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Editor's Note

The capital structure of the modern leveraged buyout has been remade.
Where syndicated bank lending once dominated, direct lenders have become
the dominant financing source—a shift driven by the Fed's 2022 rate hiking
cycle and the subsequent collapse of CLO demand. That structural migration
matters not because it is novel, but because it is now forcing a reallocation of
risk capital within credit markets themselves. High-yield public spreads,
priced at 2.77% OAS, no longer compensate for that shift.

Against a Balanced house view this month, we are trimming high-yield
exposure and rotating proceeds into private credit and short-duration fixed
income. The tactical rationale is mechanical: at current risk-adjusted returns,
public HY is offering negative carry relative to alternatives that carry lower
duration risk and better structural positioning in a world where private credit
has become the path of least resistance for leverage. This week's Apollo
Academy research on direct lending's dominance sharpens the case—the
migration is accelerating, not reversing, and the public syndicated market is

unlikely to recover its old market share.

The lead story examines why that structural shift forces a repositioning now,
and what it means for allocation discipline in compressed-spread

environments.



Macro Snapshot — as of May 21, 2026

NWCA Macro Snapshot — 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. The blue line is Moody's Baa-10Y spread — used here as
a long-history credit-stress proxy because HY OAS data only starts in 2023.
Today's actual HY OAS reading is 2.80% (see bullets above) — that is
the live series driving the regime classification. SPY ($, log scale, green).
LEI z-score = OECD US Composite Leading Indicator (dashed orange).
Dashed horizontal lines mark Baa-10Y Low / High Risk thresholds. Grey

bands = NBER recessions.

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

indicator direction.

e HY OAS: 2.80% (tight, 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: $743.23 — SPDR S&P 500 ETF closing price; broad-market US
equity proxy.

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



Private Credit's Structural Ascent Reshapes Leveraged
Finance

Rate hikes have permanently displaced syndicated lending from LBO
finance. Direct lenders now dominate, and the shift justifies raising

private credit allocation in disciplined portfolios.

When the Federal Reserve began hiking rates aggressively in early 2022, the
economics of leveraged buyouts broke. All-in coupons on floating-rate
syndicated loans jumped from roughly 4% to 10%, collapsing sponsor returns
and forcing a recalibration of how deals get financed. Torsten Slok's analysis
at Apollo notes that CLO issuance faltered simultaneously—the primary buyer
of syndicated paper stepped back—leaving direct lenders to fill the vacuum.
The shift was not cyclical friction; it was structural. Four years later, direct
lending has remained the dominant funding source for LBOs, with syndicated

deal counts staying depressed. That durability signals a permanent migration.

The data from Apollo's Daily Spark charts LBO financing by channel from
2020 forward. Before the hiking cycle, syndicated and direct lending volumes
traded places quarter to quarter, each capturing 40—50% of deal flow. After
March 2022, the syndicated share collapsed and has never recovered. Direct
lenders now finance the majority of LBO activity, often capturing 60-70% of
quarterly deal counts. The mechanism is straightforward: direct lenders offer
speed, bespoke structures (flexible amortization, delayed draws, tailored
covenants), and certainty of funding that banks syndication-dependent
cannot match in volatile markets. That structural advantage—combined with
record dry powder deployed by private credit firms—has made direct lending

the default solution for sponsors.

The most credible objection is that this shift reflects cyclical dynamics only:
elevated base rates have made all leverage expensive, reducing deal flow
generally and favoring lenders with patient capital pools. Once rates
normalize lower, syndication may resurface as sponsors again tolerate the

time and complexity of broad distribution. That is a fair concern. Direct



lending's dominance could prove temporary if rates fall sharply. However, the
four-year persistence of low syndicated volumes argues against pure
cyclicality. Deal flow has resumed; sponsors are structuring large LBOs. Yet
they still prefer direct lenders. That suggests the shift has embedded itself in

sponsor decision-making independent of the rate environment.

Watch three signals over the next six to twelve months. First, if syndicated
lending volumes begin to recover materially even as rates remain elevated,
that would suggest cyclical recovery is underway and direct lending's share is
peaking. Second, if large cap sponsors begin testing syndication again—
particularly in staple-gun financings where distribution is easier—that would
flag a reversion. Third, if private credit dry powder continues to deploy faster
than it is raised, that would pressure direct lenders' pricing power and may
force some flow back to public markets. For now, the allocation case for
raising private credit exposure stands. Compressed public credit yields (HY
OAS at 2.77%, IG curves steep) make direct lending's higher coupons and
liquidity premium rational substitutes. Ensure quarterly stress tests of

redemption gates and liquidity coverage ratios remain disciplined.

What's Moving This Week

United States. Earnings season delivered mixed signals on consumer
resilience. Home Depot ( HD ) barely beat estimates (EPS 3.43 vs 3.41,
+0.6%), posting muted single-day gains before accelerating higher the
following day—a pattern suggesting delayed digestion of results rather than
conviction. Target ( TGT ), by contrast, surprised decisively with a 17.1% EPS
beat (1.71 vs 1.46 est.) yet fell 3.86% on the print, reversing with a 3.13% gain
the next session. This whipsaw hints at profit-taking after a sustained retail
rally, not fundamental weakness. NVIDIA ( NVDA ) delivered a cleaner
narrative: EPS 1.87 beat 1.77 by 5.6%, and the stock closed +1.30% before
sliding 1.77% the next day—a modest sell-on-strength move in a mega-cap
that has already driven much of the year's equity performance. The takeaway:
earnings are meeting or exceeding expectations, but market participation is
increasingly selective, with rotation away from mega-cap tech into broader

consumer and cyclical exposure.



