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It’s time for real assets
Private debt1 can be
a lower-risk, higher-yielding
alternative to traditional
bonds

This shift is based on three trends which
have gained rapid momentum in the
post-financial crisis period. First, banks
are progressively reducing their balance
sheet exposure to credit amid Basel
III regulatory requirements. Second,
European borrowers are increasingly
diversifying their sources of financing
to reduce their reliance on banks.
Third, European borrowers with capital
expenditure needs and renewed appetite
for overseas expansion are seeking to
take advantage of historically low interest
rates.

Key takeaways:
• Private debt comprises loans
to companies, infrastructure
projects and real estate, and
aircraft financing. The asset
class benefits from a low-risk
profile, low correlation to
bond markets and backing by
tangible assets.
• The private debt team
at Natixis Global Asset
Management is composed
of professionals from four
affiliates: Natixis Asset
Management, AEW, Loomis
Sayles and Mirova.

Private Debt Dry Powder
December 2003 - August 2016
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Yields on both government and corporate
debt are now at levels that may no
longer justify the risks taken. This has
thrown the spotlight on the private
debt industry, a niche sector with little
media and advisor exposure, and fewer
market participants than bond markets.
Although private debt features in
far fewer investment portfolios
than bonds, it is steadily gaining
ground, with private debt dry powder
increasing fivefold between 2003 and
August 2016.

As rates fall, investors have lent capital in
increasing volumes, driving down rates
even further.

Dry Powder ($bn)

• Private debt is likely to
appeal to a range of investors
with long-term investment
outlooks or long-term liabilities
and who are in a position to
benefit from illiquidity premia.

Fabrice Chemouny
Executive
Vice President
Global Head of
Institutional Sales
Natixis
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Management

One of the biggest shifts in
financing in history is taking
place right now and long-term
investors are ideally placed to take
advantage of it.
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Source: Prequin Special Report: Private Debt Fund Manager Outlook (August 2016)
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This trend is set to continue as the
asset class gains recognition and as
politicians and regulators globally
encourage investment in the real
economy and into real assets. In
Europe, for instance, the Capital Markets
Union – otherwise known as the Junker
Plan - aims to accelerate the deployment
of private debt through the creation of
new fund vehicles that complement bank
debt provision and stimulate the slowgrowing European economy. Investment
in real assets is also encouraged and
incentivised by governments in parts of
Asia and in the US.

New solution for a modern challenge
Institutional investors’ needs have
coalesced in recent times around
the same themes. Two Natixis
surveys in 201523 found that investors’
preoccupations centred on high
correlations between bonds and equities,
ongoing low yields and high volatility.
In essence, investors are signalling
that they need new solutions for an
investment environment that they
view as unlikely to improve.
While private debt is not a new concept,
its deployment is growing as changes
in the real economy have made it more
accessible to investors. Some investors
have already seized the opportunity,
viewing debt as an alternative or a
complement to long-term bonds. They
are attracted by the relatively low
risks associated with most private
debt – it is backed by tangible assets
and has limited default rates and high
recovery rates.

INVESTORS

Because private debt markets have large
and expanding volumes, global private
debt managers with wide-ranging
research and execution skills can
achieve strong portfolio diversification
effects. Portfolios can be diversified by
geography and also by industry and sector,
with private debt assets varying by their
risk profiles and maturities.
The low-risk nature of private debt, its
low correlation to other assets and
its average yield of 2.5%-3% above
Euribor4 , has started to make the asset
class compelling for investors with
longer-term investment horizons.

Private debt in action
So what forms can private debt take?
Private debt is effectively investing in real
assets. It is the financing through loans
or bonds of junior or senior projects.
Investments in the real economy
include loans to companies, to
infrastructure projects, to real estate
and for financing the building and
maintenance of aircraft fleets.
There is virtually no limit to real asset
financing possibilities, meaning the
private debt sector has huge potential
for growth and the addition of new asset
types. More than $100bn of real estate
private debt was issued last year, while
infrastructure private debt issuance
was $250bn and aircraft financing was
$100bn.

