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Editor's Note

Private credit is the allocation almost every client asks me about and few can define. It has
roughly quadrupled since Covid, crossed two trillion dollars, and been sold as the rare
thing in markets: an equity-like return with a bond-like ride. This week I went looking for
what you are actually paid for when you buy it now, and whether that answer is the same

in New York, London and Tokyo.

It is not. The premium that justified the whole asset class is being competed away where
the money has already arrived, and it survives mostly where the money has not reached
yet. That is the map I want to give you: by region, by what the money finances, and by the

numbers, with the charts all drawn from public data you can check yourself.

Macro Snapshot, as of July 14, 2026

HY OAS at 2.69 percent, public credit is still asleep

The high-yield risk premium sits at 2.69 percent, near the bottom of its post-2010 range
and barely changed on the year, which keeps the stress regime firmly in low-stress
territory. The market that historically breaks first, sub-investment-grade credit, is pricing
an almost flawless outcome. That matters here because private-credit borrowers are the
same kind of company as high-yield borrowers, financed in a different wrapper. When the

public gauge is this calm, the private premium has little public cushion to sit above.

S&P 500 near 752, no growth scare in the tape

US large caps sit near 752 on the S&P 500 ETF, close to record ground. There is no equity
stress bleeding into credit. The risk on the horizon is the opposite one, an inflation path
that keeps policy tight rather than a growth scare that forces it loose. For a credit letter that
distinction is the whole game: the backdrop that would actually test private credit is

higher-for-longer, and higher-for-longer is the backdrop we have.



The policy rate held high, and that is the income story

Nobody cut in 2026. The Fed has held at 3.50 to 3.75 percent and its June dot plot turned
toward hikes, the ECB raised to 2.25 percent in June, the Bank of Japan went to 1.00
percent, and the SNB stayed at zero. Private-credit coupons float over these rates. Income

held up not because spreads are generous but because the base never went back to zero.

Source: FRED (HY OAS), Yahoo Finance (S&P 500), and central-bank statements. Data
as of July 14, 2026.

What you are paid for, and where

Private credit was bought as a structural illiquidity premium. Post-Covid, capital
flooded in and competed that premium away everywhere it arrived, most in the
United States, then Europe, and it survives mostly in Asia, where capital is still
scarce. In the crowded core you are no longer paid much for illiquidity. You are paid
for picking the right manager, and, as this year's redemption gates proved, you are
now carrying liquidity risk you were not really pricing. The honest forecast is
dispersion, not a blow-up: good books keep compounding near nine percent because
rates stayed high, weak ones gate and mark down. Cockroaches, in the phrase of the

week, not yet termites.

Start with the growth, because it is real and it is the reason everyone is asking. Private
credit went from roughly half a trillion dollars before Covid to more than two trillion now,
and the marketing that carried it was a straight line rising through the 2022 rate shock
while public bonds fell. The listed version tells a more honest story. A basket of listed
business-development companies, the one liquid proxy we can all price daily, did
compound past leveraged loans and high yield since January 2020. It also fell forty-four
percent in the Covid crash, worse than the S&P. The smoothness that sells private credit is

largely the absence of a daily mark, not the absence of risk.



Private credit outran public credit since Covid -- with equity-sized risk underneath
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Total return rebased to 100 at January 2020. The listed private-credit proxy (BIZD)
reached about 151 against roughly 130 for leveraged loans and high yield, but drew
down 44 percent in the Covid crash. BIZD is listed-BDC equity, a daily-priced proxy with
equity beta, not the marked-to-model private book. Source: NWCA engine on Yahoo

Finance data, as of July 13, 2026.

Now the premium, which is the part that has quietly changed. Direct-lending yields peaked
near 12.4 percent in mid-2023 and sit around 9 percent today. Almost all of that drop is
the base rate coming off its high, not the spread. The spread, the piece you are actually
paid for taking credit and illiquidity risk, has compressed to a cycle low. In the United
States the pickup over syndicated loans has fallen to roughly 125 to 175 basis points from
200 to 300 before 2018. In Europe the premium over public credit is down to about 77
basis points, the thinnest on record. The public credit-risk premium tells the same story:

near a cycle low even as the policy rate stayed high.



The premium compressed while the base rate stayed high
US corporate credit spread (%), Moody's Baa over 10-year Treasury -- the public risk premium
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Source: FRED. Public credit spread = Moody's Baa corporate yield minus 10-year Treasury (BAA10Y), a full-history proxy for the credit-risk premium
(FRED discontinued the long ICE HY OAS series). Current HY OAS and private-credit figures (iCapital / VRC / market data) shown as cited annotations
Policy rate = effective federal funds (DFF). Data as of 2026-07-31

The public credit spread (Moody's Baa over 10-year Treasury) sits near a cycle low at 1.6
percent while effective fed funds held around 3.6 percent with no 2026 cuts. Cited
private-credit points: all-in yield 12.4 percent (2023) to about 9 percent (2026);
premium over syndicated loans 200-300bps to 125-175bps. Source: NWCA engine on
FRED data, as of July 13, 2026.

