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BARWON GLOBAL  
HIGH INCOME  
FUND 
 

The Barwon Global High Income Fund (Fund) provides exposure to an actively managed portfolio 

of publicly traded private debt funds. The Fund’s core investments are funds that make direct, hold-

to-maturity loans to middle-market businesses, infrastructure projects, commercial properties or 

more specialist niche sectors such as venture capital.  

The objective of the Fund is to generate a high level of current income (8% p.a.) with the potential 

for long-term capital appreciation (1-2% p.a.).  

Performance Report at 31 March 2020 

The Fund’s net return for the month of March was -35.3% and -28.9% for the quarter. Since inception 

the Fund has delivered a net return of 1.3% p.a. For the March quarter, the Fund paid a quarterly 

distribution of 1.8410 cents per unit, equating to a running yield of >10% based on the March unit 

price. 

The largest detractors to performance in the quarter were PennantPark Investment Corp. (USD -

57.6%), Ares Commercial Real Estate Corp. (USD -53.8%) and Ares Capital Corp (USD -40.6%). 

There were no positive contributors for the quarter. 

We are disappointed by the scale of the sell-off in the Fund’s investment universe and in the Fund’s 

portfolio. The BDC market sold off similarly aggressively through the GFC. Given that the market 

has matured considerably since then, we had expected that the BDC market would be more resilient 

in a new crisis. Disappointingly that has not been the case, and shareholder registers remain 

dominated by retail investors who have once again “run for the door” in a time of stress. The sell-off 

during the GFC vastly outweighed the actual credit losses that the underlying funds incurred, 

creating a scenario which resulted in exceptional returns for the sector over the following five years 

as the market recovered. We view the current situation in a similar light, with the share prices vastly 

over-estimating the likely actual credit losses, creating a fertile environment for future returns. 

Net Returns (AUD - unhedged) 

at 31 March 2020 
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Barwon Global High Income Fund¹ -35.3%  -34.6%  -28.9%  -7.6%  -1.1%  1.3%  

       

Solactive Aust Hybrid Securities Index -6.3%  -7.3%  -2.9%  2.3%  3.1%  3.3%  

Fund Relative Performance -29.0%  -27.3%  -26.0%  -9.9%  -4.2%  -2.0%  

       
S&P US High Yield Corporate Bond Index -7.1%  -0.8%  7.2%  8.2%  7.1%  9.0%  

Fund Relative Performance -28.3%  -33.8%  -36.0%  -15.8%  -8.2%  -7.7%  

1. A$ domiciled wholesale unit trust.  

2. Inception date is 28 February 2014. 

 

Managed by Barwon Investment 
Partners, an investment 
management company 
specialising in private equity 
and real estate. 



MONTHLY REPORT 

 MARCH 2020 2 

Market Review 

The underlying exposures of the Fund are directly originated, hold-to-maturity loans to US middle 

market businesses (through the US-listed Business Development Companies or “BDCs”), and US 

and European commercial property (through listed “Commercial Mortgage REITS or “cREITs” and 

Closed-End Funds or “CEFs”). The loans are typically backed by private equity sponsors.  The Fund 

is not invested in highly traded credit securities such as corporate or government bonds, mortgage-

backed securities, or widely syndicated tradeable debt.  

The Fund’s holdings typically trade with reference to a price-to-book valuation multiple or earnings 

yield. On 21 February when the markets first seriously reacted to concerns of COVID-19 the BDC 

stocks were trading at 0.98x book value, on average.  During March the sector sold down heavily 

and traded as low as 0.41x book value (23 March). Today it sits around 0.58x book value. BDC 

share prices experienced similar pressure in 2008, but when markets started to recover the share 

prices of BDC recovered twice as quickly as the broader equity market as the underlying values of 

BDC loans outperformed. 

The recent sell-off in the cREITs has been more severe on average than the BDCs given their higher 

on-balance sheet leverage and the risk of margin calls on their funding facilities against specific 

assets. The Fund’s investments in two UK-listed CEFs have been more resilient. Neither of the 

CEFs are levered and have provided good diversification in this environment. 

The Fund does not invest in High Yield Bonds but they give a good picture of the dislocation in the 

credit markets (see chart below).  Average yields have increased from 4% before the crisis to 9% 

today.  

