
UniInstitutional Structured Credit High Yield 
Five good reasons for structured credit 



Active management approach by an experienced team  
Union Investment is celebrating the fifth anniversary of the inception of its fund UniInstitutional Structured Credit 
High Yield. The fund mainly invests in international asset-backed securities in the high-yield segment, with a focus on 
collateralised loan obligations (CLOs). In an environment of persistently low interest rates, this asset class can offer 
advantages over traditional corporate bonds. Over the past five years, the fund has achieved a gross return of 5.06 
per cent p.a. (29 September 2014 – 28 September 2019). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The fund can look back on five eventful years. It was launched in a volatile market phase marked by challenging  
conditions, before an improved economic outlook saw the fund embark on an impressive rally from mid-2016.  
Con ditions then grew tougher again in 2018 in the late-cycle market environment. “Since the beginning of 2018,  
we have made the fund progressively more defensive. And we will continue to make adjustments for as long as the 
conditions in the market call for it,” explains Bengt Rösener, who has been in charge of the fund since July 2016 and 
has been a member of the Credit Solutions Team in Union Investment’s Fixed-Income Fund Management unit since 
2012. “Specifically, our more cautious stance means that we are keeping our exposure to single B-rated CLO 
tranches low for now. For relative value reasons, our regional focus is currently on the eurozone.”   
 

Five notable features of high-yield collateralised loan obligations (CLOs) 

Currently and from a historical perspective, floating-rate CLOs in the high-yield segment potentially offer certain  
advantages over corporate bonds with similar ratings. 
 
1. Attractive yield potential 

CLOs generally offer a much higher current yield than corporate bonds of comparable credit quality. This is 
mainly due to the complexity and illiquidity premium that investors can collect with this asset class. CLOs 
also have a EURIBOR/LIBOR floor of zero per cent, which means they will continue to offer a superior current 
yield even if interest rates keep falling. The interest-movements of recent months make the EURIBOR floor even 
more valuable. Moreover, CLOs still have a lot of catch-up potential compared with e.g. corporate bonds, which, 
due to the change in the interest-rate outlook, have rallied much more sharply following their price falls at the 
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Performance since inception on 29 September 2014

Source: Union Investment; as at 28 September 2019. 
Period covered: 29/09/2014 to 28/09/2019. Performance is gross and does not include costs on fund level (such as management fee or general administration fee) and front-end fees or 
product-specific costs. The chart illustrates past performance. Past performances cannot be taken as a reliable guide for future.
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end of 2018. In difficult market phases, however, the tradability of certain positions in this asset class may  
become restricted. This in particular applies to sub-investment-grade-investments. That is why it is essential to 
have experienced fund managers who benefit from excellent market access and support from professional  
systems.    

 
 
2. Premium for sub-investment grade 

Venturing from investment-grade CLO tranches into the high-yield segment (i.e. from BBB to BB) offers a signifi-
cant increase in spread that more than makes up for the moderate rise in risk. This compensation in the form of 
disproportionately higher yield is not a temporary phenomenon but has been a structural feature of this asset class 
for a number of years because many investors are subject to restrictions that prevent them from participating in 
the sub-investment-grade segment.  

 
 

 
3. Structural overcollateralisation   

The structural overcollateralisation embedded into CLOs (any losses incurred affect the most junior tranches 
first) provides a buffer against defaults. For the BB-rated tranches contained in the fund, this buffer is generally 
around 10 per cent and thus much higher than for CLOs before the financial crisis. This offers a good level of  
stability, and has meant that only 13 of the 256 European BB-rated CLO tranches that have been issued (and  
terminated) since 2001 have experienced a loss of capital, including during the stress phases in 2002 and 2008 
(as at end of July 2019). As collateralisation levels are higher today, CLO tranches can be assumed to be even 
more robust.  

Bengt Rösener, Portfoliomanager of UniInstitutional Structured Credit High Yield

In bps

EUR CLO US CLO

BBB-BB-Spread (in bps)

Yield pick-up over 3-Month-EURIBOR/-LIBOR The pick-up in non-IG overstates potential risks

1.200 

1.000 

800 

600 

400 

200 

0

B

BB

BBB

A
AA

AAA

B

BB

BBB

A
AA

AAA

Source: Citi, J.P. Morgan; as at 30 August 2019 Source: J.P. Morgan; as at 30 August 2019

