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AN ALTERNATIVE APPROACH 
BAI’S UNIQUE STRATEGY FOR REAL ASSET & PRIVATE EQUITY INVESTING

Highlights
• In today’s environment where dry powder and 

purchase multiples are rising, finding attractive 
risk-adjusted returns in traditional private equity 
and infrastructure is increasingly challenging for 
many sophisticated allocators 

• BAI’s investment focus on real assets and asset-
based PE aims to provide an attractive shape and 
quality of return by combining current cash flow 
with long-term potential capital upside 

• Through intelligent and proprietary sourcing of 
quality assets, active management and enterprise 
development, BAI aims to deliver compelling risk-
adjusted returns for the longer term to investors

Competition on the rise 
Allocations to real assets, private equity and infrastructure 
form an integral part of many portfolio allocation strategies 
as investors look for compelling capital returns, as well as 
predictable current yield. 

Today, record levels of capital are being committed, with 
combined dry powder across private equity and infrastructure 
totalling $875 billion over the first seven months of 2017, 
up 18% from the end of last year.1 While this has provided 
managers with ample firepower to deploy toward deals, the 
rising competition has meant that yields have compressed 
for core infrastructure and the prospect of capital upside or 
price appreciation has diminished. For the buyout universe, 
the competition-driven increase in purchase price multiples 
and leverage is likely to make the J-curve deeper and capital 
returns more back-ended. As a result, investors are confronted 
by a more challenging environment in their search for 
opportunities offering mid-teen IRRs with current yield.

Real assets, real differentiation
By focusing on real assets and asset-based investments in an area 
that sits between more traditional definitions of infrastructure 
and private equity, we aim to combine the attractive current cash 
flow of infrastructure with the long-term capital uplift offered by 
private equity. In doing so, the BAI Direct Investments platform 
targets a differentiated shape and quality of return for investors. 

The shape of the return profile exhibits the risk-adjusted 
qualities associated with predictable current cash flow and 
rises in line with the potential for capital gains from private 
equity investing and enterprise development. Enterprise 
development is where scaling real assets and bringing in 
operational capabilities can transform the value paradigm 
for an asset that trades on a book value basis into a going 
concern that can be sold for a multiple of earnings. 

A focus on current cash flow is a key part of the investment 
thesis. In addition to de-risking returns, healthy current cash 
flows can offer the reinvestment optionality for enterprise 
value creation. By using comparatively modest levels of debt, 
the current yield expected to be received should be more 
stable over time. Through this approach, BAI aims to build a 
strategy that can capture attractive current yield and upside 
returns for our investors, with a targeted distribution rate of 
5–7% and gross IRR of 12–15%.2

FIGURE 1: UNIQUE MARKET POSITIONING

SOURCE: BARINGS. AS OF SEPTEMBER 2017.
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BAI Directs platform focuses on less    
competitive markets 
The starting point for achieving a distinctive risk-return profile is 
disciplined asset selection. BAI sources assets from three broad 
categories of real assets and asset-based businesses: capital 
assets, infrastructure, and intangibles. Within these areas, we 
target investments that are integral to the real economy and 
supported by longer-term thematic, industry and asset trends 

1. Source: Preqin. As of August 31, 2017.
2. There is no guarantee that the targeted rate of return and/or distribution rate will be achieved.

BAI describes the Barings Alternative Investment business of Barings LLC and its subsidiaries.
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in sectors such as transportation, media and entertainment, 
pharmaceuticals, financial services and infrastructure. 

By operating in between traditional PE and infrastructure, we 
believe BAI is often able to capitalize on its sourcing abilities 
to avoid competitive bidding processes and overpaying. In 
contrast to traditional PE and infrastructure, the markets 
targeted are generally underinvested, allowing BAI to source 
undiscovered deals and to look at the widest possible 
opportunity set. Our operational expertise allows us to target 
real assets and to find better value opportunities than would 
be possible for passive strategies or managers without an 
operational focus that only target company investments. 

