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AlbaCore Credit Market Update: Market Bifurcation Requires Discipline to Navigate
David Allen, Managing Partner and Chief Investment Officer, AlbaCore Capital Group

London Dec 23, 2025 - As financial markets are increasingly sending mixed signals, they’ve
created a ‘Tale of Two Cities’ situation where investors can find evidence for both optimism and
caution, with views on the outlook ahead differing accordingly. On one hand, global equities
hover around all-time highs and, if spreads remain unchanged, European HY may begin 2026 at
the tightest start-of-year spreads since 2007"'. However, weak jobs data in the US, rising long-
end yields in Europe, mounting concerns about Al capex spending and the ongoing shifting
narrative on tariffs are weighing on expectations.

The September collapse of US auto parts company First Brands has thrust the private credit
market into the spotlight, perhaps unfairly given they are largely a public credit issuer. Some
have framed this as a sign of widespread trouble in private credit. However, private creditis a
broad term, and it is important to distinguish between the underlying submarkets, each
with distinct characteristics and risk profiles. Idiosyncratic issues in asset-based lending
facilities are not necessarily indicative of broader fundamental challenges across private credit.

The direct lending market has also seen stress, with recent reports of defaults in the sector. We
believe context is important. At its core, the direct lending market is a sub-investment grade
market and therefore some level of defaults should be expected. Following periods of bumper
issuance, like those in 2022 and 2023, it is unsurprising that the market will see an increase in
defaults. With the broader private credit market now representing an estimated $3.5 trillion in
AUM?Z, even an annual default rate of 1% would represent $35 billion of defaults a year. In this
market, creditrisk is real, and potentially material. Therefore discipline, diversification
and selectivity are key.

Direct Lending: Boring is Usually Better

Speaking at an industry conference this fall, Luke Gillam, Partner and Head of Senior Direct
Lending at AlbaCore, said succinctly “when it comes to direct lending, boring is usually better.”
For AlbaCore this means an approach focused on lending to quality companies in sectors with
structural growth while avoiding names with high cash burn, reliance on a single product or
client, or potential binary regulatory risks.

Our approach favours Sponsor-backed borrowers, which we believe benefit from better
governance structures and access to greater financial support during periods of
underperformance.

We’re focused on larger European borrowers with EBITDA in excess of €35m. While these
companies may offer tighter spreads compared to smaller, lower mid-market names, the
differential has narrowed. It is also clear in the data that larger businesses are outperforming

" Source: Bloomberg Pan-European High Yield Index as of 10" December 2025.
2 Source: Alternative Credit Council “Financing the Economy 2025”, estimate global private credit AUM as of the end of 2024.
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their smaller peers, with EBITDA growth for the larger segment of the direct lending market in

Europe showing greater resilience.

Compared to the US market, European borrowers benefit from lower defaults, while the less
competitive and more fragmented nature of the European market leads to a c. 50 bps spread
pickup. While the growth of the BDCs and other evergreen structures in the US has opened up
the asset class to a broader range of investors, these structures can create pressure for
managers to deploy leading to spread compression or the willingness to reach into more storied
names.

We are committed to a disciplined approach to portfolio construction as we ramp our first
dedicated direct lending strategy. Of the senior direct lending opportunities® we’ve reviewed
this year, only a fraction have been advanced to our Investment Committee and we’ve been
extremely selective in the transactions we’ve made to date. The portfolio is focused on
defensive sectors, primarily business services, TMT and healthcare, and benefits from a strong
average equity cushion of around 60%.

As we head into year end, we’re seeing opportunities across lender educations, new LBOs and
refinancings. While M&A activity has picked up, valuation mismatches remain an impediment
to large cap M&A. In contrast activity in the sub €100m EBITDA market remains active, with
Sponsors keen to invest in businesses benefitting from structural trends, or with opportunities
to expand through buy and build strategies. The direct lending market is a natural financing
solution for these names.

Mind the Gap: The Growing Bifurcation in the Syndicated Market

As of the end of October, while 55% of the loan market was trading above par, the proportion of
the market trading below 90, typically viewed as a measure of stress, had crept up to 11.3%*.
The last time this metric had been this high was June 2023. However, in contrast to today this
was also a period where the entirety of the market traded below par, as the impact of inflation
and higher interest rates was at the forefront of investor minds.

While the dramatic downfall of First Brands has weighed on sentiment and dominated
headlines, the actual direct impact on the European syndicated market has been contained.
Instead, we believe there are broader fundamental and technical factors at play.

Whilst the market showed stable to negative earnings in line with the broader European macro
environment in the Q2 reporting season®, there are clear pockets of sectoral weakness. Basic
materials showed pronounced weakness and the European chemicals sector, led by the
bellwether Ineos complex, has weighed heavy on the market.

The maturity wall is also starting to loom larger in investors’ minds. While the public market
effectively pushed out maturities through the pandemic and then through 2022 and 2023, the
market might not be so forgiving this time. With €235bn of European high yield bonds and
broadly syndicated loans maturing by the end of 2028, there are a growing number of

3 Source: AlbaCore analysis as of 27" October.

4 Source: Morningstar European Leveraged Loan Index as of 31 October 2025

5 Source: JP Morgan 2Q 2025 European HY Fundamentals Report

6 Source: BofA Global Research, ICE Data Indices LLC as of 30 November 2025
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borrowers that appear likely to struggle to refinance, a view that is starting to be reflected in

pricing.