Selecting loans, managing them
securely
Financial expertise and knowledge
of the market and its participants can
provide privileged access to primary
and secondary market data, which is
important for sourcing loans. These
loans must match portfolio guidelines
and should offer the best potential
risk-reward profile.
The process begins with analysis and
the investment decision. Credit analysis
involves a number of steps, including
assessment of the borrower, the
industry, capital structure, covenants and
of recovery prospects.
After the investment decision has been
executed, the next phase in producing
consistent returns is monitoring. This
phase includes asset and portfolio
review, regular updates of the watch list
and frequent discussions of potential
disposals, amendments and waivers.
The strategy is predicated on strong
investment discipline to mitigate
the capital loss risk. Every investment
carries risk, but the way an investment
is structured and monitored can greatly
minimise this risk. In the case of private
debt, the investment is accompanied by
substantial documentation, considerable
due diligence and, sometimes, a specified
cap on liabilities in the case of the loan not
performing. Private debt is also backed
by a tangible asset, so in the worst case
scenario, if the debt is underperforming,
the asset can be sold and the proceeds
remitted to the debt holder.

The preferred asset classes of institutional investors for 2016
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Source: Les Echos - Poll conducted by Blackrock. Survey included 174 institutional investors in the world (December 2015).
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A mix of skills is required
The key to being able to do all this
and to successfully managing a
private debt strategy is by combining
different and complementary types of
expertise. It is about allying disciplined
portfolio management to knowledge of
how to finance real economy projects.
These skills are rarely found and
combined under one roof.
The private debt management team
at Natixis, for instance, is integrated
into Natixis Global Asset Management
(NGAM), with professionals at four
NGAM affiliates - Natixis Asset
Management, AEW, Loomis Sayles and
Mirova - involved at each step of the
asset acquisition, management, analysis
and control processes.
Each affiliate has its own team of
specialized portfolio managers, mainly
former bankers with comprehensive
experience in the relevant markets.
Bank financing expertise - which is in
the DNA of Natixis – is essential for
analysing corporates and borrowers,
while leveraging contacts among both
constituents. The structuring and analysis
of private debt deals - from corporate and
real estate loans to infrastructure debt requires deep knowledge and resources.
NGAM’s private debt team can draw on
the experience of over 50 investment
experts, including 18 portfolio managers,
32 credit analysts and 4 financial
engineers5.
Risk analysis is the key to selection
of assets and in the monitoring of the
portfolios. NGAM’s private debt affiliates
provide tailor-made investment solutions
through dedicated funds or mandates
investing in a wide range of strategies,
including: commercial real estate loans,
infrastructure senior secured loans, aircraft
loans, euro private placement, US and
Euro corporate senior secured loans and
mezzanine infrastructure debt. All these
strategies have a different risk-return profile
depending on the rating of the underlying,
the maturity of the loans and the expected
risk (credit and default) that allow our
affiliates to match the different expected
returns of institutional investors.
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On specific projects, unique partnerships
between NGAM specialised affiliates can
arise. This is the case in the commercial
real estate strategy where each affiliate
has complementary core skills: AEW
Europe in real estate, and Natixis AM in
structured credit management.

government bonds with historically low
yields, and seek alternative sources of yield
with low risk and long-term consistency
of returns. Private debt offers yield pick-up
versus government bonds, and can also
help provide inflation and interest rate
protection.

This allows NGAM to offer institutional
investors the best of both affiliates: a
combination of credit and real estate
expertise.

In the insurance space, investment
is increasingly guided by Solvency II
requirements. Private debt carries a
substantially lower capital charge than
private equity, for example, enabling
insurers investing in private debt to
potentially increase yields from their fixed
income allocation.

Using this combination of expertise, the
strategy can be tailored to focus on a
specific sector, region or currency, or take
a global market approach. Private debt is a
key plank of NGAM’s overall strategy and
each affiliate benefits from considerable
support to develop their capabilities in this
asset class as it moves from a peripheral
to a core institutional allocation.

Who should be interested?
Private debt is likely to appeal to a range of
investors with a long-term investment
outlook or long-term liabilities and
who are in a position to benefit from
illiquidity premia.
For pension funds, private debt
could form part of their asset-liability
management efforts. They are typically
heavily exposed to bonds, particularly

Private debt, with its rising volumes and
deep pools of assets, is also attractive
to many sovereign wealth funds. The
exposure to real assets can or, in the case
of oil producers, can be a natural hedge
for oil prices. In some countries, sovereign
wealth funds are incentivized to invest
in local real assets, so they require an
investment provider with knowledge of the
sovereign wealth fund’s country and region.
For some investors, the private debt story
is just beginning. For more experienced
investors, it is getting more exciting and
more rewarding.
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ADDITIONAL NOTES

