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SUMMARY  OF  LAST  WEEK

January.

The  displacement  of  white-collar  jobs  that  had  been  accumulating  

since  the  layoff  announcements  by  Amazon,  Salesforce,  and  other  

tech  giants  in  the  marketplaces  was  compounded  by  the  negative  

reaction  to  January's  producer  price  index  data,  which  showed  a  
2.9%  year-over-year  increase  in  basic  

wholesale  prices ,  exceeding  expectations  of  2.9%  and  well  above  

the  Federal  Reserve's  2%  inflation  target.  This  reinforced  concerns  

that  persistent  inflation  could  delay  the  interest  rate  cuts  planned  

for  the  end  of  2026.  Finally,  geopolitical  tensions  escalated  

dramatically  during  the  week  when  US  Ambassador  Mike  Huckabee  
ordered  embassy  staff  in  Israel  who  wished  to  leave  to  do  so  

TODAY,  amid  growing  fears  of  imminent  US  military  strikes  against  

Iran  following  the  inconclusive  nuclear  negotiations  in  Geneva.  On  

Saturday,  the  United  States  and  Israel  began  striking  targets  

across  Iran,  and  Trump  urged  Iranians  to  overthrow  the  government  

in  a  conflict  that  threatens  to  spread  throughout  the  oil-rich  Middle  
East.

Markets  endured  a  turbulent  week  dominated  by  anxieties  about  the  

disruption  caused  by  artificial  intelligence  and  concerns  about  inflation,  

with  the  S&P  500  falling  0.44% ,  the  Nasdaq  0.95% ,  and  the  Dow  

Jones  1.31  %.  The  highly  anticipated  earnings  reports  on  Wednesday  

from  technology  leaders  Nvidia  and  Salesforce,  which  initially  sparked  

optimism,  ultimately  failed  to  sustain  the  gains.  Nvidia  reported  better-

than-expected  fourth-quarter  fiscal  results,  with  earnings  per  share  of  

$1.62  compared  to  the  estimated  $1.53  and  revenue  of  $68.13  billion  

versus  the  estimated  $66.21  billion,  driven  by  a  75%  increase  in  
revenue  from  its  core  data  center  business,  which  reached  $62.3  billion.  

However,  shares  fell  5.5%  to  $184.89,  the  biggest  single-day  drop  since  

April,  as  the  company's  latest  guidance  failed  to  quell  fears  of  an  AI  

bubble.  Salesforce  reported  strong  fiscal  fourth-quarter  results,  with  

adjusted  earnings  per  share  of  $3.81  versus  the  $3.04  forecast  and  

revenue  of  $11.2  billion  versus  the  $11.18  billion  forecast,  representing  

the  company's  fastest  growth  rate  in  two  years  at  12%.

It  announced  a  massive  $50  billion  share  buyback  authorization.  The  

financial  sector  suffered  its  worst  week  ever,  as  the  collapse  of  British  

mortgage  provider  Market  Financial  Solutions  Ltd,  amid  fraud  allegations,  

rattled  banks,  with  Jefferies  falling  10.7%,  Barclays  dropping  4.2%  on  

potential  losses  of  £600  million,  and  Santander  falling  5%.  Meanwhile,  

UBS  strategists  warned  that  private  loan  default  rates  could  soar  to  15%,  

up  from  13%  the  previous  month,  if  artificial  intelligence  causes  aggressive  

disruption,  noting  that  direct  lenders  hold  40%  of  sponsor-backed  loans  

in  the  vulnerable  software  sector,  fueling  fears  of  contagion  in  credit  

markets.  Thursday  saw  the  most  dramatic  corporate  announcement  of  

the  week,  when  Jack  Dorsey's  Block  cut  4,000  jobs—nearly  half  its  

workforce,  which  shrank  from  over  10,000  to  just  under  6,000—explicitly  

citing  productivity  gains  from  AI  on  its  internal  "Goose"  platform.  The  

