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MARKETS

November 13, 2024

Natasha Vij Greiner

Director, Division of Investment Management
Securities and Exchange Commission

100 F St NE

Washington, DC 20549

Re:  SPDR SSGA Apollo IG Public & Private Credit ETF
Investment Company Act of 1940 File No. 811-22542

Dear Director Greiner:

Better Markets' appreciates the opportunity to comment on the above-captioned filing.>
The filing would expose retail investors to private credit through an exchange-traded fund (ETF).
But the potential for ETFs to expose retail investors to private credit carries enormous risk.

1. The Potential for Unreliable Valuations Threatens Retail Investors.

ETFs are traditionally low-cost and low-risk investments that track a market index.® They
are considered lower-risk investments because they offer diversification in the form of holding
multiple stocks or other securities.* They are also required by law to invest in highly liquid
assets.” An essential characteristic of ETFs is that they can be easily bought and sold on
exchanges and trade freely throughout the trading day.® ETFs also normally “avoid the perils of
unfair valuation by trafficking in publicly traded investments.”” Investors will usually “be
cognizant of recent and reliable prices for each of the ETF’s component investments.”® So ETFs
normally offer retail investors a way to diversify their risk while investing in the public markets.’

Better Markets is a non-profit, non-partisan, and independent organization founded in the wake of the 2008
financial crisis to promote the public interest in the financial markets, support the financial reform of Wall
Street, and make our financial system work for all Americans again. Better Markets works with allies—
including many in finance—to promote pro-market, pro-business, and pro-growth policies that help build a
stronger, safer financial system that protects and promotes Americans’ jobs, savings, retirements, and more.
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But the filing seeks to offer retail investors a way to invest in the private markets. Private
credit is a part of the private markets that involves lending by non-bank institutions.!® The issue
for retail investors is that private credit funds typically invest in illiquid debt investments.!!

Private loans by their very nature rarely trade. That means fund managers do not
have market data to rely on for objective valuations.!?

As a result, the loans that private credit funds make are difficult to value in the best of times.'?

This means that nobody really knows how to value the loans. Because nobody knows the
loans’ true valuation, it is unclear how anybody can know what the loans are worth.!* The upshot
is that the valuation of the loans can vary widely based on who is doing the valuation.'

Private Lenders See Things Differently
How direct lenders value the same loans can vary sharply
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The absence of a consensus as the loans’ value could also be hiding loans that are in
trouble.'® Investors “could be left in the dark or potentially misled if a lender or buyout firm has
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been overly optimistic about its portfolio.”!” As a result, the “inherent difficulty of valuing non-
traded loans . . . could expose investors in these funds to unforeseen losses.”!®

This is especially a problem for the filing. It is not clear that the ETF will use a third
party to help value the loans.!® Apollo’s role as the “‘originator, buyer, seller and valuation
provider of the ETF’s private credit investment’” presents “‘potential conflicts of interest.””?

(139

IL. The Potential for a Lack of Liquidity Threatens Retail Investors.

In addition to unreliable valuations, the illiquid nature of the loans that private credit
funds make poses additional risks. ETF investors normally need high liquidity.?! Indeed, as listed
securities, ETFs normally are traded constantly.?? But private investments “are known for barely
changing hands.”? So it is unclear how retail investors can easily withdraw money from funds
loaded with illiquid assets.?* This “raises questions about how the mechanics of the fund would
operate—especially in the event of a wave of redemptions amid a major selloff or credit crisis.”*

The filing is essentially trying to build “a highly liquid ETF out of illiquid private
loans.”?® ETFs are designed for liquidity, but the underlying securities in this ETF effectively
would not ““trade at all.””?” This “‘limited liquidity’” creates issues for the ETF structure.?®
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There is also the problem of “‘trying to offer a deeply illiquid instrument in a highly
liquid wrapper such as the ETF.”* There is a mismatch between the illiquidity of private credit
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as an underlying asset and the expectation of retail investors that ETFs are highly liquid.*® Retail
investors may not understand the risks in the illiquid asset class that is private credit.’!

