
BARINGS VIEWPOINTS June 2018

1For investment professionals only

THREE REASONS U.S. INVESTORS SHOULD 
CONSIDER GLOBAL LOANS
The Opportunity
Technical drivers in Europe have caused credit spreads to widen beyond what fundamentals would 
suggest. At the same time, the gap between U.S. and European monetary policy continues to grow. We 
believe the combination of these factors is creating an interesting opportunity for U.S. investors to consider 
exposure to European senior secured loans. 

Below, we outline three key reasons why, in this environment, we believe a global approach—particularly 
for its exposure to Europe—makes sense.

REASON 1: POTENTIAL YIELD PICK-UP 

A global strategy gives investors exposure to senior secured loans issued by below-investment grade 
companies outside of their domestic market—for U.S. investors, this means exposure to the European market. 
While investing in European loans could carry separate risks, we see many benefits to a global (versus a U.S.-
only) strategy. One particularly compelling benefit today is the opportunity for investors to earn incremental 
yield on loans that are issued by European companies (in euros) and then hedged back to U.S. dollars.

This potential pick-up comes from two components: 
1. Wider credit spreads in Europe for comparable credit risk
2. The value provided by Euribor floors due to still-negative base rates in Europe 

1. ILLUSTRATIVE EXAMPLE OF SINGLE B LOANS.
SOURCE: BASED ON BARINGS’ RECENT MARKET OBSERVATIONS. AS OF JUNE 26, 2018.
THERE IS NO GUARANTEE THIS SCENARIO WILL CONTINUE AND THIS IS SUBJECT TO CHANGE AT ANY TIME WITHOUT NOTICE.

FIGURE 1: POTENTIAL YIELD PICK-UP FOR A U.S. INVESTOR IN EUROPEAN LOANS1
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Wider European Credit Spreads: In recent months, spreads on 
European loans have widened—in some cases significantly—in 
response to headline risk. Today, based on our observations, 
a carefully selected portfolio of single B European loans can 
offer spreads of around, or upward of, 400 bps. This widening 
is in spite of the fact that European GDP growth is on solid 
footing and issuer fundamentals remain healthy—defaults are 
very low and companies continue to demonstrate robust sales 
and EBITDA growth. 

In the U.S., average single B spreads are currently around 350 
bps.1 The spread differential between the U.S. and Europe 
suggests that an investor has the potential to pick up around 
50 bps of excess credit spread, with comparable risk, just by 
investing in European rather than U.S. loans. 

EXAMPLE (looking only at the credit spread component): 
A company issues a loan in the U.S. (in U.S. dollars) with a 
coupon2 of Libor + 350 bps. The same company issues a 
loan in Europe (in euros) that, given the headline volatility 
in the market, offers a coupon of Euribor3 + 400 bps. A 
U.S. investor investing in the U.S. loan would earn a total 
incremental yield of 230 bps + 350 bps, or 5.8%. If investing 
in the European loan issued by the same company, that 
investor would earn a total incremental yield of 230 bps4 + 
400 bps, or 6.3%. 

The value of Euribor floors: While the technical-driven spread 
differential is creating an attractive opportunity in and of itself, 
there is another component currently at play that is boosting 
incremental yield potential even further: 0% Euribor floors. 

Base rates (Libor and Euribor) tend to be highly correlated 
with the interest rates of the region in which loans are issued. 
As such, as rates have increased in the U.S., so too has Libor. 
Euribor, on the other hand, has dipped into negative territory, 
today hovering around -30 bps.5 To ensure investors earn a 
minimum yield even with a negative Euribor, many European 
loans are issued with a 0% floor, meaning they offer a coupon 
of 0% + the credit spread. 

When a U.S. investor invests in a European loan with a 0% Euribor 
floor, and swaps the loan back to U.S. dollars, the investor is 
able to capture the difference between the Euribor floor and 
the base rate, for a pick-up of, in the above example, 30 bps. 

The combination of the credit spread differential and the 
value of the Euribor floor would result in a U.S. investor 
earning an incremental yield of 5.8% on a U.S. loan (230 bps 
+ 350 bps) and 6.6% on a European loan (230 bps + 400 bps 
+ 30 bps), a difference of about 80 bps for instruments with 
comparable credit risk. 

REASON 2: THE CURRENT MACRO PICTURE MEANS THIS 
OPPORTUNITY COULD PERSIST FOR 12-18 MONTHS  

GDP growth in Europe, despite slowing marginally in the first 
quarter, has been solid for the last 12 months. Nonetheless, 
macro volatility—most recently in Spain and Italy—has 
kept aggressive interest rate behavior at bay, with the ECB 
indicating it is unlikely to begin raising rates until the second 
half of 2019. This means the base rates on European loans 
will likely remain low as well, suggesting the value of Euribor 
floors may continue to benefit U.S. investors going forward, 
particularly as U.S. interest rates (and subsequently Libor) 
continue to rise. 