Finally, by investing in real assets that are valued on a book 
value basis—which have arguably seen lower price inflation 
than enterprise valuations—we believe BAI is positioned to 
find more attractive value opportunities.

Value creation
For the specialist and often undermanaged assets and areas 
of the market targeted, BAI is uniquely positioned to maximize 
value through active management, sector specialization 
and industry knowledge. BAI targets operationally-intensive 
investments with higher barriers to entry and has a preference 
for controlling stakes in order to execute business plans, in line 
with our underlying investment theses.

Strategies for maximizing asset value include expanding 
product and service offerings, broadening the geographical 
footprint, building scale at an operating company and 
capitalizing on attractive reinvestment opportunities. In 
addition to these expansion-type strategies, we seek to extend 
the life of the assets we manage and to implement efficiency-
enhancing and quality control measures in order to extract 
their full value. 

By way of example, ground transportation, a fragmented 
sector, offers many such opportunities. In the sector, BAI 
predicted a shift that would boost demand for intermodal 
containers and trucking equipment and initiated a presence 
there. We then built up a critical mass of transportation assets 
and identified a highly experienced management team to 
operate the business and execute the strategy.

Today, the team is creating value not solely through best-in-
class management, but by aiming to maximize returns from 
its asset base and taking advantage of market inefficiencies. 
In particular, the team has been innovative in deploying older 
intermodal assets to respond to supply constraints during 
seasonal peaks in online shopping. As a result of this overall 
strategy, BAI’s portfolio company Milestone is one of today’s 
market leaders in supplying, leasing and asset management 
activities of transportation equipment in the U.S.

FIGURE 2: BROAD INVESTMENT CHARACTERISTICS

SOURCE: BARINGS. AS OF SEPTEMBER 2017. FOR ILLUSTRATIVE PURPOSES ONLY

Conclusion
BAI seeks to build a strategy of actively managed real assets and asset-based businesses that uses lower leverage and provides 
attractive current yield and valuation upside potential. 

The BAI Directs platform aims to provide attractive risk-reward ratios and diversification to other core real asset investments 
or traditional private equity, targeting a specific value proposition. We believe the differentiated approach is able to deliver a 
distinctive shape and quality of return that is difficult to capture in more traditional areas of core infrastructure and private equity, 
particularly in today’s competitive market. Given the targeted investment characteristics of the BAI Directs platform, the strategy 
would typically fit into a traditional allocation for private equity and infrastructure or a current yield or inflation portfolio.

Infra PE Real Assets/Asset Based Private Equity

Investment Horizon Long-Term Medium Term Long-Term

Return Drivers Asset Cash Flow & Capital Gains Capital Gains Asset Cash Flow & Capital Gains

Current Cash Flow Yes No Yes

Active Management Moderate High High

Upside Potential Moderate High High

Downside Risk Low Significant Moderate

Leverage Syndicated Significant/Often Syndicated Moderate

BAI DIRECTS APPROACH
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Barings is a $288+ billion* global financial services firm dedicated to meeting the evolving investment and capital needs 
of our clients. We build lasting partnerships that leverage our distinctive expertise across traditional and alternative asset 
classes to deliver innovative solutions and exceptional service. A member of the MassMutual Financial Group, Barings 
maintains a strong global presence with over 600 investment professionals and offices in 16 countries.

LEARN MORE AT BARINGS.COM

IMPORTANT INFORMATION

For Professional Investors / Institutional Investors only. This document should not be 
distributed to or relied on by Retail / Individual Investors. 

Barings LLC, Barings Securities LLC, Barings (U.K.) Limited, Barings Global Advisers 
Limited, Barings Australia Pty Ltd, Barings Advisers (Japan) KK, Barings Investment 
Advisers (Hong Kong) Ltd., Barings Real Estate Advisers Europe Finance LLP, Baring Real 
Estate Advisers Japan KK, BREAE AIFM LLP, Baring North America LLC, Baring Asset 
Management Limited, Baring International Investment Limited, Baring Asset Management 
(Asia) Limited, Baring SICE (Taiwan) Limited, Baring Asset Management (Japan) Limited, 
and Baring Asset Management Korea Limited each are affiliated financial service 
companies (each, individually, an “Affiliate”), together known as “Barings.” Some Affiliates 
may act as an introducer or distributor of the products and services of some others and 
may be paid a fee for doing so. 