The proposed solution to the liquidity problem is that Apollo has entered into a contract
with the fund to act as a liquidity provider.*? It says it will provide private credit instruments for
the fund to buy and provide it with intraday, executable bids on all its holdings.*® But State Street
admits that if Apollo can’t provide bids for its private credit instruments, then assets that were
deemed to be liquid may become illiquid.** This is “significant because US regulations only
allow open-ended funds to hold 15% of their holdings in illiquid assets.”* So the “risk is that
swaths of the portfolio deemed liquid could become illiquid if Apollo fails to provide the bids.*

Fundamentally, it seems like the filing is trying to fit a square peg in a round hole.’” The
ETF intends to treat the private credit portions of the fund as though they were liquid.*® But the
way the ETF says its assets will be liquid is “‘not the way we usually define liquidity.””°

(133

III.  The Potential for Systemic Risk Threatens Retail Investors.

Aside from the need for an ETF that seeks to invest in private credit to ensure reliable
valuations and sufficient liquidity, the bigger issue “‘is whether or not instruments specifically
constructed for the private market can or should be made available to the public market.””*’ The
filing’s proponents say that making private debt more accessible to a wider swath of investors
would ““democratize access to private asset exposures.’”*! But exposing retail investors to riskier
assets in the name of democratizing finance can have deleterious consequences. For example,
Robinhood says that its mission is to democratize finance for all.*? Yet Robinhood has induced
“users with little to no investment experience” to “trade the riskiest products” and “trade more
frequently to their detriment.”* Its “business model depends on the ‘poor’—ordinary investors
with surplus capital—making capital allocation decisions without regard to information relevant
to a security’s payoff, so that the ‘rich’ can benefit.”** As a result, it “generates profit to principal
trading firms, rather than investment in economic coordination and social provisioning that will
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grow the real economy.” This is why “democratizing finance” has been described as
““open[ing] up the casino to as many people as possible, while masking it in the language of
universal stock ownership.”**® Skepticism is therefore warranted that supposedly democratizing
access to the private markets through the filing will actually benefit retail investors.

The implications extend beyond retail investors. Jamie Dimon recently warned that
private credit markets could cause turmoil as retail investors are increasingly exposed to the
space and encounter private credit assets that might be illiquid, improperly marked, or not stress-
tested.*” He said “‘there could be hell to pay’” as retail investors get access to private credit
assets that tend to be less liquid than traditional financial assets.*® Perhaps most troubling,
Dimon noted that the opaqueness of the market reminded him “a little bit of mortgages.”*

Indeed, Professor Lenore Palladino at the University of Massachusetts at Amherst has
warned that beyond the risks to retail investors private credit poses systemic risks.

Private credit funds pose a unique set of potential systemic risks to the broader
financial system because of their interrelationship with the regulated banking sector,
the opacity of the terms of their loans, the illiquid nature of the loans and potential
maturity mismatches with the needs of limited partners to withdraw funds, and the fact
that this growing market has never been through a downturn in the business cycle.*

So, according to Palladino, private credit involves “loans made to companies using financial
assets that ultimately come from households, in which the loans are risky and opaque, and the
terms bespoke, and in which risk is passed along through securitization so that it’s unclear where
it lives.”! Palladino concludes starkly that if you replace “financial” with “mortgage” “we have
the basic setup of the last financial crisis.”*> The SEC needs to consider the characteristics of
private credit and the concomitant risks as it considers the filing for a private credit ETF.
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Conclusion

The issue that the filing raises is that a “key boundary exists in U.S. securities regulations
between the types of investments sophisticated investors with long time horizons like pension
funds are allowed to invest in and investments like ETFs that are available to retail investors.”>
In the Investment Company Act of 1940, Congress sought to protect retail investors in public
funds “by imposing extensive public reporting and investor disclosure obligations™ on the funds,
and by requiring that they “maintain liquidity standards, promptly pay investor redemption
demands, and calculate and publish a daily (NAV) for the fund.”>* These requirements do not
apply to private funds.” Yet despite the fact that the filing seeks to create an ETF that invests in
private credit, the filing does not contain sufficient information to ameliorate the concerns about
potentially unreliable valuations and a lack of liquidity. Indeed, the filing is not that different
from a filing for a more typical ETF.*® Even advocates of expanding retail investors’ access to
private credit markets agree that investor protection measures are “critical to any initiative to
allow retail investors to participate in private funds.”’ The filing lacks such sufficient measures.

We hope these comments are helpful as the Commission considers the filing.

Sincerely,
Benjamin L. Schiffrin
Director of Securities Policy

Better Markets, Inc.

2000 Pennsylvania Avenue, NW
Suite 4008

Washington, DC 20006

(202) 618-6464

bschiffrin@bettermarkets.org
http://www.bettermarkets.org
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