
PARTNERS GROUP GLOBAL INCOME FUND (PGG)

Fund Facts

Manager Andrew Bellis

Listing Date 26-Sep-2019

Share ($) / PreTaxNTA ($) $1.90 / $1.93

Premium/(Discount) -1.55%

Market Capitalisation ($M) $521.37M

Management Fee 1.00%

Performance Fee 0.46%

Peer Index Fixed Income LIC Index

Trailing Yield 4.66%

Target Distribution RBA Cash Rate + 4%

Portfolio Statistics

No. Loans 377

Yield to 3 yr 7.40%

Leverage 40.30%

Fixed / Floating 0%/100%

Public / Private Debt 10%/90%

Int. Rate Duration (yrs) 0
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Risk Return Metrics Rating

CONVICTION

We have a Conviction in this investment product.

This is a Fund or Investment Product that has scored consistently very well, across all areas of RRM’s

research and analysis framework.

Fund Overview

PGG  is largely a private debt play. Speci�cally, a large part of the portfolio

comprises what are referred to as broadly syndicated loans (BSLs). BSL are typically

to upper mid-market to larger corporate companies (EBITDA >$100m) with total

average deal sizes across all participant lenders ranging from $200m-$1bn. They

are referred to as ‘broadly syndicated loans’ because the arranger of the loan on

behalf of the private company will spread the total loan of multiple institutional

lending participants, and typically 20 such parties or greater.

Its exposure to BSLs will again largely be through senior secured �rst lien BSL loans

(target allocation 60-100%), notwithstanding the ability to invest in subordinated

and second lien loans (0-25%) and ‘special situation’ loans (0-25%). As at 28

February 2021, the actual allocations were 91%, 3% and 6%, respectively.

Re�ecting the respective scale of the geographic markets, the debt investments are

predominantly in US and European private company borrowers, with a substantially

smaller allocation to the Australian and Asia Paci�c companies. PGG targets a cash

income distribution of RBA Cash Rate plus 4% p.a. (currently 4.25% p.a.), net of fees

and ongoing expenses of the Trust, paid monthly.

PGG’s strategy is to gain exposure to a portfolio of private debt predominantly

through active origination in primary issues and adopt a hold to maturity position on

such loan investments. That said, participation in secondary market trading on the

bank loans market is also an important, albeit lesser element of the strategy.

Recommendation

RRM ascribes a “CONVICTION” rating to the Trust. Partners Group is a solid

investment manager that plays to its relative abilities, which translate to income

stability and capital preservation, rather than stretching for yield and capital upside

by moving up the private debt risk-return spectrum. In this regard, RRM has a high

degree of conviction in the manager’s ability to continue to at least achieve the

stated income objectives over the foreseeable future.

 

To date, PGG has not missed a annualised monthly amount and, subject to a

deterioration in credit assessment leading to a material degree of LGD events

(which we view as highly unlikely), we do not expect it to. But as RRM pointed out

earlier, that does necessarily mean that there can be gyrations in the mark-to-

market NAV, which are further augmented by the Fund’s leverage at a whole of

portfolio level. Over and above this, like any close-ended vehicle, investors must also

bear in mind the additional risk associated with premium / discounts to NAV.

However, subsequent to the peak Covid material (which presented excellent buying

opportunities in the ASX-listed debt LIT sector), we have seen the discounts

contract materially and we would expect this to persist short of another extreme

(black swan) market event. 
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Key Points

Credit Quality – Bias to Quality Companies / Borrowers. Consistent with the Fund’s

focus on capital preservation, from a fundamental credit risk perspective there is a

natural bias towards established companies in recession resilient industries with

strong management teams and that typically exhibit strong market position, barriers

to entry, stable recurring cash �ows, high cash conversion levels, solid growth

prospects and have acceptable downside risks. This stated focus is manifest in the

portfolio positioning since inception of the strategy and, importantly through the

ructions of the 2020 period. It has also been evident in the performance of the

strategy, with the Fund recording zero defaults since inception.

Do Not be Fooled by NAV Volatiliy. Broadly speaking, 90% of the portfolio is BSLs

that are held to maturity / par ($100 lent is $100 paid back, assuming no loss-given-

default (LGD)). That is, they are not sold on the secondary market, the leveraged

loans market. However, the Fund’s portfolio in its entirety is valued (i.e., the NAV of

the Fund) on a mark-to-market basis based on moves in the leveraged loans market.

When the leveraged loans market is marking loans at less than $100 (and thus

impacting PGG NAV) the return upside of a hold-to-maturity is referred to as ‘pull to

par’.

A Levered Strategy – Implications. With respect to capital preservation, investors in

the Fund need to understand that there are two di�erent elements in play with

regards to the strategy: 1) credit quality and 2) leverage applied at the overall

portfolio level (37.3% as at 28 February 2021). When it comes to private debt, and in

the current interest rate environment, leverage is returns accretive while-ever there

is not a critical level of aggregate loss-given-default (LGD) in the underlying portfolio.