AEW Europe
A subsidiary of Natixis Global Asset Management
Privately-held French Société anonyme à conseil d’administration.
Real-estate investment manager under n°T 8324
delivered by the Prefecture de police de Paris
Share capital: €17,025,900
RCS Paris B 409 039 914
8-12 rue des Pirogues de Bercy - 75012 Paris, France
www.aeweurope.com

Mirova
A subsidiary of Natixis Asset Management
Limited liability company
Share Capital: €7 641 327.50
Regulated by the Autorité des Marchés Financiers (AMF) under n° GP 02014.
RCS Paris n° 394 648 216
21 quai d’Austerlitz - 75013 Paris, France
www.mirova.com

Loomis, Sayles & Company, L.P.,
A subsidiary of Natixis Global Asset Management,
Investment adviser registered with the U.S. Securities and Exchange Commission
(IARD No. 105377)
One Financial Center,
Boston, MA 02111, USA
www.loomissayles.com

Natixis Asset Management
A subsidiary of Natixis Global Asset Management
Limited liability company
Share capital €50,434,604.76
Regulated by the Autorité des Marchés Financiers (AMF) under no. GP 90-009
RCS Paris n°329 450 738
21 quai d’Austerlitz - 75634 Paris Cedex 13
www.nam.natixis.com

Past performance is no guarantee of future results.
This communication is for information only and is intended for investment service providers or other Professional Clients. The analyses and opinions referenced herein represent the subjective views of the author as
referenced, are as of 30 August 2016 and are subject to change. There can be no assurance that developments will transpire as may be forecasted in this material. This material may not be distributed, published, or
reproduced, in whole or in part. Although Natixis Global Asset Management believes the information provided in this material to be reliable, it does not guarantee the accuracy, adequacy or completeness of such
information. Not all affiliates, products, and services are available in all jurisdictions. Indexes are unmanaged and do not incur fees. It is not possible to invest directly in an index.
This material has been provided for information purposes only to investment service providers or other Professional Clients, Qualified or Institutional Investors and, when required by local regulation, only at their
written request.
In the E.U. (outside of the UK) This material is provided by NGAM S.A. or one of its branch offices listed below. NGAM S.A. is a Luxembourg management company that is authorized by the Commission
de Surveillance du Secteur Financier and is incorporated under Luxembourg laws and registered under n. B 115843. Registered office of NGAM S.A.: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of
Luxembourg. France: NGAM Distribution (n.509 471 173 RCS Paris). Registered office: 21 quai d’Austerlitz, 75013 Paris. Italy: NGAM S.A., Succursale Italiana (Bank of Italy Register of Italian Asset Management
Companies no 23458.3). Registered office: Via Larga, 2 - 20122, Milan, Italy. Germany: NGAM S.A., Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office: Im Trutz Frankfurt 55,
Westend Carrée, 7. Floor, Frankfurt am Main 60322, Germany. Netherlands: NGAM, Nederlands filiaal (Registration number 50774670). Registered office: World Trade Center Amsterdam, Strawinskylaan 1259,
D-Tower, Floor 12, 1077 XX Amsterdam, the Netherlands. Sweden: NGAM, Nordics Filial (Registration number 516405-9601 - Swedish Companies Registration Office). Registered office: Kungsgatan 48 5tr, Stockholm
111 35, Sweden. Spain: NGAM, Sucursal en España. Registered office: Torre Colon II - Plaza Colon, 2 - 28046 Madrid, Spain.
In Switzerland Provided by NGAM, Switzerland Sàrl, Rue du Vieux Collège 10, 1204 Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Zürich.
In the U.K. This material is approved and provided by NGAM UK Limited which is authorised and regulated by the UK Financial Conduct Authority (register no. 190258). This material is intended to be communicated
to and/or directed at persons (1) in the United Kingdom, and should not to be regarded as an offer to buy or sell, or the solicitation of any offer to buy or sell securities in any other jurisdiction than the United Kingdom;
and (2) who are authorised under the Financial Services and Markets Act 2000 (FSMA 2000); or are high net worth businesses with called up share capital or net assets of at least £5 million or in the case of a trust
assets of at least £10 million; or any other person to whom the material may otherwise lawfully be distributed in accordance with the FSMA 2000 (Financial Promotion) Order 2005 or the FSMA 2000 (Promotion of
Collective Investment Schemes) (Exemptions) Order 2001 (the “Intended Recipients”). To the extent that this material is issued by NGAM UK Limited, the fund, services or opinions referred to in this material are only
available to the Intended Recipients and this material must not be relied nor acted upon by any other persons. Registered Office: NGAM UK Limited, One Carter Lane, London, EC4V 5ER.
In the DIFC This material is provided in and from the DIFC financial district by NGAM Middle East, a branch of NGAM UK Limited, which is regulated by the DFSA. Related financial products or services are only
available to persons who have sufficient financial experience and understanding to participate in financial markets within the DIFC, and qualify as Professional Clients as defined by the DFSA. Registered office: Office
603 - Level 6, Currency House Tower 2, PO Box 118257, DIFC, Dubai, United Arab Emirates.
In Japan This material is provided by Natixis Asset Management Japan Co., Registration No.: Director-General of the Kanto Local Financial Bureau (kinsho) No. 425. Content of Business: The Company conducts
discretionary asset management business and investment advisory and agency business as a Financial Instruments Business Operator. Registered address: 2-2-3 Uchisaiwaicho, Chiyoda-ku, Tokyo.
In Taiwan This material is Provided by NGAM Securities Investment Consulting Co., Ltd., a Securities Investment Consulting Enterprise regulated by the Financial Supervisory Commission of the R.O.C and a business
development unit of Natixis Global Asset Management. Registered address: 16F-1, No. 76, Section 2, Tun Hwa South Road, Taipei, Taiwan, Da-An District, 106 (Ruentex Financial Building I), R.O.C., license number
2012 FSC SICE No. 039, Tel. +886 2 2784 5777.
In Singapore Provided by NGAM Singapore (name registration no. 53102724D), a division of Natixis Asset Management Asia Limited (company registration no. 199801044D). Natixis Asset Management Asia
Limited is authorized by the Monetary Authority of Singapore and holds a Capital Markets Services License to provide investment management services in Singapore. Registered address of NGAM Singapore: 10
Collyer Quay, #14-07/08 Ocean Financial Centre, Singapore 049315.
In Hong Kong This document is issued by NGAM Hong Kong Limited and is provided solely for general information only and does not constitute a solicitation to buy or an offer to sell any financial products or services.
Certain information included in this material is based on information obtained from other sources considered reliable. However, NGAM Hong Kong Limited does not guarantee the accuracy of such information.
Past performance information presented is not indicative of future performance. If investment returns are not denominated in HKD/USD, US/HKD dollar-based investors are exposed to exchange rate fluctuations.
In Australia This document is issued by NGAM Australia Pty Limited (Natixis Aust) (ABN 60 088 786 289) (AFSL No. 246830) and is intended for the general information of financial advisers and wholesale clients
only and does not constitute any offer or solicitation to buy or sell securities and no investment advice or recommendation. Investment involves risks. This document may not be reproduced, distributed or published,
in whole or in part, without the prior approval of Natixis Aust. Information herein is based on sources Natixis Aust believe to be accurate and reliable as at the date it was made. Natixis Aust reserve the right to
revise any information herein at any time without notice.

