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Editor's Note

The syndicated leveraged-loan market has effectively ceded deal flow to direct
lenders. This migration accelerated after 2022, when the Fed's rate hikes
made traditional LBO structures unworkable for sponsors and CLO demand
evaporated. Private credit now finances the majority of new leveraged
buyouts. The question this week is whether this structural shift has created a
durable allocation opportunity, or whether compressed spreads and stretched

valuations in direct lending now price in all the structural advantage.

Against our Balanced house view, we initiated a 2pp allocation to private
credit partly on this logic: the shift from public to private credit is real, dry
powder is deployed, and yields still compensate for illiquidity relative to HY
at 2.86% OAS. But the gap has narrowed. We need to examine whether the
private credit thesis still holds as tightly as it did six months ago, or whether
execution risk and valuation saturation have begun to offset the structural

advantage.

The macro backdrop supports the timing question: rate expectations have
stabilized, credit stress remains low, and corporate earnings surprised to the
upside this week (NVDA, TGT, HD all beat). That backdrop makes it harder
to blame caution. The real test is whether private credit offers genuine alpha

or has simply become the consensus trade.

Macro Snapshot, as of 2026-05-21



NWCA Macro Shapshot — 20-year credit-stress context (as of May 21, 2026)
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Chart: Moody's Baa-10Y spread (FRED *BAALOY', 1986+) as long-history credit-stress proxy. Current regime metric is HY OAS (live from NWCA macro signals API, 2023+) — see bullets above

20-year history. Credit Stress = Moody's Baa-10Y spread (FRED BAA1eY ,
blue), used as a long-history proxy because the official ICE BofA HY OAS
series has only ~3 years of free public history. SPY ($, log scale, green). LEI
z-score = OECD US Composite Leading Indicator (dashed orange). NBER

recessions shaded.

¢ Regime: LOW STRESS. NWCA's overall stress label (LOW / MEDIUM /
HIGH STRESS), derived from credit-spread percentile + leading-indicator
direction.

e HY OAS: 2.86%, tight, with no stress priced. High-yield option-adjusted
spread: the extra yield investors require to hold US sub-investment-grade
corporate bonds over Treasuries. Tighter spread = less credit stress priced.

e LEI z-score: +1.23, rising (+0.38 over trailing 3m). Standardised level of
the OECD Composite Leading Indicator for the US. A z-score expresses
today's reading in standard deviations from the long-run average: o is
neutral, > +1 is solidly above trend, < —1 is solidly below.

e SPY: $737.87. SPDR S&P 500 ETF closing price; broad-market US equity
proxy.

Source: NWCA macro signals API - Data as of 2026-05-21

Private Credit Steps Into the Void as Syndicated Leverage
Collapses



The migration from syndicated loans to direct lending accelerated sharply
after the Fed began hiking rates in early 2022. When floating-rate coupons on
leveraged loans jumped from roughly 4% to 10%, sponsors could no longer
underwrite LBOs on old assumptions. CLO demand dried up, forcing banks to
retreat from their role as loan distributors. Direct lenders filled the gap with
speed, structural flexibility, and certainty of funding, advantages that
syndicated markets could not match once rates moved. This structural shift is
durable: even as rates have stabilized, the plumbing of leveraged finance has
not reverted to pre-2022 shape. Private credit has become the default

financing vehicle for sponsors executing leverage transactions.

The scale of this reallocation is material. Torsten Slok's May 2026 analysis at
Apollo Global shows that direct lending now dominates new LBO financing by
a significant margin, capturing the plurality of deal flow that would have been
syndicated in the 2010s. Syndicated loan volumes remain depressed relative
to direct lending activity, even as credit spreads have tightened and funding
conditions have eased. The HY OAS stands at 2.86%, well below stress levels,
yet sponsors continue routing new leverage through direct lenders instead of
returning to public syndication. This reveals a structural preference, not a
cyclical retreat. Sponsors value the bespoke terms, the speed of execution,
and the confidentiality of bilateral negotiation. The syndicated market's
standard covenants and broad investor syndication have become a friction

cost.

The strongest objection is that this divergence will not persist once the
syndicated market regains attractive pricing. CLOs could re-emerge as serious
marginal buyers if IG credit spreads widen or if CLO equity arbitrage becomes
compelling again. Banks retain the capability to distribute large leveraged
loans and could re-enter underwriting if deal economics improve. Sponsors
are fundamentally incentivized by cost, and if syndicated paper becomes
cheaper than direct lending, capital flows follow. The argument for durability
rests on the assumption that sponsors will accept higher costs for operational

flexibility, which is plausible but far from inevitable.