NO OFFER: 
The document is for informational purposes only and is not an offer or solicitation 
for the purchase or sale of any financial instrument or service in any jurisdiction. The 
material herein was prepared without any consideration of the investment objectives, 
financial situation or particular needs of anyone who may receive it. This document is 
not, and must not be treated as, investment advice, an investment recommendation, or 
investment research.
 
In making an investment decision, prospective investors must rely on their own 
examination of the merits and risks involved and before making any investment decision, 
it is recommended that prospective investors seek independent investment, legal, tax, 
accounting or other professional advice as appropriate. 

Unless otherwise mentioned, the views contained in this document are those of Barings. 
These views are made in good faith in relation to the facts known at the time of 
preparation and are subject to change without notice. Parts of this document may be 
based on information received from sources we believe to be reliable. Although every 
effort is taken to ensure that the information contained in this document is accurate, 
Barings makes no representation or warranty, express or implied, regarding the accuracy, 
completeness or adequacy of the information. 

Any forecasts in this document are based upon Barings opinion of the market at the date 
of preparation and are subject to change without notice, dependent upon many factors. 
Any prediction, projection or forecast is not necessarily indicative of the future or likely 
performance. Investment involves risk. The value of any investments and any income 
generated may go down as well as up and is not guaranteed. Past performance is no 
indication of current or future performance. PAST PERFORMANCE IS NOT NECESSARILY 
INDICATIVE OF FUTURE RESULTS. Any investment results, portfolio compositions 
and or examples set forth in this document are provided for illustrative purposes only 
and are not indicative of any future investment results, future portfolio composition or 
investments. The composition, size of, and risks associated with an investment may differ 
substantially from any examples set forth in this document. No representation is made 
that an investment will be profitable or will not incur losses. Where appropriate, changes 
in the currency exchange rates may affect the value of investments. Prospective investors 
should read the offering documents for the details and specific risk factors of any Fund 
discussed in this document.

OTHER RESTRICTIONS: 
The distribution of this document is restricted by law. No action has been or will be taken 
by Barings to permit the possession or distribution of the document in any jurisdiction, 
where action for that purpose may be required. Accordingly, the document may not be 
used in any jurisdiction except under circumstances that will result in compliance with all 
applicable laws and regulations. 

Any service, security, investment or product outlined in this document may not be 
suitable for a prospective investor or available in their jurisdiction. 

INFORMATION: 
Barings is the brand name for the asset management or associated businesses of Barings 
affiliates worldwide. This document is issued by one or more of the following entities: 

Barings LLC, which is a registered investment adviser with the Securities and Exchange 
Commission (SEC) under the Investment Advisers Act of 1940, as amended, as well as a 
Commodity Trading Advisor (CTA) and Commodity Pool Operator (CPO) registered with 
the Commodity Futures Trading Commission under the Commodity Exchange Act, as 
amended, Barings Securities LLC, which is a registered limited purpose broker-dealer with 
the Financial Industry Regulatory Authority;

Baring North America LLC, which is an Exempt Market Dealer and Investment Fund 
Manager registered with the Ontario Securities Commission (Baring North America LLC 
relies on Section 4 (permitted clients) of MI 32-102 (Investment Fund Manager registration 
exemption) and has filed the Form 32-102F1 and Form 32-102F2 with the AMF in Quebec 
and is registered under MI 11-102 (Passport System) in the category of Exempt Market 
Dealer in Quebec); 

