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Can you tell us about Barings’ capabilities in the CLO market 
and the firm’s history in this space?  

If you look back to our roots, Barings was an early adopter of collateralized 

loan obligations (CLOs). Our CLO business got its start in 1998 as a division 

of First Union and was marketed under the name First Union Institutional 

Debt Management, or IDM. As an early CLO manager, we spent a great 

deal of time educating both investors and bankers on the merits of CLOs 

and unique needs and opportunities that the structure embodies. In 

2001, the IDM CLO platform was acquired by David L. Babson, a wholly 

owned subsidiary of MassMutual. This acquisition was transformative 

as it not only doubled the size of the U.S. CLO platform but also was the 

springboard for Barings’ current high yield franchise. Needless to say, 

the CLO business is an integral part of our firm’s history. Given how long 

we’ve been active in this space, we have a long track record of managing 

through downturns and periods of volatility. From the telecom bubble in 

2001/2002, to the great financial crisis in 2008/2009, to COVID-19, we have 

managed through multiple ups and downs, which speaks not only to our 

experience in the space, but also to the depth of our research team, our 

fundamental, bottom-up approach to credit analysis, and our history with 

the below investment grade market.   

How does your business differ from the structured products 
side of the business?

Our CLO business has been divided into two entities almost since 

inception—the origination side, where I sit as a portfolio manager, and the 

structured products side. On the origination side, we issue new CLOs and 

manage them by selecting a diversified pool of underlying assets (senior 

secured loans) that we think will perform well over the long term. Our 

investors, typically insurance companies, banks, hedge funds and large 

institutional investors, will then buy into these vehicles up and down the 

CLO capital structure based on their specific risk/return thresholds. The 

structured products side, on the other hand, purchases the debt or equity 

tranches of vehicles that other managers have issued and manage. The 

benefit of having both sides of the business is that we can collaborate and 

learn from each other. The structured products business, for instance, 

has access to our credit knowledge and deep research platform. On 

the origination side, we benefit not only from our colleagues’ market 

intelligence that helps us better understand what investors are looking for, 

but also from the strong name recognition that comes from being in the 

market regularly as both a seller of, and investor in, CLOs. It’s a symbiotic 

relationship that has been in place for more than two decades.
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What are the main attractions of CLOs, and what types of investors do you see 
allocating to the asset class today?

Historically, CLOs have been misunderstood by the market, drawing a fair share of negative headlines. 

This has begun to change in recent years, however, with more investors gravitating toward the asset class 

for its potential to offer consistent cash-on-cash returns and positive IRRs over time. Historically, CLOs 

have also priced wide relative to similarly rated corporate credit—a notable potential benefit in a yield-

hungry world and for investors that may be ratings constrained. At the AAA level, for instance, spreads are 

currently in the 110–120 basis points (bps) range, versus 40–50 bps for AAA investment grade corporates.1 

It’s a similar story as you look further down the capital structure to the mezzanine and equity tranches. 

While institutional investors, foreign banks and domestic banks still account for a large portion of CLO 

demand—particularly at the AAA level—the buyer base has expanded in recent years to include asset 

managers, pensions, foundations, risk retention funds and other institutional investors looking for spread and 

return in a low-rate environment. In recent years, more investors have gotten comfortable investing in the 

equity tranches of CLOs, which, while riskier given that they sit at the bottom of the capital structure, have 

provided attractive returns historically for those investors seeking consistent cash flows and strong IRRs. 

As CLOs have become more mainstream and the buyer base has continued to expand, issuance has 

grown notably and is expected to reach roughly $100 billion this year after declining slightly last year due 

to uncertainty around COVID. In fact, CLOs make up about 60% of the leveraged loan buyer base today, 

underscoring their significant presence in the market. As the CLO universe has grown, CLOs have evolved 

from more of a pure buy-and-hold strategy—today, managers actively trade their portfolio of loans 

searching for the best relative value while preserving credit quality.

A SYMBIOTIC PLATFORM WITH MORE THAN $30 BILLION IN CLO-FOCUSED AUM

GLOBAL ORIGINATION 
BUSINESS 

$15+ BILLION
IN AUM*

72 INVESTMENT 
PROFESSIONALS

TO SELL TO INVESTORS

builds pools of assets

IN-DEPTH CREDIT KNOWLEDGE
AND DEEP RESEARCH PLATFORM 

advantages include 

STRUCTURED 
PRODUCTS BUSINESS 

$19+ BILLION
IN AUM

13 INVESTMENT 
PROFESSIONALS

ON BEHALF OF THIRD PARTY INVESTORS

purchases CLO debt and equity to manage

MARKET INTELLIGENCE AND 
STRONG NAME RECOGNITION

advantages include 

1. Source: Bloomberg Barclays; J.P. Morgan; Barings. As of June 17. AAA investment grade corporate spreads have traded 
between 43 bps and 86 bps over the last year.

*AUM associated with CLO origination. As of March 31, 2021. 
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How has the asset class performed over time—especially through 
periods of volatility?