The forward signal to watch is the path of CLO issuance and syndicated loan
demand over the next two to three quarters. If CLO volume begins to climb

and syndicated loan deal counts rise in tandem, the private credit advantage



erodes and we approach a hybrid financing regime. If direct lending sustains
its share despite tightening spreads and easier funding conditions, the
structural thesis holds. For portfolio positioning, the implication is
straightforward: the higher expected returns on private credit relative to
compressed public credit are real, and the liquidity drag is a justified cost of
accessing them. This validates the House View's May tactical decision to
initiate private credit exposure and deploy CHF cash into the highest-yielding

tranches of the private market.

What's Moving This Week

United States. Earnings surprises this week revealed divergent market
signals. NVDA reported EPS of 1.87 versus consensus of 1.77, a 5.6% beat, yet
shares closed up only 1.30% on the print and fell 1.96% the next day, which
suggests the market is pricing in execution risk despite strong fundamentals.
TGT delivered a 17.1% EPS surprise (1.71 vs 1.46 estimate) but sold off 3.86%
intraday, then declined another 0.90%, signaling investor skepticism about
margin sustainability at higher volumes. HD's 0.6% EPS beat (3.43 vs 3.41)
produced modest positive momentum: up 0.88% on print, then 2.69% the
following day. The pattern is instructive: big surprises no longer guarantee
equity upside. Three macro constraints, Iran conflict inflation, tightening
credit conditions (HY OAS at 2.86%), and power-grid limits on Al
infrastructure, are offsetting chipmaker delivery strength and consumer
resilience. Friday brings retail sales, industrial production, and existing home
sales; these will test whether the US consumer is genuinely holding or

entering fatigue.

China. Baidu reported EPS of 12.06 against consensus of 11.43, a 5.5% beat,
yet the stock gained only 1.76% on the print and was flat the next day,
mirroring the US tech earnings dynamic. Upcoming earnings from Xiaomi
(1810.HK, consensus EPS 0.21 on 26 May) and PDD Holdings (consensus
EPS 16.37 on 27 May) will test whether the broader China tech narrative has
stabilized or remains under pressure from regulatory uncertainty and slowing
domestic demand. Hong Kong airport traffic rose 13% year-on-year in the
first four months, a tangible sign of travel recovery, but the region's property

and fintech sectors remain structurally constrained. No material macro



catalysts for China this week; investors will be watching the May PMI data

and any signals of Beijing stimulus ahead of Q2 earnings season.

Europe. The week's narrative centers on energy and industrial policy, not
earnings. A Swiss battery developer is drawing on UK expertise to supply Al
data-centre power demand, which illustrates the infrastructure arbitrage
between Swiss engineering and UK innovation and supports European
industrials while AI capex cycles persist. The Post Office's replacement of
Fujitsu systems with Accenture and OneView Commerce (£500mn contracts)
signals public-sector IT consolidation and managed-services growth.
Handelsblatt reports Wall Street's muted reaction to strong tech earnings,
with geopolitical tension over Iran dominating risk sentiment and pushing oil
prices higher. Friday's HCOB Flash Eurozone PMI Composite (May) will be
the week's key European data point; given the IAM's +3pp tilt to DM ex-US
equity on EPS revision strength and EUR weakness, a PMI above 50 would

reinforce that positioning.

Switzerland. Richemont (CFR.SW) reports on Friday (22 May). Luxury
sentiment remains hostage to China demand uncertainty and high-net-worth
volatility in the US; the earnings print will be closely watched for forward
guidance on Asia exposure and pricing power. NZZ reports SpaceX and
OpenAlI IPO plans with valuations up to 2 trillion dollars, introducing
volatility into Swiss wealth-management flows and regulatory discussion
around foreign tech exposure. No material allocation implications this week,
but CFR.SW earnings could inflect Swiss large-cap sentiment if luxury

demand signals weaken.

Calendar

e Thursday, 21 May - US. Retail Sales, Industrial Production & Capacity
Utilization, Existing Home Sales (Apr): three pillars of domestic demand
and capacity constraint, and an early signal on whether the Iran conflict

has begun to dent consumer and manufacturing activity.

e Friday, 22 May - Europe. HCOB Flash Eurozone PMI Composite
(May): leading indicator for European industrial momentum; directly

relevant to the tactical overweight in DM ex-US cyclicals.



e Friday, 22 May - US. Housing Starts and S&P Global Flash PMI
Composite (May): housing supply data plus a services and manufacturing
cross-check; together they test whether the recent slowdown signals are

persistent or transient.

e Monday, 26 May - US. Employment Situation (NFP): the month's
heaviest labour-market print; inflation and rate-path implications will

dominate market repricing.

e Thursday, 28 May - US. Q1 GDP, second estimate: final revision of
first-quarter growth; possible downside surprise given the macro

snapshot's LEI z-score of 1.23 (early-cycle caution).

Reading List

Torsten Slok. Rate Hikes Accelerated the Migration to Direct Lending.
Apollo Academy, 19 May 2026. https://www.apollo.com/wealth/the-daily-

spark/rate-hikes-accelerated-migration-to-direct-lending. Direct lenders

captured LBO financing share as syndicated loan economics collapsed under
higher rates; the structural shift that justifies the tactical private-credit

allocation.