The average hides the geography, and the geography is the real story. Where capital
arrived, it flattened the premium. Where it has not, the premium is intact. The United
States holds about 1.4 trillion dollars of private credit and pays roughly 9 percent. Europe
holds about 0.3 trillion and pays a little more. Asia-Pacific holds barely 0.1 trillion and still
pays 14 to 15 percent, a full 300 to 400 basis points over the United States, precisely
because non-bank lenders with local networks are still scarce there. Same asset class,

opposite ends of the capital cycle.



Where capital is scarce, the premium survives

Private-credit AUM ($ trillion) -- how much capital has arrived Representative all-in yield (%) -- what the credit still pays
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Private-credit AUM against representative all-in yield. The most capital sits on the
lowest yield. Cited figures: AUM from Fed/ECB, Oliver Wyman, AIMA/ACC; yields from
VRC, DD Talks, SC Lowy. Premia over local public credit; the Asia premium is over the
US. Source: NWCA engine, cited data, as of July 14, 2026.

COUNTER-VIEW

The bull case is not weak, and it comes from people who run the money. Marc Rowan at
Apollo separates a small, troubled leveraged-lending fringe from a vast investment-grade
private-credit core and calls the core a genuine industrial-financing market. Michael
Arougheti at Ares said in May there is "nothing in those numbers that screams a credit
crisis is coming." Citi, Morgan Stanley and Goldman jointly said private credit "isn't a
threat," and Citi is not talking its book so much as building it, running a 25 billion dollar
program with Apollo and a 15 billion euro one with BlackRock's HPS. That last point is the
one to sit with. The banks stopped fighting private credit and started funding it. Bank
lending to non-bank financial institutions has gone from 0.3 trillion dollars to 2.0 trillion
in a decade, now about a tenth of all bank loans, and the plumbing links the two systems

rather than isolating them.



Banks stopped fighting private credit and started funding it
US commercial-bank loans to nondepository financial institutions ($ trillion)
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US commercial-bank loans to non-depository financial institutions rose from about 0.3
trillion dollars in 2015 to 2.0 trillion in 2026, roughly 10 percent of all bank loans, and
accelerated after Covid. The category spans all non-bank lenders; private-credit vehicles

are the fastest-growing slice. Source: NWCA engine on FRED H.8 data, as of June 2026.

Here is what I think you should expect, and it is neither the crisis nor the free lunch.
Expect dispersion. Cliffwater's index returned 9.3 percent in 2025 on a loss rate near 1
percent, while Fitch logged a record 6 percent default rate once distressed exchanges are
counted and payment-in-kind income climbed to around 8 percent of listed-BDC income.
Both are true, of different slices. The good news and the warning are the same fact:
performance is separating by manager. This year gave the first real test. In the first
quarter, for the first time ever, more money asked to leave the perpetual, semi-liquid funds
than came in, and the largest of them gated redemptions at 5 percent while requests ran to
8, 11, even 40 percent. Boaz Weinstein's Saba then bid for a Blue Owl fund at a 35 percent
discount to its stated value, a direct wager that the marks are fiction. The method that
survives all of this is old-fashioned. Value the cash flows, know exactly which manager and
which book you own, price the illiquidity you are actually bearing rather than the one on
the brochure, and prefer the markets where capital is still scarce. Extraordinary and

overpriced are not mutually exclusive, and neither are useful and crowded.



How the market re-priced each locality

e United States — from "premium asset" to "priced for perfection, now stress-testing."
The pickup over syndicated loans has thinned to 125-175bps, and the market now trusts
the screen over the mark: listed BDCs traded at 15-25 percent discounts to NAV this

spring even as managers reported values near par.

e Europe — conviction rose fast, then cracked faster. Europe took 35 percent of global
private-debt fundraising in the first nine months of 2025; by H1 2026 direct-lending
volume was down about 35 percent and the premium over public credit had

compressed to roughly 77bps. Regulators now name Europe as the pressure point.

e Asia ex-Japan — the last place still paying a real premium, because capital is scarce
and covenants are lender-friendly. India is the standout: a record 12.4 billion dollars

deployed in 2025, up 35 percent, now funded largely by domestic managers.

e Japan — the sharpest flip of all. The Bank of Japan at 1.00 percent made yen private
credit viable for the first time in a generation, and Japan Inc. turned from bystander to
lender: Nippon Life committed 1.5 trillion yen to Blackstone. Japanese institutions sit
at 5-15 percent in alternatives against about 40 percent in the West, so this reallocation

is early.

¢ Credit quality — perception fractured into "which number do you believe," benign on
Cliffwater's 1 percent loss rate, cautious on Fitch's record 6 percent, with rising
payment-in-kind the reason reported health is increasingly deferred rather than

collected.

