by base-case yield
alone, building a more aggressive book than the investor can withstand in stress. The fourth is
deploying too quickly, concentrating the book in a single vintage at a possibly unfavourable point
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in the cycle. The fifth is mismatching the book's illiquidity with the liquidity offered to its
investors, inviting forced selling in stress.

Each error shares a root: attending to the transactions while neglecting the book. The remedy,
throughout, is to treat the book as a designed object with its own targets, limits and monitoring,
distinct from the sum of its transactions. A lender that makes this shift, from selecting
transactions to constructing a book, avoids the errors and captures both sources of return, the
average net yield of sound loans and the diversification benefit of deliberate construction. The
errors are not exotic; they are the natural result of stopping at the transaction level, and the
discipline of book construction is precisely the discipline of not stopping there.

6.10 Governance of the Book

The construction discipline must be embedded in governance to survive the pressures that erode
it. The book's targets, tier composition, concentration limits, deployment schedule and
diversification objectives, should be set explicitly, approved by the investment committee, and
monitored against actuals at the book level, so that drift is detected and corrected. The committee
should see not only individual transactions but the book's evolving shape: its tier mix, its
concentrations, its vintage spread, and its aggregate exposure to the systematic factor. Governing
the book as a whole, rather than approving transactions one by one, is what keeps the constructed
book true to its design as it grows and as the temptation to make exceptions accumulates.

Governance also guards against the incentive to grow the book beyond what sourcing and
capability support. A committee focused only on deployment will push the book past the point
where quality and diversification can be maintained; one that governs to the book's design will
hold size in line with sourcing and capability, accepting slower growth to preserve quality. The
governance of the book is, in this sense, the institutional embodiment of the construction
discipline: it is where the choices the framework describes are made, enforced and defended
against the pressures, commercial and psychological, that would otherwise turn a built book back
into an assembled one.

6.11 The Book as a Franchise

A final implementation perspective is to see the well-constructed book not as a static portfolio but
as a franchise that compounds over time. A lender that sources strong flow, underwrites soundly,
constructs deliberately and monitors rigorously builds, with each vintage, not only a return but a
reputation, a dataset and a set of relationships that make the next vintage easier to source and
better to construct. The franchise compounds: good construction attracts good flow, which
enables better construction, which produces better outcomes, which attract more and better flow.
The book becomes more than the sum of its loans; it becomes a self-reinforcing capability that
later entrants cannot easily replicate.

This franchise value is the deepest reason book construction matters. A single well-constructed
book delivers an attractive risk-adjusted return; a succession of them builds a durable advantage
in a market where, as the first paper argued, the structural premium will eventually compress. The
lender that builds a franchise captures the premium while it is wide and retains an edge, through
superior sourcing, data and construction, as the market matures and the premium narrows. The
discipline of building rather than assembling thus pays twice: once in the resilient return of each
book, and again in the compounding franchise that disciplined construction creates over time.
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That compounding is the ultimate prize of treating the book as a designed object and the
construction as a craft.

6.12 From Framework to First Book

For the lender or allocator building its first Gulf credit book, the framework reduces to a
sequence of practical steps. Establish the sourcing capability, or the access to it, that will supply
the flow, and size the ambition to that flow rather than the reverse. Choose a tier composition
matched to the risk tolerance and the book's role in the wider portfolio, with the stressed
outcome, not the base-case yield, as the deciding consideration. Set explicit concentration limits
and a diversification target across the six dimensions, and a staged deployment schedule that
spreads the book across vintages. Then build, transaction by sound transaction, holding the limits
and the schedule even when an attractive deal tempts an exception, and monitor the book as a
whole as it grows.

Followed in sequence, these steps convert the framework into a first book that is constructed
rather than assembled, and that captures both the average net yield of sound transactions and the
diversification benefit of deliberate construction. The first book is also the foundation of the
franchise: built well, it generates the reputation, data and relationships that make the second book
easier and better. The lender that approaches its first book as the start of a franchise, rather than a
one-off deployment, brings to it the discipline that compounds. The framework does not make
book-building easy, sourcing, underwriting and construction all demand capability and effort, but
it makes it deliberate, and deliberateness, applied consistently, is what separates the resilient,
compounding book from the fragile, accidental one.

6.13 Aligning the Team to the Book

A constructed book requires a team whose incentives and structure align with the book's long-
run, risk-adjusted performance rather than with deployment or gross income. Originators should
be rewarded for sourcing flow that clears the construction standards, not for volume; underwriters
for accuracy that shows up in low realised losses, not for approvals; and the whole team for the
book's net, risk-adjusted return over time, not for its size at a moment. Misaligned incentives are
how a construction discipline erodes in practice: a team paid to deploy will fund the marginal
transaction, breach the limit for the attractive deal, and grow the book past what sourcing
supports, turning a designed book back into an assembled one regardless of the framework on
paper.

Alignment also requires the right organisational structure: a credit function with the authority to
decline transactions that breach construction limits, a portfolio-management function that owns
the book as a whole, and a culture that treats a well-judged decline as a contribution rather than a
missed deal. These are the institutional conditions under which the construction discipline
survives contact with commercial pressure. A lender that builds the team and the incentives to
match the book it intends to construct will hold that book through the cycle; one that builds the
framework but not the alignment will watch the framework give way, transaction by transaction,
to the incentives that actually drive behaviour. The book, in the end, is built by people, and
aligning them to its design is the last and most human element of the construction discipline.