In New Zealand This document is intended for the general information of New Zealand wholesale investors only and does not constitute financial advice. This is not a regulated
offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and is only available to New Zealand investors who have certified that they meet the requirements in the
FMCA for wholesale investors. NGAM Australia Pty Limited is not a registered financial service provider in New Zealand.
In Latin America This material is provided by NGAM S.A.
In Mexico This material is provided by NGAM Mexico, S. de R.L. de C.V., which is not a regulated financial entity with the Comisión Nacional Bancaria y de Valores or any other Mexican authority. This material
should not be considered an offer of securities or investment advice or any regulated financial activity. Any products, services or investments referred to herein are rendered exclusively outside of Mexico.
In Uruguay This material is provided by NGAM Uruguay S.A., a duly registered investment advisor, authorised and supervised by the Central Bank of Uruguay.
In Colombia This material is provided by NGAM S.A. Oficina de Representación (Colombia) to professional clients for informational purposes only as permitted under Decree 2555 of 2010. Any products, services
or investments referred to herein are rendered exclusively outside of Colombia. This material does not constitute a public offering in Colombia and is addressed to less than 100 specifically identified investors.
Each above referenced entity is a business development unit of Natixis Global Asset Management, S.A., the holding company of a diverse line-up of specialized investment management and distribution entities
worldwide. The investment management subsidiaries of Natixis Global Asset Management conduct any regulated activities only in and from the jurisdictions in which they are licensed or authorized. Their services
and the products they manage are not available to all investors in all jurisdictions.
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