What's Moving This Week

The first cracks were idiosyncratic, and that is the debate. The failures of First
Brands and Tricolor last autumn, followed by Jamie Dimon's "when you see one cockroach
there are probably more," set the tone. Mohamed El-Erian sharpened it into the question
everyone is now asking: cockroaches, or termites? On the scoreboard the idiosyncratic
camp is winning. The gates held, no contagion followed, and the largest US pension,

CalPERS, is still raising its private-credit target rather than cutting it.

The regulators moved in unison. The Financial Stability Board published its first
dedicated report on private credit in May, alongside the Fed's financial stability report, the
IMF and the BIS. The BIS line is the one I keep: the asset class "has not yet gone through a
full credit cycle." The IMF's concern is concrete, that many US and euro-area banks now
carry non-bank exposures larger than their Tier 1 capital. The worry is not headline

defaults. It is opacity, layered leverage and valuation lag.



Japan is the structural story under the noise. Positive rates and a demographic
wave of business succession are creating a domestic private-credit market where none
existed, and turning Japanese insurers into some of the world's newest lenders. This is a

multi-year reallocation, not a trade.

For a Swiss-franc investor, the maths is unforgiving. With the SNB at zero, the
base leg of a hedged private-credit position earns nothing, so the credit spread and the cost
of the currency hedge are the entire return. When the spread is already compressed, there
is very little margin for error left in a CHF-funded allocation. That is the discipline this

issue is really about.

Calendar

e late July, US — second-quarter BDC earnings: the cleanest read on non-accruals,

payment-in-kind income and whether Q2 redemptions peaked as BofA projected.

e through 2026, US — the Department of Labor rule opening 401(k) plans to private

assets: retail money arriving late in the cycle, exactly as the premium thins.

* ongoing, Europe — ELTIF 2.0 and UK LTAF flows, the retail on-ramp, against a

direct-lending market already cooling.

e rolling, Japan — further BOJ normalization and the pace of institutional allocations

into private credit, the region's real signal.

* next meetings — Fed, ECB and BOJ: the base rate is the private-credit income

engine, and after this year the surprise risk is up, not down.

House View Context

The May 2026 Tactical (Balanced) house view remains the reference framework, risk score
67 of 100, regime low stress, and it already carries a private-credit tilt for the

Opportunistic profile alongside real assets. This issue does not contradict that. It sharpens
it. The house view's discipline is manager selection and valuation, and everything above
argues the same case: the illiquidity premium is no longer a structural given, so the
allocation only earns its place through the manager, the region and the liquidity terms you
accept. Emerging-market and Asian exposure requires selectivity where a strong dollar and
a delayed Fed are headwinds, which is why a 14 percent Asian yield is an observation here,

not a blanket instruction to chase it. The divergence to watch is not in the lead but in the



plumbing: this year's redemption gates are the first live evidence that the liquidity terms in

semi-liquid vehicles matter as much as the credit.

Reading List

International Monetary Fund. Global Financial Stability Report (October 2025, with the
April 2026 update). The standing map of the risk: fragile borrowers, semi-liquid vehicles,
layered leverage, stale valuations, and bank exposures to non-banks that now exceed Tier 1
capital at many institutions.

https://www.imf.org/en/publications/gfsr/issues/2025/10/14/global-financial-stability-
report-october-2025

Financial Stability Board. Report on Vulnerabilities in Private Credit (6 May 2026). The
first dedicated global financial-stability review of the asset class: opacity, leverage layering,
liquidity mismatch and the bank, insurer and pension interconnections.

https://www.fsb.org/uploads/P060526.pdf

Bank for International Settlements. Quarterly Review (March 2025). The long-run growth

data and the sentence to remember: private credit "has not yet gone through a full credit
cycle." https://www.bis.org/publ/qtrpdf/r qt2503b.htm

Citi Institute. Private Markets: Access, Innovation and New Pathways to Progress
(November 2025). The convergence thesis from a bank that is also building it: the line
between public and private credit is blurring, and investors will increasingly hold both in

one view.

https://www.citigroup.com/res/citigpa/storage/public/GPS _Report Private Markets.pdf

Cliffwater. Direct Lending Index data (31 March 2026). The bull's evidence: a 9.3 percent
2025 return and a 20-year loss rate near 1 percent, the benign half of the "which number

do you believe" debate. https://www.prnewswire.com/news-releases/cliffwater-direct-

lending-index-data-supports-strength-of-private-credit-302730370.html
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This edition is for illustration, to show how NWCA's commentary engine turns real, dated
market data and a clear house view into a finished, auditable newsletter. Every number
above is reproducible from its source, each chart regenerable on demand, and every
section tailorable: your house view, your risk framework, your editorial voice, delivered

with full transparency and a traceable decision trail. The visual identity is yours too, your
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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 Ning Senior Portfolio Manager, CIIA - NWC Advisory
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