stock  surged  as  much  as  27%  in  after-hours  trading  as  Dorsey  predicted  

that  "in  the  next  year,  most  companies  will  come  to  the  same  conclusion  

and  make  similar  structural  changes,"  amplifying  fears.
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Increased  volatility  is  expected  as  the  market  grows  increasingly  concerned  about  contagion  from  the  private  credit  market,  on  the  one  hand,  and  doubts  about  the  sustainability  of  AI  

infrastructure  spending,  on  the  other,  and  now  also  about  geopolitical  tensions  in  Iran.  We  continue  to  see  a  high  risk  of  market  correction  during  the  first  half  of  2026,  but  the  Fed  still  

has  the  necessary  tools  to  support  the  economy  and  prevent  full-blown  contagion  or  a  liquidity  crisis.

For  informational  use  only.  Not  for  public  redistribution.  This  
presentation  is  not  for  use  or  distribution  to  the  general  

public.

VISION  OF  IN  ON  CAPITAL  SA

The  global  economy  is  facing  increasing  difficulties,  as  recent  data  confirm  a  sharp  slowdown,  with  US  GDP  collapsing  to  just  1.4%  
in  the  fourth  quarter  of  2025,  compared  to  expectations  of  2.5%,  largely  attributed  to  the  43-day  government  shutdown.  Annual  
growth  for  2025  has  slowed  to  2.2%  from  2.4%  in  2024,  amid  core  inflation  of  3%  and  weakening  labor  markets.  Global  GDP  growth  
is  projected  to  be  2.6-2.7%  for  2026,  well  below  the  pre-pandemic  average  of  3.2%.
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However,  what  warrants  attention  is  not  only  the  magnitude  of  this  growth,  but  also  the  degree  to  which  private  lending  has  displaced  conventional  bank  financing  as  the  primary  channel  of  
funding  for  businesses,  particularly  in  the  United  States.  If  private  credit  providers  were  subject  to  the  same  rigorous  regulatory  framework  imposed  on  commercial  banks,  this  shift  might  be  less  
worrisome.  But  they  are  not.  The  resulting  supervisory  gap  has  created  fertile  ground  for  excessive  risk-taking,  questionable  lending  practices,  and  a  lack  of  transparency  that,  if  left  unchecked,  
could  pose  significant  risks  to  overall  financial  stability.

In  our  various  investment  meetings,  we  often  mentioned  that  the  economy  was  performing  well  and  that  the  Federal  Reserve  would  be  able  to  avert  any  potential  recession  with  more  aggressive  
monetary  policy.  We  also  mentioned  that  the  market  would  avoid  any  long-term  bear  market  by  2026,  unless  something  specific  derailed  it—something  that  would  be  linked  to  the  credit  market  
and  indirectly  linked  to  interest  rates  in  general.  This  specific  risk  is  now  before  us;  it's  called  the  private  credit  segment.  Two  decades  ago,  private  credit  was  barely  recorded  as  an  asset  class.  
Today,  it  has  surpassed  the  $2  trillion  mark,  and  the  largest  asset  managers  are  US  companies  (Chart  1),  a  milestone  that  underscores  its  remarkable  rise  from  obscurity  to  widespread  
relevance.  In  2025,  private  credit  funds  raised  approximately  $225  billion  globally,  representing  a  3.2%  increase  over  2024  (Chart  2).
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Private  credit:  it's  time  to  worry

THE  TOPIC  OF  THE  WEEK

Chart  2:  Main  collections  in  2025Chart  1:  Main  private  credit  companies
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Chart  4:  Upper  band  of  federal  funds  interest  rates  (3.75%)Chart  3:  Investors  in  private  credit  funds
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THE  TOPIC  OF  THE  WEEK