The same volatility warding off aggressive ECB rate hikes could 
also keep European spreads wide relative to the U.S., despite 
having little-to-no material impact on issuer fundamentals. 
The recent volatility in Italy demonstrates this—in May, 
as Italy failed to form a government and populist Italian 
coalitions prompted fears of an exit from the euro, bond prices 
plummeted and spreads for the majority of the European 
market widened. This headline volatility was largely irrelevant 
to the European loan market, however, as Italy accounts for 
a very small proportion—2.3%6—of the market, with a single 
issuer representing the majority of that weighting. 

As we consider the macro picture in the U.S. versus that 
in Europe, we expect that wider credit spreads in Europe, 
coupled with persistently low rates, will continue to create 
opportunities for U.S. investors over the next 12-18 months. 
It is also worth making note of the value that can come from 
active management during periods of volatility. Historically, 
during periods such as the European sovereign debt crisis in 
2011/2012, active management has helped mitigate short-term 
volatility, and we believe it will continue to do in the current 
environment and going forward.   

An investor has the  
potential to pick up around 

50 bps of excess credit spread, 
with comparable risk, just by 
investing in European rather 

than U.S. loans.

1. Source: Barings market observations. As of June 22, 2018.
2. Coupon payments have two components: Base rate (typically Libor in the U.S. and Euribor in Europe) + credit spread.
3. Coupons on European loans are calculated as Euribor + credit spread. 
4. When the loan is hedged back to U.S. dollars, the credit spread is overlaid on to the U.S. base rate (Libor).
5. As of June 22, 2018.
6. Source: Credit Suisee. As of May 31, 2018.
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REASON 3: LARGE, DIVERSE OPPORTUNITY SET; STRONG PERFORMANCE OVER TIME  

As demonstrated above, we believe there is an interesting—and compelling—opportunity for U.S. investors 
today. But there are also many broader benefits to a global strategy, an important point as some investors 
question whether, given the maturing credit cycle, high yield has run its course. 

The lack of loan market correlation and resilience of the asset class during periods of volatility can be seen 
in the performance of Barings’ global loan strategy, which since inception (September 2010) has never 
delivered a negative financial year return to investors, despite the prolonged periods of volatility in the wider 
financial markets during this timeframe. Further, as demonstrated below, global loans have performed in line 
with, or outperformed, U.S. loans (as represented by the Credit Suisse Leveraged Loan Index) over time.

At a high level, senior secured loans have certain characteristics that can prove 
beneficial in the later stages of the credit cycle, including:

• Credit risk protection through capital structure seniority
• Security in the form of asset-backing and covenant restrictions
• Diversification benefits/low correlation to equities and other traditional 

asset classes

FIGURE 2: BARINGS’ GLOBAL LOAN STRATEGY HAS  PERFORMED WELL RELATIVE TO U.S. LOANS

SOURCE: CREDIT SUISSE AND MORNINGSTAR. AS OF MARCH 31, 2018. 
PLEASE SEE GIPS DISCLOSURE AT THE END FOR MORE INFORMATION.
THE PERFORMANCE SHOWN IS FOR THAT OF A REPRESENTATIVE ACCOUNT AND WAS CHOSEN BY THE FIRM BECAUSE IT IS DEEMED 
TO BEST DEMONSTRATE THE FIRM’S MANAGEMENT STYLE FOR THE COMPOSITE. 
PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS.

We believe this strong performance is a result of several factors, one of them being that a global strategy 
can offer investors a much larger and more diverse opportunity set from which to seek relative value, 
contributing to greater portfolio diversification. The natural diversity of a global platform allows managers 
to isolate or focus on their “best ideas” across credits and geographies in an effort to maximize risk-
adjusted performance over the long term.

Global loans also carry a variable rate cash yield, which will grow in a rising base rate environment. As a 
result, loans have also performed well during periods of rising interest rates in both the U.S. and Europe. 
Historically, during periods of rising rates in the U.S., global loans have outperformed U.S. loans. The same 
is true in Europe, with global loans historically outperforming European loans during periods of rising 
rates in Europe.
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CUMULATIVE MARKET RETURNS DURING PERIODS OF RISING RATES IN THE U.S.

HISTORICALLY, DURING PERIODS OF RISING RATES IN THE U.S., 
GLOBAL LOANS HAVE OUT PERFORMED U.S. LOANS

Feb. 1994–Feb. 1995 June 1999–May 2000 June 2004–June 2006

Global Loans n/a 4.40% 13.58%

U.S. Loans 10.38% 3.93% 12.64%

U.S. IG Corporates -0.99% -0.04% 6.22%

U.S. High Yield Bonds 1.55% 3.21% 17.85%

SOURCE: CREDIT SUISSE, BARCLAYS, BANK OF AMERICA MERRILL LYNCH, FACTSET. 
THE GLOBAL LEVERAGED LOAN INDEX (GLOBAL LOANS) IS THE WEIGHTED AVERAGE OF THE CREDIT SUISSE LEVERAGED LOAN INDEX   
AND THE CREDIT SUISSE WESTERN EUROPEAN LEVERAGED LOAN INDEX. 
PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS.