China. Baidu ( BIDU ) reported EPS 12.06 versus 11.43 estimate, a 5.5% beat
that generated a +1.76% single-day move, flattening to essentially flat the next
day. The subdued reaction underscores persistent skepticism about Chinese
internet platform growth despite quarterly beats. Upstream, Xiaomi

( 1810.HK ) and PDD Holdings ( PDD ) are due to report Tuesday and
Wednesday respectively; consensus estimates of 0.21 and 16.37 EPS will be
watched for signs of margin pressure in a competitive smartphone and e-
commerce landscape. The broader theme: Chinese tech earnings are hitting
numbers, but the market is pricing in structural challenges—regulatory
headwinds, Al capex requirements, and slowing consumer demand—that beat

surprises alone cannot offset.

Europe. Stellantis unveiled a €60 billion transformation plan involving 60
new model launches and partnerships with Chinese rivals, signalling
aggressive repositioning in an EV-dominated competitive landscape. The
strategy underscores the scale of capex required to remain relevant in
automotive: Stellantis is essentially committing to remake its product
portfolio while navigating structural margin pressure and geopolitical
fragmentation. In parallel, UK Chancellor Reeves announced tax measures
aimed at energy firms and a cost-of-living package, part of a broader shift
toward funding relief through corporate levy adjustments rather than fiscal
largesse. These moves reflect constrained policy space: European
governments and corporates are confronting the reality that the post-
pandemic margin cycle is over, and returns on incremental capital are
compressing—exactly the environment where the May tactical shift toward

private credit becomes operative.

Switzerland. Richemont ( CFR.SW ) reports earnings Friday; luxury-sector
sentiment hinges on China demand recovery signals and inventory
normalisation. Ypsomed, led by FDP politician Simon Michel, faces
competitive pressure from larger US-based medtech rivals in the high-growth
weight-loss drug delivery segment, illustrating how capital intensity and US
market scale have become prerequisites for sustained margin growth in

medical devices.



Calendar

e Thursday, 21 May - US — Existing Home Sales (Apr): Housing demand
indicator; relevant to consumption outlook as rates remain elevated.

e Thursday, 21 May - US — WMT earnings: Retail health check amid
consumer spending normalization; consensus EPS 0.66.

e Friday, 22 May - Europe — HCOB Flash Eurozone PMI Composite
(May): Early signal on European industrial momentum; aligns with our
cyclical tilt toward ex-US equities.

e Friday, 22 May - US — S&P Global Flash PMI Composite (May):
Parallel US activity gauge; critical for assessing growth resilience.

e Friday, 22 May - Switzerland — CFR.SW (Richemont) earnings:

Luxury-sector demand snapshot in context of macro deceleration risks.

e Tuesday, 26 May - Global — US Memorial Day market closure: US

markets shut; reduced liquidity across cross-listed names.

e Wednesday, 27 May - Europe — ECB Consumer Inflation
Expectations Survey: Inflation persistence metric; material to the ECB's

next policy stance.

e Thursday, 28 May - US — Q1 GDP — Second Estimate: Final revision to
growth; sets baseline for recession probability discussions in June policy

cycle.

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 — The 2022 Fed

cycle crushed syndicated LBO finance and forced sponsors into direct lenders'
arms; a structural shift that explains why private credit deployment is no

longer optional.

Lin Shao and Rongsheng Tang. Allocative Efficiency and the Productivity
Slowdown. BIS Working Papers, 7 May 2024.
https://www.bis.org/publ/work1185.htm — Long-term capital allocation drift

in low-growth regimes; contextualizes why rotating capital toward private

markets (yield-chasing) can mask underlying productivity headwinds.


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

Our Allocation View

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

2026 - Balanced risk profile

What changed this month: +3pp DM ex-US equity (Europe + Japan) -
-3pp High Yield - +2pp Global IG (short-duration) - -2pp Global IG
(intermediate) - +2pp Private Credit + Real Assets - -2pp CHF cash - US
equity, EM, REITs and gold held at strategic.

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 e m— — = - ® +3.0pp
Fixed Income — High Yield -3.0pp o ---—-—-—----"=-—————-
Fixed Income — Global IG (short-duration) ke e e e m— == ¢ +2.0pp
Fixed Income — Global IG (intermediate) -2.0pp ¢ ---—-—-—-———---4
Alternatives — Private Credit + Real Asse... e mmmm ¢ +2.0pp
Cash — CHF -2.0pp P-----——-———-—-+
-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 turns your investment process into structured, auditable data — and

translates it into editorial that sounds like you, not us.

Reach out if you'd like to see what a tailored edition looks like for your firm.

— Tianning Senior Portfolio Manager, CIIA - NWC Advisory

Reply to this email - nwc-advisory.com
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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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