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A Rapidly Growing Funding Gap

Private markets have experienced rapid growth over the last decade and show little
sign of slowing, with the market segment forecast to expand by 9% each year to reach
$17.6 trillion by 2027 (Figure 1). At the same time, traditional banking capital sources—
which asset managers and asset owners have historically relied on to finance the
needs associated with their private market portfolios—are becoming increasingly
limited, with bank balance sheets expected to grow by only 4% a year. As a result, the
funding gap for asset managers has emerged and is getting bigger and bigger.

Figure 1: A Significant Funding Gap is Emerging
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Source: Preqin, Future of Alternatives 2028 report; Source McKinsey & Company, The Global
Banking Annual Review 2023. As of December 2023. Note: Excludes hedge funds and ventures
asset classes as not targeted by Barings Portfolio Finance. Figures in $ trillion, excludes China.

This is where the opportunity for institutional investors comes in. As private markets
continue their rapid growth and the financing needs of asset managers operating
within them have become more sophisticated, specialized lenders have stepped in
to address this funding shortfall in portfolio finance. But while investors, including
insurance companies, have increasingly been recognizing this attractive opportunity
in portfolio finance, the breadth and scale of it are often underestimated—and it is
likely much larger than many realize.

What is Core Portfolio Finance?

Most investors likely associate portfolio finance with Private Equity (PE) Buyout NAV
lending, where asset managers raise debt against their private equity portfolios to
either fund further investment into their portfolio or pay out cash distributions to
limited partners (LPs) as they await portfolio company realizations. Such a strategy
can be attractive, particularly given the relative risk/return potential for investors.
However, while NAV lending is projected to become a $75 billion annual opportunity,
it is just one part of the broader portfolio financing landscape.
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ESTABLISHED STRATEGIES

Beyond PE Buyout NAV lending, there is a range of lending
strategies that have been in existence for over a decade
paralleling private market growth. These established portfolio
financing strategies—which we refer to as “Core Portfolio
Finance"—provide alternative routes to finance private market
portfolios in a way that can create high quality, investment
grade (IG), private fixed income investments.

Private Credit Portfolio Finance

Private Credit Portfolio Finance is the financing of a cross
collateralized portfolio of private credit assets. This type of
financing is used to tailor a private credit strategy to suit

an investor's unique needs, from specific investment goals

to return targets. For instance, if an investor likes an asset
manager's direct lending strategy but requires higher returns,
this type of financing allows for a separately managed
account (SMA) or levered sleeve, with the potential to achieve
the desired returns without altering the underlying strategy’s
risk profile. Looking ahead, there is robust growth potential
for Private Credit Portfolio Finance, especially given the
rapidly rising popularity of the private credit market (Figure 2).

Secondary Portfolio Finance

Financing on private market secondary portfolios has

been around since the early 2000’s. The shape of these
transactions is typically lending against a cross collateralized
portfolio of LP interests in funds. This results in a credit
investment which benefits from significant diversity of the
underlying assets, often in the hundreds or even thousands.
Following its establishment, the market for secondary sales
of LP stakes in private funds has expanded rapidly, evolving
into what is today a a $120+ billion market (Figure 3). LPs’
motivations for selling stakes can vary and often include
portfolio management goals like managing exposures

to different vintages, styles, and managers, or freeing up
capital to invest in new vintage funds. Regardless of the
motivation, utilizing Secondary Portfolio Finance can help
close the “bid-ask” spread between buyer and seller to
make such transactions possible. It is also increasingly used
as a portfolio management tool by secondary PE asset
managers to smooth distribution profiles, refinance deferred
consideration, or help get the fund closer to 100% invested.
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Figure 2: Private Credit Markets Have Grown Rapidly in Size
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Figure 3: Secondary Market Transaction Volume
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GP Financing

General partners (GPs) are typically required by LPs to invest their own capital in their funds such that
they are aligned with LPs and have “skin in the game.” But as asset managers grow and raise additional
funds, they may not have capital freely available to invest in the next fund. When this is combined with
longer hold periods, continuation vehicles, and strategic growth initiatives, there is a growing need

for capital to help GPs further align themselves with LPs. GP Financing can be an effective solution,
allowing them to continue investing alongside LPs in their own funds while not being forced to raise
dilutive equity capital. Such financing can also help GPs invest in the growth and expansion of their
own platforms, manage succession planning, and engage in other activities that require capital to run
their businesses.

A Broader and Higher-Rated Opportunity Set

For investors, Core Portfolio Finance offers access to IG private credit across various private market
segments. While PE Buyout NAV financing represents an attractive and growing investment
opportunity, Core Portfolio Finance offers investors exposure to A rated credit profiles, and the potential
to earn attractive spreads relative to similarly rated opportunities. In particular, Barings Portfolio
Finance have historically generated a 200 basis points (bps) spread premium to public benchmarks in
yielding, average A rated investments.! The strong relative value is driven from direct origination and
specialized asset class expertise, delivering high value-add solutions to asset managers.