Given the mark-to-market process described above, , there can be two seemingly

opposing impact on returns during market downturns: augmented NAV declines, yet

distributions remain constant at an elevated level (elevated relative to what

distributions would be without leverage).

The Manager exhibits the Critical Success Factors. In the private corporate debt

market, there are a number of critical success factors, including:: i) an extensive

sourcing capability primarily based on long-standing relationships with select

private equity sponsors; ii) the ability to have a very selective credit investment

approach; iii) proactive portfolio monitoring; and, iv) the ability to be an active

participant in setting the pricing and structure of any given prior to primary

issuance. The team, led by PM Andrew Bellis is solid and su�ciently resourced and

experienced for a generally non-direct lending strategy (i.e., select and long

established private equity partners (‘GPs’) are integral to deals for Partners Group

(the ‘LP’).

Re�ation Trade – Go Floating over Fixed Rate?. For many �xed income investors,

February 2021 was quite a wake-up call, as concerns about the impact of stronger

economic growth, massive stimulus and higher in�ation expectations all came to

the fore. While it may be too soon to declare that the in�ationary scenario is indeed

the most likely one, one thing is clear: Investors may want to make sure that their

portfolios are prepared for the possibility of renewed growth and re�ation ahead.

BSLs are �oating rate, HY bonds �xed-rate. Additionally, BSLs’ adjustable coupon

structure translates to virtually no interest-rate duration (price sensitivity to interest-

rate changes), which is why loans have been one of the only asset classes spared

amid the recent bond market volatility (noting that the high yield market also marked

positive gains).

Key Risks

• Clearly the key risk for any debt strategy is defaults and in the case of a default a

loss-given default. In this regard, we note historically a higher recovery rate in bank

loans relative to high yield bonds due to the former having superior protections. 

• PGG is the only leveraged ASX-listed debt LIT. However, this is a common strategy

for many overseas debt vehicles and is accretive just as long as loss-given-defaults

are not recorded. Leverage augments NAV volatility risk.

• While PGG is fully hedged to the Australian dollar as all debt LITs are that have FX

exposure, NAV performance may be adversely impacted by hedging costs, and

generally where Australian interest rates are higher than (mainly) US and European

rates. 

 

Portfolio Positioning

The PGG portfolio was defensively positioned going into Covid and which has seen

performance avoid any major adverse performance impacts. By ‘defensive’, we

mean predominant exposures to sectors that include: staple goods, internet &

software, healthcare, pharmaceutical, insurance brokerage, food producers, and

select professional services.

The portfolio had a circa 10% exposure to what became to be viewed as negative

sectors, speci�cally oil & gas (less than 1.5%), hotels / restaurants / leisure, airlines

/ aerospace, and education. While the portfolio maintained exposure to these

sectors, the view of the manager was that many of these industries the owners

(private equity) would be supportive to address short to medium term liquidity

needs.

This is not to suggest the manager had not been active over the months ensuing

from March 2020. Speci�cally, it was reducing positions in negative sectors (by way

of such loan investments that had matured at par or were re�nanced) as well as

what were lower yielding loans. It was adding positions in post-Covid economic

plays, in high credit conviction names available at attractive prices (buy low) and

some direct lending (attractive deal economics, greater structural / pricing ‘ball

control’).

In respect to this repositioning, it is important investors bear in mind that the ability

to invest capital is a function of portfolio turnover (recycling capital). The manager is

largely a hold to maturity investor such that, assuming no default, the invested

capital is returned at par value. This is important because during most of last year a

sale on the secondary market would run the risk of zero sum game – selling lower

o�setting buying lower. 

By the latter part of 2020, a clear ‘re-opening’ trade dynamic was present in the bank

loans market. The manager deliberately chose to eschew this trade for two key

reasons: 1) the timing and nature of the recovery was still uncertain (a third wave

anyone? Just ask Europe) and, 2) doing so would have been inconsistent with PGG’s

stated investment style (focus on defensive industries).

The manager did in a very considered way marginally increase the portfolio’s

exposure to the second lien and special situations buckets of its three-tiered

portfolio. This makes sense to us – there have been some solid opportunities

presenting in these two higher risk segments of the market. These investments, plus

a number of direct lending deals, will exert an upward in�uence on the portfolio’s

yield (assuming no associated LGD events).

Largest Holdings

SyncSort IT Services 1.1%

Sivantos Health Care Equipment & Supplies 0.8%

Cognita Schools Diversi�ed Consumer Services 0.8%

Axel Springer Media 0.8%

Sedgwick Insurance 0.8%

DigiCert IT Services 0.7%

Athenahealth Health Care Technoloy 0.7%

Acrisure Insurance 0.7%

Civitas Solutions Health Care Providers & Services 0.7%

Idera Software 0.7%

Geographic Diversi�cation

USA
UK
Europe
Australia
Others
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Collateral Allocation

Manager Consistency

Excess Returns
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Performance

The table and charts below outline performance since inception of PGG. We make

the following key points:

• PGG has recorded zero defaults;

• Distributions have exceed the target level (RBA + 4%) and are currently at an

annualised level of RBA + 4.7% on a running yield basis (function of share price);

• NAV took a big hit in March 2020 (down 25.25%) and is still very slightly below IPO

levels (-1.2%) and PGG has underperformed its more relevant Australian based fund

peers;

The top two bullet points appear to contradict with the third bullet point. That is not

the case. The driver here is the fact that PGG is leveraged. With the mark-to-market

valuation of the loan book tied with the impact of leverage, PGG underperformed

both the leveraged loans market (assuming comparable credit allocations to PGG’s

portfolio) and its peers (generally not leveraged).