 

A big part of the sell-off appears to be liquidity driven.  With the sudden shut down of the economy, 

corporations have been drawing down on credit lines just as investors have been “dashing for 

cash”.  Also, post the GFC and the introduction of the Volker Rules and other regulations, banks’ 

balance sheet inventories of debt securities have been reduced which vastly has reduced the depth 

of secondary markets. 

We’ve used the ructions in the market as an opportunity to selectively rotate into BDCs and cREITS 

that have been indiscriminately sold down but we’re not compromising portfolio quality. For the past 

few years we’ve maintained a portfolio skewed towards private debt funds managed by large, 

established quality management companies such as Ares, BlackRock, TPG, Golub and Blackstone 

and that have been positioned more defensively in anticipation of a turn in the credit cycle.  Typically, 

these funds are more heavily invested in first lien senior secured loans and diversified by borrower 

and sector. The Fund’s look through exposure to senior secured loans is over 90%. Further, the 

portfolio is not overly exposed to those industries most impacted by the COVID-19 shut-down (i.e. 

oil and gas, airlines, hotels, leisure, gambling). 

We expect first quarter book values from the private debt funds will be weak (-10 to -20%), due to 

mark to market writedowns in portfolios (-5 to -10%) and impairments on book values given the 

extreme uncertainty. We are looking through over the longer term and forming a view on the level 
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of writedowns we expect to be realised or recovered. There is a high risk of dividend cuts across 

the sector, with some private debt funds already announcing cuts of 10 to 20%. The market is more 

than pricing this in, with average dividend yields currently in excess of 17%.  

There has been some recovery in April, and we estimate the Fund returned 9.6% for the month. 

However the sector remains highly depressed, with share prices currently pricing in significantly 

greater credit losses than were experienced during the GFC. We see that scenario as unlikely, and 

view the current environment as very fertile for strong future returns from the asset class. 

 

Portfolio Summary 

Number of stocks 16 

Weighted average Price / Book multiple 0.64x 

Underlying Debt/ Equity Exposure 1.06x 

Number of underlying companies/ loans >1,900 

Underlying Portfolio Floating Rate Exposure 90% 

Underlying Senior Secured Debt Exposure 88% 

 

 

Underlying Industry Exposure       Underlying Sector Exposure 

 

 

Five Largest Holdings 

Investment Sector 
Portfolio 

Weight 

Price/     

Book 

Multiple 

Gross 

Dividend 

Yield 

 Golub Capital BDC Inc.  BDC 9.2%            0.75x  10.5% 

 TPG Specialty Lending Inc.  BDC 8.5%            0.83x  7.2% 

 Ares Capital Corp.  BDC 7.6%            0.62x  14.8% 

 Hercules Capital Inc.  BDC 6.8%            0.72x  16.8% 

 Starwood European Real Estate Finance  CEF 6.3%            0.73x  8.6% 
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DISCLAIMER While every care has been taken in the preparation of this document, Barwon Investment Partners Pty Limited 
ABN 19 116 012 009 AFSL 298445 makes no representation as to the accuracy or completeness of any statement in it, 
including without limitation, any forecasts. Past performance is not a reliable indicator of future performance. This document 
has been prepared for the purpose of providing general information, without taking account of any particular investor’s 
objectives, financial situation or needs. An investor should, before making any investment decisions, consider the 
appropriateness of the information in this document, and seek professional advice, having regard to the investor’s objectives, 
financial situation and needs. This document is solely for the use of the party to whom it is provided. 

 

 MARCH 2020 4 

For More  

Information 

Sam Armstrong (sam.armstrong@barwon.net.au);   
Kate Hayward (kate.hayward@barwon.net.au); or 
James Brown (james.brown@barwon.net.au)  
 

Contact Us 

P +61 2 9216 9600 

Barwon Investment Partners 
Level 10, 17 Castlereagh Street 
Sydney NSW 2000 Australia 

Key Information 

Summary Investing in a concentrated portfolio of listed private loan funds 

Objective 
To generate a high level of current income and the potential for long-term 

capital appreciation 

Universe 

Listed funds making directly originated, hold to maturity loans 

US Business Development Companies, Commercial Mortgage REITs, Credit-

based Closed-end Funds 

Strategy 
High conviction, bottom-up stock selection 

Long-only, unleveraged, benchmark unaware 

Structure Open-ended Australian domiciled unit trust 

Currency AUD unhedged 

Distribution Frequency Quarterly 

 

Unit Price 

CUM Unit Price as at 31 March 2020 

NAV Price         $0.6929 

Entry Price         $0.6950 

Exit Price         $0.6908 
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