Figure 4: Core Portfolio Finance Offers Exposure to Varying Risk-Return Profiles & Market Segments
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1. Source: Barings. As of May 31, 2024.
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Sizing Up the Significant—and Possibly Overlooked—Opportunity

The rising demand for tailored investments, expanding secondary market, and growing need for GP
capital should provide a tailwind for significant growth in the portfolio finance market in the coming
years. But the potential scale of the market opportunity is difficult to quantify. While current forecasts, as
mentioned, call for growth to roughly $75 billion per year by 2028, most focus almost exclusively on PE
Buyout NAV Lending and largely disregard Core Portfolio Finance strategies.

This suggests that the size of the potential opportunity could be much greater—up to $100 billion or more
per year. We break this down as follows:

Annual Financing Needs by Sector Through 2028

PE fundraising was around $500 billion in 2023. By 2028, these funds will be in year five and will
therefore provide a base of NAV for financing. Assuming that a 15% LTV is financed, this suggests
annual market volume of $75 billion in PE Buyout NAV Portfolio Financing. This figure assumes
all funds are fully deployed and all funds in that vintage take NAV financing. It also assumes no
growth in the NAV of that vintage, and that other vintages have already been financed.

$75 B
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_|_

Adding to this is Private Credit Portfolio Financing, which is typically structured at the inception
of the fund. A survey of private debt funds suggested the mean leverage in U.S. funds was 40%
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and in European funds was 11%.2 In order to create a high-level global view, we blended these
figures by the weighting of U.S. to EU private credit AUM (which is a roughly 66:34 split), which
resulted in a weighted average private credit leverage of 30%. We applied this level of leverage to
$263 billion of forecast 2028 North American and European fundraising in the resultant debt-to-
equity split. This creates a requirement of $114 billion in Private Credit Portfolio Financing.

In order to forecast the need for Secondary Portfolio Financing, we based our calculations
on annual secondary deal volume. While there are several forecasts for the growth of the
secondary market—with some research even suggesting a $1 trillion market by 2031—we have
taken a more conservative view and based our forecast on a market size of $300 billion by
2028. Assuming 20% of the transactions use 40% of leverage, we forecast around $24 billion
in Secondary Portfolio Financing. While this calculation excludes dividend recapitalizations of
funds, it provides a rough idea of the volume that can be expected.

Finally, we take a look at GP Financing—which is a smaller but growing segment of the market.
Fundraising across the private market is expected to be around $1.49 trillion in 2028.3 GP
commitments are typically around 2%. If we assume a third of firms use financing for 50% of
their commitments, it results in a need for $5 billion of GP Financing. This excludes financing
for succession, acquisitions, or other strategic growth initiatives. When compared to the $11.5
billion of GP stake activity seen in 2022, this figure seems reasonable.*

IN ANNUAL COMBINED NEEDS FOR PORTFOLIO FINANCING

Source: Becker Friedman Institute for Economics at University of Chicago. As of January 2023.

Source: Preqin. As of December 2023.
Source: Pitchbook; GP deal activity; Public PE and GP Deal Roundup. As of November 4, 2023.
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Key Takeaway

Against a backdrop of expanding private markets, increasingly sophisticated financing needs of
asset managers, funds, and asset owners, and a structural shift away from traditional bank capital,
portfolio finance presents an increasingly interesting opportunity. While this is not a new market,
much of the attention to-date has focused on PE Buyout NAV financing. However, we believe the
market is missing an even more sizeable near-term growth opportunity when we broaden the lens
to include Core Portfolio Finance. More specifically, and based on our estimates, the incremental
opportunity to put capital to work in these strategies is likely to exceed $100 billion per year—
representing a private IG fixed income credit asset class that the market is largely overlooking.

Barings Portfolio Finance

In order to access the broad spectrum of investment opportunities, investors can benefit from
partnering with managers who have a scaled platform, established relationships with key market
participants, influence over the legal documentation and terms, and the ability to tailor portfolios
to meet investors’ specific needs.

The Barings Portfolio Finance platform, established in 2017, acts as a conduit between investors
looking for directly originated private IG debt and asset managers seeking customized portfolio
financing solutions. Our dedicated team includes over 30 professionals in the U.S. and Europe that
span investment origination, underwriting, structuring, servicing, and portfolio management. To
source investment opportunities, we leverage our industry wide relationships and established
partnerships with more than 50 asset managers globally. We are credit-focused, emphasizing
capital preservation and downside protection through rigorous underwriting, the negotiation of
strong structural protections, and active portfolio management.

Above all, we believe in taking a partnership-oriented approach with both our investors and asset
manager partners. This approach has enabled us to drive consistent value over time in a complex,
inefficient market as we aim to deliver attractive risk-adjusted returns for our investors and value
enhancing solutions for asset managers.

Barings’ Portfolio Finance Platform

S38 B+ 2017 100+ S16 B+

Originations of Inception of Facilities with Repayments
Investment Grade Strategy Diversified or Maturities—
Portfolio Finance Loans Collateral No Losses

Source: Barings. As of May 31, 2024.
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Barings is a $406+ billion* global asset management firm that partners with institutional, insurance, and
intermediary clients, and supports leading businesses with flexible financing solutions. The firm, a subsidiary
of MassMutual, seeks to deliver excess returns by leveraging its global scale and capabilities across public

and private markets in fixed income, real assets and capital solutions.

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, Baring Asset Management Korea
Limited, and Barings Singapore Pte. Ltd. each are affiliated financial service companies owned by Barings LLC (each,
individually, an "Affiliate”). 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, 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
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