7. CONCLUDING COMMENTS

Chennakeshav Adya | Building a GCC Private Credit Book | 2026



This paper has taken the final step in the credit series, from the transaction to the book, asking
how a lender turns individual high-yield Gulf transactions into a diversified, resilient portfolio.
The answer, developed through a structured construction framework, is that a Gulf credit book is
built, not assembled: its return and resilience are the product of deliberate choices about sourcing,
tier weighting, diversification and pacing, rather than the accidental sum of whatever transactions
a lender happens to fund.

The practical implications follow. Sourcing capability is the binding constraint, and book size
should be matched to it rather than the reverse. Tier composition is the principal risk-return lever,
trading base-case yield against stress resilience, and should be chosen with the stressed outcome
in mind. Diversification across sponsor, asset type, sub-region, vintage, tenor and tier reduces
idiosyncratic risk but is bounded by the systematic property-cycle exposure, which must be sized
and accepted as the irreducible residual. Staged deployment diversifies across vintages and
guards against deploying everything at a cyclical peak. And the book must be monitored as a
whole, not merely loan by loan, so that it remains the book that was designed.

The argument is properly qualified. The framework is stylised and its figures illustrative, not
forecasts; the correlation and diversification assumptions are central and uncertain, and only
realised experience through a cycle will confirm them; and the construction that is optimal
depends on the investor's risk tolerance, capability and access, which the framework
parameterises but cannot prescribe. The contribution is not a recommended book but a discipline
for building one: source strong flow, weight the tiers to the desired profile, diversify deliberately
across dimensions, pace deployment, and monitor the whole.

The study suggests several extensions. As realised book data accumulate, the modelled
diversification benefit and correlation could be estimated rather than assumed. The optimal
construction could be derived formally for a given risk tolerance, rather than illustrated through
archetypes. And the interaction between construction and the access structure, fund, managed
account, co-investment, could be examined in greater detail. Each extension would sharpen the
framework without altering its message.

In sum, the paper's contribution, and the culmination of the series, is to show that the Gulf
private-credit opportunity is captured not transaction by transaction but at the level of the book,
and that the book is built through a discipline of sourcing, structuring and diversifying. The
transaction-level disciplines of the earlier papers are necessary but not sufficient; it is their
integration into a deliberately constructed book that delivers, to the disciplined investor, the
attractive and resilient net yield that the Gulf opportunity, properly captured, can provide.
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APPENDIX A. BASE-CASE ASSUMPTIONS

Table 4. Full Parameter Set for the Book-Construction Framework

Parameter Base case Low High
Blended gross book 14.5% 12.5% 16.5%
coupon

Number of loans 40 20 60
Max exposure per 9% 6% 12%
sponsor

Max exposure per 28% 20% 35%
sector

Loss correlation Moderate Low High
Expected book loss 2.0% 1.0% 3.5%
(base)

Stressed book loss 6.0% 4.0% 9.0%
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Servicing cost 0.9% 0.6% 1.3%

Fund fee load 2.4% 1.5% 3.0%
Deployment period 2.5 years 1.5 years 4 years
Conservative senior 60% 50% 70%
weight

Aggressive 50% 40% 65%
subordinated weight

Target hold / tenor 4 years 3 years 5 years
Diversification floor 1.3% 1.0% 2.0%
(systematic)

Indicative, illustrative parameter set; low and high columns define the ranges used in the scenario analysis. Not forecasts.

APPENDIX B. GLOSSARY

The following terms are used in this paper. Definitions are provided for the non-specialist reader and
are deliberately plain rather than technical.

Access structure The vehicle through which an investor accesses the market: a fund, managed
account or co-investment.

Book A portfolio of loans held by a lender; the unit whose return and risk the investor
experiences.

Concentration limit A cap on exposure to any single sponsor, sector, sub-region or factor, used
to enforce diversification.

Construction The deliberate building of a book through choices about sourcing, tier weighting,
diversification and pacing.

Correlation The tendency of losses on different loans to move together; high correlation limits
diversification.

Deployment pacing The rate at which committed capital is invested over time.

Diversification The spreading of exposure across many imperfectly correlated holdings to
reduce risk.

Idiosyncratic risk Risk specific to an individual loan, which diversification can reduce.

Loss volatility The variability of a book's losses over time; reduced by diversification toward a
systematic floor.

Managed account An access structure in which a manager invests for a single investor, who
retains more control and lower fees.

Net book yield The return an investor keeps on the whole book after losses, costs and fees.

Origination The sourcing and arranging of loans; the engine of the book and the binding
constraint on its size and quality.

Pacing See deployment pacing; the timing of capital deployment across the cycle.

Portfolio construction The discipline of combining holdings to achieve a desired risk-return
profile.
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Selectivity The proportion of screened transactions a lender funds; higher selectivity raises book
quality.

Sourcing funnel The attrition from screened opportunities to funded transactions that supplies a
book.

Sponsor The owner or developer behind a transaction; a key dimension of diversification and
concentration.

Staged deployment Investing capital over several years to diversify across vintages.
Stressed net yield The net yield a book delivers under a severe but plausible downturn scenario.

Systematic risk Risk common to all holdings, here the property cycle, that diversification cannot
remove.

Tenor The term of a loan; a dimension of diversification and a driver of illiquidity.

Tier (underwriting tier) A category grouping transactions of similar assessed risk; tier
weighting sets the book's profile.

Vintage The set of loans originated in a given period, whose conditions shape their loss
experience.

Vintage diversification Spreading a book across multiple origination periods to reduce exposure
to any single set of conditions.

Risk-adjusted return Return considered in relation to the risk borne to achieve it; the proper
measure of book performance.
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