The  prolonged  era  of  near-zero  interest  rates  only  accelerated  this  trend,  as  yield-hungry  investors  flocked  to  the  attractive  coupon  structures  offered  by  private  lending  vehicles.  
In  practice,  this  amounted  to  a  migration  of  credit  risk  from  the  regulated  banking  sector  to  structures  subject  to  far  less  oversight.  The  turmoil  among  US  regional  banks  in  2023  
further  deepened  this  dynamic.  Institutions  such  as  Silicon  Valley  Bank,  overexposed  to  long-term  bonds  whose  value  had  been  eroded  by  the  sharp  rise  in  interest  
rates  (Chart  4),  required  emergency  intervention  from  regulators  to  avert  a  broader  systemic  collapse.  In  the  wake  of  that  episode,  regional  lenders  were  forced  to  further  tighten  
lending  criteria,  further  reinforcing  the  role  of  private  lending  as  an  alternative  funding  channel.  In  some  ways,  this  shift  from  a  low  interest  rate  environment  to  a  high  interest  rate  
environment  following  COVID-19  is  part  of  the  risk  and  danger  that  has  been  accumulating  in  this  sector.

The  Origins  of  Private  Credit:  
The  expansion  of  private  credit  can  be  traced  back  to  the  aftermath  of  the  2008  global  financial  crisis.  In  response  to  the  near-total  collapse  of  the  banking  system,  regulators  
significantly  tightened  capital  requirements  for  major  commercial  banks,  forcing  them  to  reduce  their  exposure  to  higher-risk,  capital-intensive  lending  activities.  This  regulatory  
rollback  opened  a  substantial  gap  in  corporate  finance,  which  private  credit  funds  rushed  to  fill.  These  non-bank  lenders  captured  an  increasing  share  of  U.S.  corporate  
lending,  channeling  capital  raised  from  institutional  investors,  such  as  pension  funds,  insurance  companies,  and  high-net-worth  individuals,  to  mid-sized  and  
growing  businesses  (Figure  3).
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Because  private  credit  lacks  strong  regulation  and  transparency,  fund  managers  have  been  able  to  hide  the  deterioration  of  credit  for  a  long  time.

Lack  of  regulation  and  higher  rates  at  the  root  of  the  problem.  Paradoxically,  the  very  
mechanism  that  made  private  credit  so  attractive  to  investors—its  variable-rate  structure—has  become  the  source  of  its  fragility.  Private  credit  loans  are  typically  indexed  to  a  benchmark  rate,  
such  as  the  SOFR,  to  which  borrowers  add  a  spread  that  usually  ranges  from  450  to  600  basis  points,  depending  on  the  credit  profile  and  the  structure  of  the  transaction.  During  the  era  of  
near-zero  interest  rates,  this  arrangement  was  manageable:  a  company  taking  out  a  loan  at  SOFR  +  500  basis  points  faced  a  total  cost  of  approximately  5–6%.  However,  when  central  banks  
embarked  on  one  of  the  most  aggressive  tightening  cycles  in  recent  decades,  pushing  the  SOFR  above  5%,  the  same  loan  suddenly  had  a  total  cost  exceeding  10%  (Chart  5).  
Average  interest  coverage  ratios  for  leveraged  private  credit  operations  have  fallen  to  approximately  3.1  times,  compared  to  more  than  4.0  times  recorded  during  the  2019-2022  
period  (Chart  5).

Since  acknowledging  a  default  would  cause  a  sharp  drop  in  the  fund's  performance  and  make  it  difficult  to  raise  new  capital  from  investors,  managers  have  used  various  methods  
to  avoid  any  reduction  in  the  net  asset  value  (Chart  6).  Managers  have  the  option  to  freely  modify  the  loan  terms  in  two  ways:  1.  Either  by  extending  the  loan  in  the  event  of  an  immediate  
inability  to  repay,  hoping  for  a  future  commitment,  and  continuing  to  collect  interest.  2.  Or,  if  the  borrower  no  longer  pays  the  interest,  by  capitalizing  it  and  adding  it  to  the  principal  of  the  debt  
for  later  repayment.  Both  options  are  completely  contrary  to  market  norms  and  financial  logic  when  compared  to  the  public  market.  Ironically,  if  a  bond  issuer  fails  to  pay  a  coupon,  the  market  
would  immediately  trigger  a  significant  penalty  in  the  bond's  price,  anticipating  a  potential  default.