As mentioned earlier, CLO performance has been fairly consistent over time. This is 

partly due to the fact that CLOs are backed by a diverse pool of senior secured loans, 

which are senior to other outstanding debt in an issuing company’s capital structure. 

This seniority means that the loans’ interest and principal payments must be paid 

before other creditors receive payment. The loans are also secured, usually by assets or 

stock of the company, which can provide investors with additional credit risk protection 

and increased recovery in the event of a default. When it comes to repayment of CLO 

debt tranches, there is a cushion beneath each tranche. The AAA tranche has the 

largest cushion and highest priority in terms of repayment. The BB tranche has less 

cushion and lower priority of repayment, and equity is at the bottom.

However, when it comes to CLO equity in particular, volatility—somewhat 

counterintuitively—can actually be quite beneficial, as it can help generate excess 

return for CLO equity investors. CLO equity returns come from the excess spread of 

CLO assets over liabilities. When the market goes through periods of volatility, the 

yields on the assets (loans) can increase as a result of price drops and potential spread 

widening. On the other hand, the liability spreads are locked during these volatile 

periods which, in combination with an experienced manager, can lead to excess equity 

returns. Alternatively, of course, if spreads in the market are tight, the arbitrage starts to 

get squeezed. In that case, equity investors typically have the right to refinance or reset 

parts or all of the liabilities in order to align with the market and regain the arbitrage.

How are ESG factors being integrated into the process of analyzing CLOs?

ESG is clearly playing an increasingly important role in investment decisions, but its 

adoption and integration has not necessarily been uniform. At Barings, the way we 

integrate ESG is consistent with our overall investment philosophy and an extension of 

the way we factor in any type of risk when analyzing high yield investments. Specifically, 

our high yield analysts perform rigorous, bottom-up ESG analysis on each investment 

we consider, and also monitor ESG developments across our existing portfolio 

companies. As part of the process, we score environmental, social and governance 

factors on a scale of one to five, assigning higher numbers to companies with weaker 

ESG profiles. We also carefully consider an issuer’s ESG outlook, which gives us a way 

to gauge whether an issuer’s profile is deteriorating, stable or improving. Ultimately, we 

believe this approach helps us analyze both risks and opportunities, and can influence 

our relative value recommendations. As CLOs are rapidly adopting ESG criteria in 

their asset selection process, we expect to see increased levels of engagement, active 

monitoring and potentially even an ESG-focused CLO in the near future. 
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How would you describe Barings’ style as a CLO manager?

We are first and foremost a credit-focused manager, which means we conduct 

rigorous bottom-up analysis on each loan we consider and are very selective in 

the way we structure CLOs. While some managers certainly have more or less 

aggressive styles, our approach has served us well for a long time and through 

multiple credit cycles. As evidence of this, we have a long track record of strong 

performance—over 20 years. Ultimately, our longstanding experience in the 

market has helped us build strong relationships with debt investors, particularly 

at the AAA level. This is an important point, as managers who have demonstrated 

consistency in performance over long periods of time may be more likely to 

garner consistently tighter pricing in the market, which can be beneficial when it 

comes to delivering returns to CLO equity investors. 

We are also in the fortunate position of having a strong and stable parent company 

in MassMutual, which has been a long-term investor in CLOs. Additionally, as a 

part of a much broader high yield platform, we have the ability to be flexible and 

deliberate when issuing CLOs, and to pick the most opportune timing based on 

market conditions—rather than being forced to issue in less favorable environments.  

While the CLO market is complex, it’s a market that can also offer significant benefits, 

particularly in today’s low-yielding environment. However, experience and breadth of 

platform, along with longstanding relationships, are crucial to navigating the ups and 

downs of economic cycles and delivering the best outcomes to investors over time.  

CLOs: PART OF AN INTEGRATED 
GLOBAL HIGH YIELD PLATFORM

GLOBAL HIGH YIELD + STRUCTURED CREDIT 

$72.4 BILLION
IN AUM

85 INVESTMENT 
PROFESSIONALS

COVERING OVER 1,600 NAMES
ACROSS U.S. AND EUROPEAN HIGH YIELD 

BONDS AND LOANS 

72 high yield investment professionals 
WITH MODELS AND DATA 

COVERING MORE THAN 3,300 
CLO TRANSACTIONS 

13 structured credit investment professionals 



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, if applicable, for the details and specific risk factors of any Fund/Strategy 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, 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 projection or prediction.

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 and Trademark 

Copyright © 2021 Barings. Information in this document may be used for your own personal use, but may not be 

altered, reproduced or distributed without Barings’ consent.

The BARINGS name and logo design are trademarks of Barings and are registered in U.S. Patent and Trademark 

Office and in other countries around the world. All rights are reserved.

*As of March 31, 2021
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LEARN MORE AT BARINGS.COM

Barings is a $326+ billion* global investment manager sourcing differentiated opportunities and building

long-term portfolios across public and private fixed income, real estate and specialist equity markets. With investment 

professionals based in North America, Europe and Asia Pacific, the firm, a subsidiary of MassMutual, aims to serve 

its clients, communities and employees, and is committed to sustainable practices and responsible investment.