Given this positive performance over time, we believe strategic, through-the-cycle exposure to the asset 
class can provide many benefits as part of an investors’ overall fixed income allocation. 

The Added Benefit of Active Management 
For investors wondering how to best access the opportunity in global loans today, it is worth considering 
the merits of active versus passive investing. While there are certainly merits to passive investing in some 
asset classes, we believe an active strategy is the most effective way to capture this particular opportunity 
today, potentially leading to excess returns above and beyond what a passive strategy can achieve.  

A comparison of the Barings’ global loan composite versus the Credit Suisse Global Loan Benchmark helps 
demonstrate this point. At Barings, our team has total discretion on security selection in the strategies we 
manage, meaning we are not limited to the largest, most liquid issuers—we regularly pursue niche value 
opportunities in sub-$500 million issues, which are often too small for a large, passive ETF to consider.

Conclusion 
An opportunity has emerged for U.S. investors to consider exposure to European senior secured loans. We 
believe there are three key reasons why, in this environment, a global approach makes sense: 

1. U.S. investors have an opportunity to pick up around 80 bps of yield due to the differences in credit 
spreads between the U.S. and Europe as well as to the presence of Euribor floors.

2. Given the macro picture, the current opportunity may persist for another 12-18 months. 

3. A global strategy can offer investors a much larger and more diverse opportunity set from which to 
seek relative value, allowing for greater portfolio diversification. 

At Barings, we believe an active approach is the most effective way to capture the opportunity in global 
loans. This approach is possible because of Barings’  large high yield platform, which consists of 70+ 
investment professionals in the U.S. and Europe who underwrite more than 1300 credits globally. Our 
global teams are in constant communication, which we believe puts us in a good position to identify and 
capitalize on relative value opportunities as they arise across geographies. 

RISK PROFILE While we see many benefits to investing in global senior secured loans, it is also important 
to consider the potential risks. Although this asset class is senior in the capital structure, investors may still 
be exposed to losses in the case of issuer defaults. Securities rated below-investment grade may have a 
greater risk of default and investors should consider such risks in the context of their overall investment 
portfolios. Investors may also be exposed to price fluctuations and/or losses, which can result from 
changes in overall market conditions or issuer-specific fundamentals.
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Barings Global Senior Secured Loan Composite
Reporting Currency: USD

Schedule of Performance Results

COMPLIANCE STATEMENT:
Barings, fka Babson Capital Management LLC, claims compliance with the Global 
Investment Performance Standards (GIPS®) and has prepared and presented this 
report in compliance with the GIPS standards. Barings has been independently 
verified for the periods 1993-2016 as Babson Capital Management LLC. See firm 
definition for further information. 

Verification assesses whether (1) the firm has complied with all the composite 
construction requirements of the GIPS standards on a firm-wide basis and (2) the 
firm’s policies and procedures are designed to calculate and present performance 
in compliance with the GIPS standards. The Global Senior Secured Loan composite 
has been examined for the periods 2010 - 2016. The verification and performance 
examination reports are available upon request. 

 
DEFINITION OF THE FIRM:
Barings, “Firm”, provides investment management and advisory services to both 
institutional and individual clients. For purposes of compliance with the Global 
Investment Performance Standards (GIPS®), the Firm defines itself as consisting 
of the portfolios that it manages directly. In 2017, the previous subsidiaries of 
Babson Capital Management, “Babson”, including Babson, were consolidated 
under the Barings name for GIPS purposes. Those entities included Babson 
Capital Management LLC, Cornerstone Real Estate Advisers LLC, Barings Asset 
Management Limited, and Wood Creek Capital Management LLC. In 2017, the firm 
assets represent the consolidated entity. A list of the Firm’s composite descriptions is 
available upon request.

POLICIES:
The Firm’s policies for valuing portfolios, calculating performance, and preparing 
compliant presentations are available upon request.

COMPOSITE DESCRIPTION:
The objective of this investment strategy is to achieve current income, and where 
appropriate capital appreciation by investing primarily in floating rate senior secured 
loans, and to a lesser extent senior secured and unsecured bonds issued by North 
American and European companies (including those debt instruments issued by 
issuing entities based in offshore centers, such as the Channel Islands, Cayman 
Islands, Bermuda, and other offshore jurisdictions). Portfolios within the composite 
can either be managed completely by Barings LLC, fka Babson Capital Management 
LLC or managed with Barings LTD, fka Babson Capital Europe, a subsidiary of the 
Firm. The minimum portfolio value requirement for inclusion in the composite is 
USD $20,000,000. The composite was created in November, 2010. 