Barings (U.K.) Limited, which is authorised and regulated by the Financial Conduct 
Authority in the United Kingdom (Ref No. 194662) and is a Company registered in England 
and Wales (No. 03005774) whose registered address is 61 Aldwych, London, WC2B 
4AE, Barings Global Advisers Limited, which is authorised and regulated by the Financial 
Conduct Authority in the United Kingdom (Ref No. 552931) and is a Company registered 
in England and Wales (No. 07622519) whose registered address is 61 Aldwych, London, 
WC2B 4AE and is a registered investment adviser with the SEC, Baring Asset Management 
Limited, which is authorised and regulated by the Financial Conduct Authority in the 
United Kingdom (Ref No. 170601) and is a Company registered in England and Wales 
(No. 02915887) whose registered address is 155 Bishopsgate, London EC2M 3XY, Baring 
International Investment Limited, which is authorised and regulated by the Financial 
Conduct Authority in the United Kingdom (Ref No. 122628), and is a Company registered 
in England and Wales (No. 01426546) whose registered address is 155 Bishopsgate, 
London EC2M 3XY, is a registered investment adviser with the SEC and is registered 
with the Ontario Securities Commission as a Portfolio Manager (Baring International 
Investment Limited also relies on section 8.26 of NI 31-103 (international adviser 
exemption) and has filed the Form 31-103F2 in Quebec, Manitoba, British Columbia 
and Alberta), Barings Real Estate Advisers Europe Finance LLP, which is authorised and 
regulated by the Financial Conduct Authority in the United Kingdom (Ref No. 401543), or 
BREAE AIFM LLP, which is authorized and regulated by the Financial Conduct Authority in 
the United Kingdom (Ref No. 709904); 

Barings Australia Pty Ltd (ACN 140 045 656), which is authorized to offer financial services 
in Australia under its Australian Financial Services License (No: 342787) issued by the 
Australian Securities and Investments Commission; 

Barings Investment Advisers (Hong Kong) Ltd, which is licensed with the Securities 
and Futures Commission of Hong Kong to carry on regulated activities Type 1 (dealing 
in securities), Type 4 (advising on securities) and Type 9 (asset management) in Hong 
Kong in accordance with the requirements set out in the Securities and Futures 
Ordinance (Cap 571), or Baring Asset Management (Asia) Limited, which is licensed by 
the Securities and Futures Commission of Hong Kong to carry on regulated activities 
Type 1 (dealing in securities), Type 2 (dealing in futures contracts), Type 4 (advising on 
securities), Type 5 (advising on futures contracts) and Type 9 (asset management) in 
Hong Kong in accordance with the requirements set out in the Securities and Futures 
Ordinance (Cap 571); 

Barings Advisers (Japan) KK, which is registered as a Financial Instruments Business 
Operator (Registration No. 961-KLFB) for Type II Financial Instruments Business and 
Investment Advisory and Agency Business with the Financial Services Agency in Japan 
under the Financial Instruments and Exchange Act (Act No. 25 of 1948), Baring Real 
Estate Advisers Japan KK which is registered as a Financial Instruments Business Operator 
(Registration No. 2840-KLFB) for Type II Financial Instruments Business and Investment 
Advisory Business with the Financial Services Agency in Japan under the Financial 
Instruments and Exchange Act (Act No. 25 of 1948), or Baring Asset Management (Japan) 
Limited, which is registered as a Financial Business Operator (Registration No. 396-KLFB) 
for Type II Financial Instruments Business, Investment Advisory Business and Investment 
Management Business with the Financial Services Agency in Japan under the Financial 
Instruments and Exchange Act (Act No. 25 of 1948); 

Baring SICE (Taiwan) Limited, an independently operated business (Business license 
number: 2008 FSC- SICE- Xin- 030; Address: 21 F, No.333, Sec. 1 Keelung Road, Taipei 
11012; Taiwan Contact telephone number: 0800 062 068); or 

Baring Asset Management Korea Limited, which is authorized by the Korean Financial 
Services Commission to engage in collective investment business and is registered 
with the Korean Financial Services Commission to engage in privately placed collective 
investment business for professional investors, discretionary investment business and 
advisory business.

Copyright
Copyright in this document is owned by Barings. Information in this document may 
be used for your own personal use, but may not be altered, reproduced or distributed 
without Barings’ consent.

*As of June 30, 2017.