Lin Shao and Rongsheng Tang. Allocative Efficiency and the Productivity
Slowdown. BIS Working Papers, 07 May 2024.
https://www.bis.org/publ/work1185.htm. Historical analysis of productivity

regimes; relevant context for assessing whether current European EPS

revision signals genuine cyclical recovery or margin-squeeze relief.

Our Allocation View

Strategy: NWCA May 2026 Tactical (Balanced) - v1.0 - effective 2026-05-15 -

Balanced risk profile


https://www.apollo.com/wealth/the-daily-spark/rate-hikes-accelerated-migration-to-direct-lending
https://www.apollo.com/wealth/the-daily-spark/rate-hikes-accelerated-migration-to-direct-lending
https://www.bis.org/publ/work1185.htm

NWCA May 2026 Tactical (Balanced) (effective May 15, 2026)

Tactical changes from prior month (movers only)

Equity — DM ex-US (Europe + Japan) e e e e m ¢ +3.0pp
Fixed Income — High Yield -3.0pp ¢ - ----——-——-—-=--————-—-
Fixed Income — Global IG (short-duration) e e e e = ’ +2.0pp
Fixed Income — Global IG (intermediate) -2.0pp ¢ ----=-=-=-===q
Alternatives — Private Credit + Real Asse... o ——— - === < +2.0pp
Cash — CHF -2.0pp Y----------+
-4pp -3pp -2pp -1pp +1pp +2pp +3pp +4pp
Asset class Region Strategic % Tactical % A vs prior
Equity DM ex-US (Europe + Japan) 25.0% 28.0% +3.0pp
Equity us 30.0% 30.0% —
Equity Emerging Markets 5.0% 5.0% —
Fixed Income Global IG (short-duration) 5.0% 7.0% +2.0pp
Fixed Income Global IG (intermediate) 18.0% 16.0% -2.0pp
Fixed Income High Yield 7.0% 4.0% -3.0pp
Alternatives Private Credit + Real Assets 3.0% 5.0% +2.0pp
Real Estate Global REITs 2.0% 2.0% —
Gold Global 2.0% 2.0% —
Cash CHF 3.0% 1.0% -2.0pp

Source: Tianning Ning - Chart shows movers ([change| = 0.5pp); table shows full allocation

Green = additions, red = trims. Movers only (|change| = 0.5pp), sorted by
magnitude.

Why we made these changes:

e Equity / DM ex-US (Europe + Japan) +3.0pp: European industrials EPS
revision turning positive; weak EUR supports export competitiveness.
Preferred implementation: quality factor + cyclical exposure in materials,

industrials, select financials.

¢ Fixed Income / High Yield -3.0pp: Reduce HY. At 2.77% OAS, risk-
adjusted return is negative relative to short-duration IG alternatives - this

is a position management decision, not a market call.

¢ Fixed Income / Global IG (short-duration) +2.0pp: Increase short-
duration IG. Curve re-steepening risk supports keeping duration below

benchmark; floating-rate vehicles preferred over fixed coupons.

¢ Fixed Income / Global IG (intermediate) -2.0pp: Trim intermediate-
duration IG. Carry compressed; rotate proceeds to floating-rate and short

duration.

e Alternatives / Private Credit + Real Assets +2.0pp: Initiate / increase

private credit + real assets allocation as a yield-enhancement substitute



for compressed public credit. Ensure quarterly liquidity coverage ratios

are stress-tested.

e Cash / CHF -2.0pp: Deploy CHF cash buffer into the short-duration +
private credit positions. CHF cash carry compressed; opportunity cost too
high to hold at the strategic weight.

Closing

This edition is for illustration purposes — to help readers understand the
basic construction of NWCA's commentary engine. Every section can be
tailored to a high level of customisation: your house view, your investment
strategy, and your editorial voice are delivered with full transparency and an
auditable decision trail. The visual identity is yours too — we integrate your
logo, your layout, your brand colours, your typography, and your signature, so

the newsletter reaches your subscribers entirely under your name.

NWCA helps you structure your data and faithfully express your unique
strategy.

Reach out for details and much more.

— Tianning Ning New Way Capital Advisory - tnk@newwaycapital.com -

nwc-advisory.com

— Tianning Ning
Founder - New Way Capital Advisory
Geneva, Switzerland - +41 76 381 47 48

Reply to this email - nwc-advisory.com

This communication is published by New Way Capital Advisory as an illustration of its weekly insights engine. It

is not investment advice, a financial promotion, or an offer or solicitation in any jurisdiction. Market data is real

and sourced as cited in the macro snapshot; the allocation shown is representative, not from any real portfolio.
Capital is at risk; past performance is not a guide to future returns.
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