BENCHMARK:
The performance benchmark for the Global Senior Secured Loan composite is a 
blended benchmark which consists of Credit Suisse, “CS”, Leveraged Loan Index 
USD (CSLLI) and the CS Western European Leveraged Loan Index (CSWELLI). Index is 
calculated as a market value-weighted percentage of the CSLLI & the CSWELLI. The 
weight of each index is calculated monthly as follows: the weight attributable to the 
CSLLI benchmark is the beginning USD denominated asset portion of the portfolio 
divided by the total beginning Market Value ( based in USD ) of the portfolio. The 
weight attributable to the CSWELLI is 1 minus the calculated result from CSLLI. Both 
results are summed to arrive at the blended benchmark return for the composite.

FEES:
Returns are presented gross of management fees, custodial fees, and withholding 
taxes but net of all trading expenses. Net of fee performance results are calculated 
by deducting from the gross monthly return using the highest fee charged for a 
member portfolio on an annual basis dedicated to this strategy during the periods 
presented. Applicable Fees for 2010-2016: 55bps, 2017 forward: 65bps.

PERFORMANCE RESULTS:
Results are calculated using a time-weighted total-rate-of-return formula. The 
composite is asset-weighted; individual portfolios are valued daily on a trade-date 
basis and include accrued income. The composite and benchmark results assume 
the reinvestment of distributions. Performance results include all portfolios under 
the Firm’s management that meet the Composite Definition. A portfolio is included 
in the composite when it is deemed that the investments made by the investment 
advisor fully reflect the intended investment strategy. Past performance is not a 
guarantee of future performance. 

ASSETS, COMPOSITE DISPERSION, EX-POST STANDARD DEVIATION:
The asset base used to calculate the composite’s percentage of Firm assets includes 
both discretionary and non-discretionary portfolios managed by the Firm, and 
also includes non-fee paying portfolios. The asset-weighted dispersion calculation 
measures the deviation of individual portfolio returns around the aggregate 
composite return. Only portfolios that have been managed for a full annual period 
have been included in the dispersion calculation. No Dispersion is reported for 
periods with five or fewer portfolios (shown as N/M). The three-year annualized ex-
post standard deviation of the composite and benchmark are displayed above.

Date

Annual 
Return Gross 
of Advisory 
Fees

Annual 
Return Net 
of Advisory 
Fees

CS Leveraged 
Loan Index 
USD & CS 
Western 
European 
Leverage 
Loan Index 
- Variable 
Weight 
(Benchmark)

Asset-
Weighted 
Dispersion

3- Year 
Annualized 
Std Dev. 
(Composite)

3- Year 
Annualized 
Std Dev. 
(Benchmark)

 Total 
Composite 
Assets at End 
of Period 
(USD$ MM) 

 Total Firm 
Assets at End 
of Period 
(USD$ MM) 

Percentage 
of Firm 
Assets

# of 
Portfolios at 
End of Period

3/31/18 1.31% 1.15% 1.57% NM 2.77% 2.48%  9,709  287,672 3.4% <=5

12/31/17 5.00% 4.32% 4.42% NM 2.85% 2.51%  9,469  284,798 3.3% <=5

12/31/16 10.89% 10.28% 9.58% NM 2.92% 2.65%  7,878  178,724 4.4% <=5

12/31/15 0.57% 0.02% 0.25% NM 2.19% 1.97%  6,878  163,934 4.2% <=5

12/31/14 2.45% 1.89% 2.03% NM 2.28% 1.91%  5,792  157,257 3.7% <=5

12/31/13 7.66% 7.07% 6.77% NM 4.93% 3.50%  4,638  142,832 3.2% <=5

12/31/12 12.61% 11.99% 9.80% NM N/A N/A  1,631  116,633 1.4% <=5

12/31/11 1.61% 1.05% 1.05% NM N/A N/A  434  100,213 0.4% <=5

12/31/2010^ 2.00% 1.91% 1.79% NM N/A N/A  103  95,808 0.1% <=5

Benchmark returns © Copyright CSFB 2018 – all rights reserved.  
NM The asset-weighted dispersion of five or fewer portfolios is not meaningful.
<=5 Five or fewer portfolios
^ Returns from composite inception date of November 1st, 2010 to December 31st, 2010.
+ In November 2011, the composite name was changed from Global Current Income Strategy I to Global Senior Secured Loan



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.

*As of March 31, 2018

Barings is a $305+ 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. Part of MassMutual, Barings 

maintains a strong global presence with over 1,800 professionals and offices in 16 countries.
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