THE  TOPIC  OF  THE  WEEK

Chart  6:  Declared  NAV;  Estimated  Actual  ValueChart  5:  SOFR;  credit  spread;  interest  coverage  ratio
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Although  no  formal  insolvency  has  yet  been  declared,  the  market  is  increasingly  talking  about  "silent  bankruptcies"  (Chart  7).

The  shadow  banking  system  is  once  again  a  cause  for  concern.  Despite  the  
various  concealment  tactics  employed  by  private  credit  managers,  cracks  are  beginning  to  appear,  and  investors  are  taking  notice.  Liquidity  conditions  are  tightening.  In  October  2025,  the  US  auto  
loan  sector  showed  the  first  signs  of  fracturing,  as  auto  loan  default  rates  rose  sharply.  Losses  on  private  auto  loans  mounted  rapidly,  culminating  in  the  bankruptcy  of  Tricolor  Holdings.  By  early  
2026,  a  new  fault  line  had  emerged:  the  software  sector.  The  rapid  rise  of  artificial  intelligence  is  calling  into  question  the  viability  of  companies  that  have  long  been  some  of  the  most  prized  
borrowers  in  the  private  credit  market.  These  companies,  once  considered  virtually  bulletproof  thanks  to  their  recurring  revenue  streams  and  high  operating  margins,  now  face  an  existential  threat,  
as  AI-based  alternatives  offer  comparable  or  superior  functionality  at  a  fraction  of  the  cost,  or  even  for  free.  Cash  flow  forecasts  are  being  revised  sharply  downward,  while  the  debt  burden  these  
companies  carry  remains  unchanged .  As  a  result,  private  lending  funds  are  once  again  exposed  to  borrowers  whose  underlying  business  models  are  eroding  in  real  time.

The  banking  sector  could  become  the  focus  of  all  these  concerns.  Commercial  banks  act  as  the  backbone  of  private  credit,  providing  the  liquidity  lines  that  are  essential  for  the  functioning  
of  funds  (Figure  8).  Potential  losses  would  force  banks  to  shrink  their  balance  sheets  and  tighten  their  lending  conditions.  This  would  lead  to  a  widespread  contraction  of  credit  to  the  real  economy  
and  a  loss  of  profitability  for  the  sector.  Ironically,  despite  the  heavy  regulation  of  banks  over  the  past  15  years,  the  risk  has  not  disappeared  from  their  balance  sheets;  it  has  simply  changed  form.
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Chart  7:  "Silent  Bankruptcies":  Indicators  of  Hidden  Difficulties Chart  8:  Private  credit  funds  using  bank  credit  lines
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Chart  10:  Future  P/E  ratios:  MSCI  World  (20x);  US  banks  (12.6x);  European  
banks  (10.2x)
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Paradoxically,  the  European  sector  offers  lower  valuations  than  its  US  counterpart  (Chart  10),  and  dividend  yields  are  typically  higher  and  better  protected  by  capital  reserves.  A  private  
credit  stress  scenario  would  not  leave  the  banking  sector  unscathed,  but  the  impact  would  be  highly  asymmetric.  US  banks  are  more  vulnerable  due  to  their  indirect  exposure  to  non-bank  
lenders  through  credit  lines,  fund  funding,  and  co-investment  structures.

