
This article originally appeared in the October issue of Benefits and Pensions Monitor. 

5 THINGS TO CONSIDER WHEN  
INVESTING IN PRIVATE CREDIT  
IAN FOWLER OF BARINGS DISCUSSES FIVE KEY CONSIDERATIONS FOR INVESTORS 
INTERESTED IN ALLOCATING TO PRIVATE CREDIT
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PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS.

attractive for its potential to deliver higher average returns—typically from 
10%–15%²—with lower volatility than some public market asset classes. 

Institutional investors have historically allocated mezzanine and distressed debt 
to alternative or private equity allocation buckets. With senior secured debt, a 
relatively new investment option for institutional investors, there is no consensus 
on the allocation bucket. Investors tend to create a separate private debt bucket, 
use senior secured debt as a subset of their fixed income allocation to enhance 
yield, or allocate to the alternative bucket either as a diversifier or as a warehouse 
strategy until a more attractive private equity entry point emerges.

2. Within North American private credit, the U.S. and  
Canadian markets look fairly different.   
Unlike Canada, most of the capital invested in U.S. middle market loans has been 
from non-banks—insurance firms, finance companies, and institutional investors. 
This has been the case since the early 2000s and has become more pronounced 
in recent years, as secular changes in financial regulation have continued to limit 
the activity of banks. 

The market in Canada is different—junior capital opportunities exist for non-
bank lenders, while Canadian banks remain firmly established as the primary 
source of senior secured lending to the private middle market. 

3. From a relative value perspective, North America continues 
to look attractive.   
As we look across the global private credit landscape today, we see opportunities 
across North America, Europe, Australia/New Zealand and developed Asia.

IAN FOWLER, CFA
Co-head, North American Private Finance

1. Private credit, or direct lending 
to the middle market asset class, 
can offer investors a range of 
investment opportunities that can 
be customized to meet their risk/
return objectives. 
In the U.S., the middle market is a large 
and critical component of the economy. 
It represents roughly a third of U.S. GDP, 
employs a little over 30% of the U.S. labor 
force and consists of nearly 200,000 
companies, providing managers with 
a large opportunity set to construct 
diversified portfolios.1

Transactions can be structured to offer a 
range of risk-adjusted returns and yields 
through allocations to different parts of the 
corporate capital structure. For instance, 
senior secured loans, which sit at the top 
of the capital structure, have historically 
delivered returns ranging from 6%–8%.2 
Because these loans sit at the lower end 
of the risk/return spectrum, they have 
the potential to provide stable cash flows 
over time and can be useful for liability 
matching or yield enhancement for low 
beta portfolios. Mezzanine/junior capital, 
on the other hand, has historically looked 

6.64%

3.71%

3.0%

4.0%

5.0%

6.0%

7.0%

8.0%

Middle Market U.S. Broadly Syndicated Loans

2Q14 4Q14 2Q15 4Q15 2Q16 4Q16 2Q17 4Q17 2Q18

SOURCE: THOMSON REUTERS. AS OF JUNE 30, 2018. 

U.S. MIDDLE MARKET TERM LOAN SPREADS 



This article originally appeared in the October issue of Benefits and Pensions Monitor. 

This article is to be used by investment professionals for informational purposes only and does not constitute any offering of any security, product, service or fund, 
including any investment product or fund sponsored by Barings, LLC (Barings) or any of its affiliates. The information discussed by the authors of the article is the 
author’s own view and may not reflect the actual information of any fund or investment product managed by Barings or any of its affiliates. Neither Barings nor any of 
its affiliates guarantee its accuracy or completeness and accept no liability for any direct or consequential losses arising from its use. INVESTMENT INVOLVES RISKS. 
PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS. 18-611479

ABOUT BARINGS

At Barings, our approach to investing in the North American 
private credit market is built upon a firm-wide commitment 
to rigorous, bottom-up credit analysis. Our large, global team 
consists of more than 60 private finance professionals across 
four continents, scale that we believe allows us to better 
understand and price risk, and puts us in position to provide 
effective solutions up and down the capital structure. In our 
capacity as a principal investor for our parent company 
MassMutual, we invest our own capital alongside our clients, 
aligning our interests with those of our investors.