However, it is not just fundamentals that are at play. The European loan market is being pulled
in differing directions by the technical forces of the underlying investor base. The CLO buyer
base now represents c. 70% of the European loan market. Strong CLO issuance has created
demand for loan paper, but with limited risk appetite.

As both a CLO manager and an investor in CLO tranches, we value the strong structural
protections that the asset class offers, which are driven in part by constraining their investment
universe. As the proportion of constrained CLO buyers has increased it has contributed to
structural weakness in demand for more complex or low rated credits. Borrowers who are
in “out of favour” sectors, or those whose earnings see a surprise dip to the downside, can
quickly find themselves unloved by the market. Rating agencies will also begin to downgrade
borrowers they expect will struggle to refinance down to CCC. This will only create further
technical pressure on these names as rating-sensitive CLOs may need to sell. Less desirable
credits have the potential to drop off far and fast, with few buyers being willing to step in,
performing names that are favoured by the CLO market are likely to remain in high demand.

At AlbaCore, this technical dynamic shapes our approach. At the performing end of the market,
we are being diligent, avoiding marginal names that have come to the primary market where we
do not believe we are currently being adequately compensated. In our existing portfolios, we
are re-underwriting every name. Where we see borrowers with deteriorating credit profiles are
notyet priced in, we are looking to proactively exit rather than risking the larger drop which
could follow.

Finding the Diamonds in the Rough

The increasing concentration of constrained investors is creating an opportunity for AlbaCore,
as an unconstrained investor. We are actively screening the universe of public credit for names
which we believe are being unfairly punished by the markets, setting appropriate price targets
and investment roadmaps to implement as the market evolves.

This investigation requires discipline, deep credit research, appreciation of the capital structure
and underlying market ecosystem, and the identification of the catalysts for a turnaround.

There are a growing number of borrowers in the European leverage finance market which have
fundamental reasons to exist but challenging capital structures. As these borrowers face
upcoming maturities, we are seeing an increasing pipeline of potential capital solution
investments which help re-cut the capital structure or provide an incremental liquidity bridge.
These opportunities are not just limited to the public credit market, and we believe there is a
growing opportunity in the private credit market. The direct lending market was particularly
active in 2021 and 2022, and we are now seeing these vintages look to refinance. While most
names have performed well, the impact of higher inflation and interest rates in the interim has
meant that for some, performance has underwhelmed and Sponsors’ deleveraging plans have
failed to be delivered. With leverage still elevated, these borrowers may struggle to obtain
straight refinancing in the senior direct lending market, enabling opportunistic and capital
solutions investors to step in.
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As we end the year, credit markets are increasingly polarised, with both opportunities and risks
coming to the fore. Recent high-profile defaults and fraud cases have underscored the
importance of rigorous risk management and careful market selection. At AlbaCore, we look to
prioritise capital preservation through disciplined underwriting, sector expertise, and selective
portfolio construction. In this volatile environment, our commitment to deep credit
research and prudent risk controls well positions us to navigate uncertainty while
safeguarding investor capital.

David Allen is the Managing Partner and Chief Investment Officer at
AlbaCore Capital Group. Mr. Allen has more than 30 years of
financial services and investment experience, with a focus on the
High Yield and Leveraged Finance Markets. Prior to founding
AlbaCore Capital Group, Mr. Allen managed Canada Pension Plan
Investment Board’s European Principal Credit Fund and was a
member of the Investment Committee. Mr. Allen was also a Partner,
Investment Committee member and Senior Portfolio Manager at
GoldenTree Asset Management, where he established and ran the firm’s European presence.
Mr. Allen spent a decade with Morgan Stanley in New York and Hong Kong, working across M&A
and investment banking before specializing as a High Yield media analyst. Mr. Allen graduated
from the University of California, Berkeley, where he earned a Bachelor of Arts in Economics
and was an all-conference rower.

About AlbaCore Capital Group

AlbaCore Capital Group is one of Europe’s leading alternative credit specialists, investing in
private capital solutions, direct lending, opportunistic and dislocated credit, CLOs, and
structured products. Founded in 2016, AlbaCore is part of the First Sentier Group. AlbaCore's
investment philosophy is focused on capital preservation and generating attractive risk
adjusted returns through the cycle for its investors. AlbaCore manages US $11 billion in AuM?
as of 30 September 2025 on behalf of global pension funds, sovereign wealth funds,
endowments, insurance companies, family offices and high net worths around the world. For
more information, visit www.AlbaCoreCapitalGroup.com.

Important Notice

Any statements made in this document are the author’s opinions, which have been based upon
publicly available facts, information, and analysis, and are not statements of fact. The opinions
expressed in this document are current as of the date appearing in this document and are
subject to change without notice. No part of this document may be reproduced in any manner,
in whole or in part, without the prior written permission of AlbaCore. This documentis not and
should not be regarded as investment advice or recommendation regarding any particular
investment, or an offer, marketing of services or products, advertisement, or representation of

7 AuM is calculated as the sum of the Net Asset Value, undrawn capital commitments, available debt finance and assets of all
vehicles managed by AlbaCore.
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any kind, or as an opinion on the merits or otherwise, of any particular investment or investment

strategy.
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