In retirement products, a critical concept is ‘sequencing risk’. In short, if a market

declines 20% (from 100) the strategy is at 80. But a 20% rebound only brings the

strategy back up to 96. That is, the rebound for PGG starts from a lower capital base

but becomes increasingly faster relative to an unlevered strategy the greater the

rebound.

The �ip side is, if an investor is bullish on the leveraged loans market, then an

investor will get more bang from there buck from a levered strategy vs an unlevered

one. That is simply the maths of the matter. The peer comparison analysis below is

unkind to PGG. However, it is unkind not on account of manager performance, but

due to the levered nature of the strategy. This is a very important distinction.

Cumulative Total Returns

Index Excess

PGG NTA Peer Index Excess

3 Months 1.59% 0.33% 1.26%

6 Months 8.33% 4.74% 3.59%

1 Year 23.55% 18.31% 5.24%

2 Years (PA) - - -

3 Years (PA) - - -

5 Years (PA) - - -

Inception (PA) 2.17% 3.80% -1.63%
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Peer Index Comparison (Trailing 12month)
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Risk & E�ciency

1 Year 2 Years 3 Years 5 Years Inception

Annualized Std. Deviation 5.88% - - - 20.83%

Downside Deviation 0.00 - - - 5.29

Sharpe Ratio 3.66 - - - 0.22

Sortino Ratio 0.00 - - - 0.12

Beta 0.75 - - - 1.60

Tracking Error 4.41 - - - 12.27

Capital Preservation Measures

1 Year 2 Years 3 Years 5 Years Inception

Outperform consistency 72.7% - - - 61.1%

Up Market Capture 114.7% - - - 127.4%

Down Market Capture -67.7% - - - 142.9%

Drawdown NTA 0.0% - - - -24.5%

Risk Return Metrics Pty Ltd - Disclaimer and Disclosure

This publication has been prepared by Risk Return Metrics Pty Ltd (“RRM”) (ABN 98 642 969 819) is an Authorised Representative (AFSR no. 001286457) of Alpha Securities Pty Ltd (ABN 96 124 327 064, AFSL no. 330757).

This publication contains two types of reports: Non-Rated and Rated.

For Non-Rated reports and articles of interest, such investment product pro�les and content is distributed for informational or educational purposes only and should not be considered a recommendation of any particular security, strategy or investment

product, or as investing advice of any kind. Articles may contain opinions of the author. The author’s opinions are subject to change without notice. Such content is not provided in a �duciary capacity, may not be relied upon for or in connection with the

making of investment decisions, and does not constitute a solicitation of an o�er to buy or sell securities.

For Rated reports, RRM may or may receive a fee for the preparation of a Rated Report, from either the investment manager, issuer or distribution partner of the Product. The fee received is not linked to a Ratings outcome contained in this report. RRM

does not hold any of the �nancial products referred to in this publication.

For Rated reports, RRM uses a formal methodology for the assessment of funds. This methodology considers both qualitative and quantitative factors. A copy of the methodology is available upon request or is available at https://rrmetrics.com.au/

Information contained herein has been obtained from sources believed to be reliable, but are not assured as to accuracy. Past performance is not indicative of future results. There is neither representation nor warranty as to the current accuracy of, nor

liability for, decisions based on such information.

Risk Return Metrics Pty Ltd makes no representation or warranty (express or implied) with respect to the information contained herein (including, without limitation, information obtained from third parties) and expressly disclaims any and all liability based

on or relating to the information contained in, or errors or omissions from, these materials; or based on or relating to the recipient’s use (or the use by any of its a�liates or representatives) of these materials. Risk Return Metrics Pty Ltd undertakes no duty

or obligation to update or revise the information contained in these materials.

Any advice provided in this report is general advice only and does not consider the objectives, �nancial situation or particular needs of any particular person. It is not a recommendation to purchase, redeem or sell this particular product (Product). Before

making an investment decision the reader must consider his or her �nancial circumstances or seek personal �nancial advice on its appropriateness. The reader should read the o�er document for the Product before making any decision about whether to

acquire the Product.

This report is intended to assist the reader in evaluating the Product. It is not intended to serve as a substitute to the reader exercising their own independent judgment and the reader should not seek to rely exclusively on this report in assessing the

Product for their own purposes.

No part of this article may be reproduced in any form, or referred to in any other publication, without express written permission of Risk Return Metrics Pty Ltd.

© 2021 Risk Return Metrics Pty Ltd. All rights reserved. This report may also contain third party material that is subject to copyright. Any unauthorised reproduction of this information is prohibited.
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