European  banks  are  less  at  risk  than  their  US  counterparts.  Not  all  companies  in  
the  banking  sector  are  exposed  to  this  risk  in  the  same  way.  Banks  whose  revenues  are  based  primarily  on  financial  flows  and  service  fees  will  appear  more  resilient.  Deposit-taking  and  asset-
managing  banks  depend  less  on  credit  health  than  on  the  volume  of  financial  flows.  A  form  of  geographical  arbitrage  appears  to  be  organically  taking  shape.  European  banks  today  present  a  
more  resilient  and  better-calibrated  risk  profile  compared  to  their  US  counterparts.  Over  the  past  decade,  they  have  been  subjected  to  considerably  more  stringent  stress-testing  regimes,  while  
the  European  Central  Bank's  supervisory  framework  has  acted  as  an  effective  barrier  against  excessive  exposure  to  unregulated  credit  vehicles.  In  contrast,  the  US  banking  landscape  remains  
more  fragmented  and  is  structurally  more  vulnerable  to  risky  financial  innovations.  The  market  is  well  aware  of  this,  and  European  banks  have  largely  outperformed  both  the  market  and  
their  US  counterparts  (Chart  9).

European  banks,  on  the  other  hand,  have  been  largely  protected  by  a  decade  of  strict  ECB  supervision,  which  has  limited  their  involvement  in  shadow  banking.
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With  a  price  of  only  8-10  times  future  earnings,  compared  to  12-13  times  for  their  US  counterparts,  European  financial  institutions  are  already  reflecting  significant  pessimism  in  their  pricing  
and,  in  fact,  could  benefit  by  capturing  market  share  from  the  shrinking  private  credit  funds  as  borrowers  return  to  regulated  balance  sheets.

Source:  Sentosa  &  Co,

Chart  9:  European  banks  vs.  the  Stoxx  600;  US  banks  vs.  the  S&P  500
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Chart  11:  Gold;  Dollar  Index;  US  Two-Year  Yield

However,  central  banks  have  always  been  there  to  support  any  liquidity  crisis,  and  this  time  will  be  no  different  if  a  crisis  arises.  The  market  knows  this,  which  is  why  gold  is  soaring,  the  
dollar  is  rising,  and  the  US  two-year  yield  is  falling—anticipating  further  eventual  action  by  the  Fed  in  the  future  (Chart  11).

The  threat  stems  from  the  hidden  deterioration  of  credit  within  private  funds  that  investors  believed  were  safe,  while  banks  remain  relatively  distant  from  the  epicenter.  The  contagion  would  
spread  from  private  credit  to  the  financial  system  through  indirect  channels,  rather  than  from  the  banks'  own  balance  sheets.  This  points  to  a  slower  and  more  prolonged  revaluation,  instead  
of  a  sudden  systemic  crisis:  a  liquidity  crisis  and  forced  downgrades  for  private  credit  investors,  rather  than  a  banking  collapse.
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CONCLUSION  With  

nearly  $3  trillion  in  assets  under  management,  private  lending  may  seem  modest  compared  to  the  $60  trillion  in  corporate  loans  on  global  bank  balance  sheets  or  the  $35  trillion  in  outstanding  corporate  bonds.  But  size  alone  is  a  misleading  

measure  of  systemic  risk.  The  comparison  to  2008  is  tempting,  but  the  situation  looks  somewhat  different,  and  the  distinction  is  important.  In  2008,  banks  were  trading  at  12–15  times  their  earnings  and  were  considered  healthy;  toxic  

exposure  was  hidden  within  the  banking  system  itself.  Today,  the  architecture  is  fundamentally  different.  Banks  are  trading  at  8–13  times  future  earnings,  which  already  reflects  significant  skepticism,  and  are  far  better  capitalized  after  a  

decade  of  tight  regulation.  Risk  has  been  deliberately  shifted  from  the  banking  system  to  private  lending  vehicles,  which  is  precisely  what  post-crisis  regulation  was  intended  to  do.  It  did  not  eliminate  the  risk;  it  merely  relocated  it.
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