North America, in addition to its large and diverse opportunity 
set, is a mature market that can offer a degree of stability for 
investors. Non-banks have been cycle-tested as the primary 
source of capital to the leveraged lending market for nearly two 
decades. Spreads, which quantify the premium that investors 
can earn for taking on credit risk, are currently attractive, in our 
view—as of June 30, U.S. middle market loans offered a yield 
premium of roughly 200–250 basis points versus the broadly 
syndicated loan market.3

In addition, despite record levels of new debt funds and 
capital raised, credit metrics in North America have remained 
relatively stable and attractive on a risk-adjusted return basis, 
in our view. 
 
Specifically, elevated levels of private equity dry powder have 
fueled buyouts, evidenced by 2017’s record level of new loan 
volume.4 Healthy loan volume has created a more balanced 
supply/demand equilibrium, keeping yields, leverage and  
loan-to-value relatively stable. Also on the demand side, we 
expect to see roughly $550 billion of outstanding U.S. loans 
mature over the next five years, suggesting there will be 
continued opportunities for buyout and refinancing activity  
in the coming years.

4. Private credit is becoming a permanent 
and fundamental allocation of institutional 
investment portfolios. 
Private credit can offer many potential benefits to  
investors, and as such has become a fundamental allocation of 
institutional portfolios. The asset class has the potential to offer:
• High absolute returns
• Attractive relative returns
• Current income from cash interest coupon
• Mitigated J-curve risk relative to private equity
• Low relative volatility/losses
• Low correlation to public debt and equity
• Structural protection (covenants) and conservative 

structures to help manage through a cycle

While we see many opportunities in private, middle market 
lending, it is nonetheless important for investors to carefully 
consider the potential risks. The private, middle market is less 
liquid than the broadly syndicated market, and many of the 
transactions in the space have ratings or implied ratings below 
investment grade or, more typically, are unrated.

5. There are three major components to  
manager selection.
• Flexible Capital, Solutions-oriented Approach:  

Investors can benefit from partnering with an  
asset manager that has flexible capital to provide a range of 
financing solutions rather than a one-size-fits-all approach. 

• Robust Origination Capabilities: Many transactions in this 
space are sourced through private equity sponsors. As such, 
managers that have strong, established relationships with 
sponsors and other intermediaries may be best positioned 
to source the highest quality deals for investors. Hold 
size, international capabilities, flexible capital and revolver 
capability are all critical factors.

• Deep Relationships, Long Track Record: Experience 
investing through multiple credit cycles can be beneficial, as 
can experience working through difficult situations that can 
occur in market downturns.



IMPORTANT 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 by Barings or any other person. 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.

Barings is the brand name for the worldwide asset management and associated businesses of Barings LLC and its global 

affiliates. Barings Securities LLC, Barings (U.K.) Limited, Barings Global Advisers Limited, Barings Australia Pty Ltd, Barings 

Japan Limited, Barings Real Estate Advisers Europe Finance LLP, BREAE AIFM LLP, Baring Asset Management Limited, 

Baring International Investment Limited, Baring Fund Managers Limited, Baring International Fund Managers (Ireland) 

Limited, Baring Asset Management (Asia) Limited, Baring SICE (Taiwan) Limited, Baring Asset Management Switzerland 

Sarl, and Baring Asset Management Korea Limited each are affiliated financial service companies owned by Barings LLC 

(each, individually, an “Affiliate”).

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, investment research, or a recommendation 

about the suitability or appropriateness of any security, commodity, investment, or particular investment strategy, and 

must not be construed as a projections or predictions.

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. Individual 

portfolio management teams may hold different views than the views expressed herein and may make different 

investment decisions for different clients. 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 service, security, investment or product outlined in this document may not be suitable for a prospective investor or 

available in their jurisdiction. 

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.

Barings is a $310+ 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 
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