CLO=Collateralised Loan Obligations US CLO BBB-BB

2013       2014       2015      2016       2017       2018       2019

500 

400 

300 

200 

100 

0

EUR CLO BBB-BB

“CLOs offer investors the chance of gener ating 
attractive returns by collecting complexity  
premiums. Venturing into the sub-investment-
grade rating area offers usually disproportion -
ately higher yield as compensation, yet there  
is only a moderate rise in risk.”
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4. Low default rates, high recoveries  
CLOs have relatively low historical default rates. Moreover, the majority of companies in the CLO credit pools have 
secured long-term financing on favourable terms thanks to the low level of interest rates, which further decreases 
the probability of default. As CLOs are almost always invested in senior and secured loans, recoveries are likely to 
be high even in the event of default. Historically, the average recovery rate for senior and secured loans in Europe 
is around 65 per cent. Traditional high-yield bonds often rank low in seniority and so generally achieve poorer  
recovery rates of approximately 30 per cent. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

5. Low correlation 
The fund offers investors the opportunity to participate in an asset class that they would otherwise find hard  
to access, and to do so via a transparent UCITS vehicle that is covered by regulatory requirements. CLOs have  
a relatively low correlation with traditional fixed-income bonds. This means that, as well as potentially offering  
a high yield, they can also help to achieve diversification. 

 
 
 

 
 

Bengt Rösener, Portfoliomanager of  
UniInstitutional Structured Credit High Yield

Example: Cumulative default rate of US structured credits based on corporate loans (CLOs) compared with cumulative default rate 
of US corporate bonds

Due to their stability, CLOs offer added value compared with classic corporate bonds

Investment grade

US CLO 
(1993 to 2016)*

* 10-year moving average.  
Source: Moody’s, Wells Fargo Securities; as of January 2018.
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High yield

“The quality of the securities, and therefore 
the quality of the portfolio, is much more  
important to us than simply maximising  
returns.”
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Fundamental investment process – experienced team 

“The fund’s strategy exploits the disproportionate returns that are often available as compensation for investments in 
sub-investment-grade tranches,” explains Rösener. Every investment is ultimately a team effort. To identify the most 
promising investment ideas and combine a maximum range of perspectives, Union Investment has established a team 
approach to manage its funds. Rösener continues: “Our success is a result of very close collaboration – both within  
the team and right across fixed-income fund management.” 
 
Union Investment’s Credit Solutions Team contains five structured credit experts with an average of 16 years of ex -
perience and is one of the biggest asset management teams of this kind in Europe. Around €3 billion of assets under 
management in structured credits and a structured credit trading volume of approximately €1.4 billion per year since 
the beginning of 2011 ensure that we have excellent market access to currently more than 30 banks and brokers. 
Moreover, our size and experience give us an advantage when it comes to procuring information.  
 
“Our investment process is based on a disciplined bottom-up approach, which is complemented by both macroeco-
nomic factors and the particular characteristics of the structured credit markets (top-down),” Rösener explains. In  
addition, the structured credit specialists work with both proprietary and market-leading external IT systems, which 
support the fun damental investment process and provide portfolio overviews and analysis at single-loan level. “This 
gives us complete transparency over each individual loan that the structured credits held in our funds contain. It also 
means that we are able to carry out comprehensive stress tests and simulations. This is key because the quality of the 
securities, and therefore the quality of the portfolio, is much more important to us than simply maximising returns,” 
Rösener concludes.  
 

CLO market: support expected in the form of healthy demand 

At €22 billion, the volume of new issues placed in the European primary market for CLOs so far in 2019 represents 
the highest level achieved for the first nine months of a year since the global financial crisis. The total volume out-
standing in the market has now risen to roughly €112 billion. The market for US CLOs is much larger still at US$ 642 
billion, even if the volume of new issues is down slightly compared with 2018. “The size of the two markets gives us 
a lot of scope to be selective and thus to construct a balanced portfolio containing assets from both regions,” says 
Rösener. “Because of the attractive relative value of structured credits compared with traditional corporate invest-
ments and the strength of the asset class as a diversification option, we continue to expect healthy demand as well 
as modest market growth.” 

Bengt Rösener   has been working as a port-
folio manager at Union Investment since 2012. Within 
the Credit Solutions Team, he is responsible for European 
structured credits with a focus on CLOs. Rösener studied 
business mathematics at the University of Dortmund  
in Germany and the University of Jyväskylä in Finland.  
In September 2012 he became CFA charterholder.  
Citywire awarded Rösener an AAA manager rating. 
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Opportunities  
 
• The fund offers investors a unique access to a glo-

bally diversified portfolio comprising short-duration 
structured credit, predominantly with non-invest-
ment-grade ratings.  

• The fund gives investors access to attractive types  
of credit for which direct investments are barely  
possible.  

• Complexity and illiquidity premiums generate  
attractive yield pick-up over conventional asset  
classes such as corporate bonds. 

• Exploitation of relative value in the capital structure 
of structured credits. 

• Reduction of interest rate risk: Floating rates of 
structured credit significantly reduce the interest rate 
risk on the overall fund level.  

• Currency hedging: Virtually all currency risk of inter-
national markets is hedged. 

• A team of experienced specialists contributes its  
expertise in international structured credit markets  
to the management of the fund.

Risks 
 
• Risk of market-induced price volatility and income 

risk. 

• Risk of capital loss due to investments in equity 
tranches and high-yield securitisations. 

• Risk of reduced investment share value due to the 
delay of payment or the insolvency of individual  
issuer respectively counterparty. 

• Higher price volatility of the fund and default risk  
due to high yield  investments possible. 

• Higher price volatility of the fund and default risk  
due to emerging markets investments possible. 

• The fund invests a substantial portion of its assets  
in assets that are by their nature sufficiently liquid 
but can reach under certain circumstances a low  
level of liquidity.  

• The value of the investment unit shows a high  
volatility risk due to the funds composition and/or 
the used fund management techniques.  

Opportunities and risks of UniInstitutional Structured Credit High Yield
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Investment Universe International asset-backed securities, credit-linked notes and other high- 
  yield credit instruments, including CLO equity tranches; in addition,  
  corporate bonds with fixed and variable coupons (including high-yield 
  bonds); covered bonds. Virtually all currency risk is hedged in euro. 
Rating limits None 
Inception 29 September 2014 
Financial year 1 October – 30 September  
Use of proceeds Accumulating 
Management fee 0.75 % p.a. 
Performance-related fee None 
General administration fee 0.10 % p.a. 
ISIN LU1099836758

UniInstitutional Structured Credit High Yield – Fund data



Disclaimer 
 
By reception of this document, you agree to be bound by the following restrictions:  This document is intended exclusively for Professional Investors and you confirm that you are a 
Professional Investor. This document is not for distribution to Retail clients. The information contained in this document should not be considered as an offer, or solicitation, to deal  
in any of the funds mentioned herein, by anyone in any jurisdiction in which such offer or solicitation would be unlawful or in which the person making such offer or solicitation is 
not qualified to do so or to anyone to whom it is unlawful to make such offer or solicitation. This document does not constitute a recommendation to act and does not substitute the 
personal investment advice of a bank or any other suitable financial services consultant or specialist in taxation or legal advice. The descriptions and explanations are based on our 
own assessments and are limited to the facts at the time of the preparation of this document. This applies in particular also as regards the present legal and taxation environment, 
which may, at any time, change without advance notice. This document was prepared with due care and to the best of knowledge of Union Investment Institutional GmbH, Frank-
furt/Main, Germany. Nevertheless, the information originating from third parties was not verified. Union Investment Institutional GmbH cannot guarantee that the document is up  
to date, accurate or complete.  
 
All index and product names of companies other than those belonging to the Union Investment Group may be trademarks or copyrighted protected products and brands of these 
companies. This document is intended exclusively for information purposes for Professional Investors and is meant for personal use only and should not be disclosed to Retail clients. 
The document, in whole or in part, must not be duplicated, amended or summarised, distributed to other persons or made accessible to other persons in another way or published. 
No responsibility can be accepted for direct or indirect negative consequences that arise from the distribution, use or amendment and summary of this document or its contents.  
 
When referring to fund units or other securities, there may be an analysis within the meaning of (EU) Regulation No. 565/2017. If, contrary to the aforementioned stipulations, this 
document were to be made accessible to an unauthorised reader, or otherwise distributed, published, and where applicable, amended or summarised, the user of this document may 
be subject to the provisions of (EU) Regulation No. 565/2017 and the stipulations of the supervisory authorities set out for this purpose (in particular the applicable regulations on 
Financial Analyses). 
 
Information on the performance of Union Investment funds is based on past performances and/or volatility. Past performance is no guarantee for future returns and there is no  
guarantee that invested capital may be returned. For detailed product-specific information and indications on the risks of the Funds mentioned in this document, please refer to the 
latest Sales Prospectus, contractual terms, Key Investor Information Document and the annual and semi-annual reports, which you can obtain, from www.union-investment.com. 
These documents form the sole binding basis for the purchase of Union Investment funds.  
 
READ THE PROSPECTUS BEFORE INVESTING 
 
Unless otherwise stated, all information, descriptions and explanations are dated 28 September 2019.

Contacts 
 
Union Investment Institutional GmbH 
Weissfrauenstrasse 7 
60311 Frankfurt/Main 
Germany 
Telephone +49 69 2567-7652 
Telefax +49 69 2567-1616 
www.union-investment.com


