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Large life insurers have a long history of accessing the US private placement market, as these securities have characteristics well
suited to insurers’ investment programs — characteristics including incremental yield, diversification benefits, capital efficiency,
and structural protections that enhance recoveries. A stubbornly low yield environment and increased regulatory demands have
compounded the challenges of insurance investment firms, and prudent investors are increasingly cautious nearly a decade after
the global financial crisis.
Life insurers grappling with these challenges have found it increasingly difficult to effectively manage assets to meet the future
funding requirements of their liabilities. In light of the current economic environment, larger insurers have been increasing their
allocations to private placement debt. Private placements currently average 30% of US life insurers’ bond allocations, while
offshore and other types of insurers have also been considering adding privately placed debt (classified as all nonpublic debt) to
complement traditional investment grade public debt in their fixed income allocations.

2017 through the rearview mirror
The US private placement market had a record year in 2017, with volume reaching $US66.2 billion, up 29% from 2016. Despite
strong supply growth, demand continued to outpace supply, making “oversubscriptions” a reverberating theme. This was largely
driven by an increased allocation to private debt by the traditional US life insurer investor base and by increased interest from
offshore insurers and pension managers willing to sell liquidity in search of yield and structural protections (given the age of
the current credit cycle). Strong demand growth compressed spreads a bit, with new investors typically accessing the market
through the incumbent life insurance companies. This helped maintain the general homogeneity of the investor base, and resulted
in ongoing covenant and structure discipline, despite erosion in the high yield and leveraged lending (private) markets.
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Approximately 28% of issuance was rated A- or higher in credit quality, with spreads that ranged from 80 to 155 basis points, and
71% of issuance was the equivalent of some form of BBB, with spreads ranging from 100 to 335 basis points. Less than 1% of
issuance was below investment grade. While US-domiciled companies were responsible for 38% of 2017 volume issuance, US
dollar-denominated issuance comprised 75% of the market volume. Euro and pound sterling issuance each accounted for 10%.
Borrowers continued to capitalize on the flexibility afforded by the market, with $US19 billion of issuance subject to delayed
funding, ranging from three months to a full year in some instances. Issuance was spread broadly across sectors, and
infrastructure transactions accounted for 10% of market volume. The bid for infrastructure deals outpaced supply at a greater
pace than corporate deals, due to slightly higher yields, the perceived safety of real assets, and more nontraditional US private
placement investors tapping the market for infrastructure exposure. There was also a strong bid for utilities, social housing, and
education deals, all of which typically offer significant duration.

A look ahead
Despite strong growth in the asset class, the supply of transactions has been no match for the growth in demand for US private
placement assets. The technical imbalance has resulted in frequent market oversubscription, with some deals three to four times
oversubscribed. Against this backdrop, the reduction of the US corporate tax rate is expected to dampen domestic issuance
in both the public and private bond markets, further exacerbating the supply-demand imbalance. In this environment of already
oversubscribed deals, strong agent relationships matter more than ever in building an allocation to private placements. Agents
don’t need to show most deals to the entire market in order to garner sufficient bids and fill out their books. And for broadly
syndicated deals, the differences between favorable and unfavorable allocations can be meaningful.
Finally, if it truly is becoming less of a “Goldilocks” environment (as some members of our global fixed income team suggested
in their commentary, Has Goldilocks left the building?), then central banks’ removal of accommodative policy may spur rate
increases. In the near term, we would expect an acceleration in issuance in response, as companies race to lock in lower
funding costs, which should in turn dampen the technical imbalance. In the medium term, increased borrowing costs could be
a precursor to negative migration in credit markets, given that investment grade corporate issuers in general finished 2017 with
nearly three times leverage on their balance sheets, having borrowed extensively in the low rate environment. In response, we
would expect to see a widening of credit spreads and a rash of ancillary fee income from the structural protections inherent to the
US private placement market that allow investors to reprice risk.
Ultimately, we expect the US private placement market to continue its controlled growth on the supply side, moderated by the
structural discipline of industry incumbents. Spreads will continue to ebb and flow with the credit cycle, similar to the experience
of public credit markets. Interest from nontraditional investors that have not yet accessed the market may wane if a “Goldilocks
exit” increases global yields, but we expect strong demand to continue from the incumbent investor base, as well as from new
investors that have gotten a taste of the benefits afforded by the US private placement market.
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This information is confidential and intended for the audiences as indicated. It is
not to be distributed to, or disclosed to retail investors.
The views expressed represent the Manager’s as of the date indicated, and should not
be considered a recommendation to buy, hold, or sell any security, and should not be
relied on as research or investment advice. Views are subject to change without notice.
The information in this document is not, and should not be construed as, an
advertisement, an invitation, an offer, a solicitation of an offer or a recommendation
to participate in any investment strategy or take any other action, including to buy or
sell any product or security or offer any banking or financial service or facility in any
jurisdiction where it would be unlawful to do so.. The information presented is not
intended and should not be construed to be a presentation of information for any pooled
vehicle including U.S. mutual funds. This document has been prepared without taking
into account any person’s objectives, financial situation or needs. Recipients should not
construe the contents of this document as financial, investment or other advice. It should
not be relied on in making any investment decision.
Future results are impossible to predict. This document contains opinions, conclusions,
estimates and other forward-looking statements which are, by their very nature,
subject to various risks and uncertainties. Actual events or results may differ materially,
positively or negatively, from those reflected or contemplated in such forward-looking
statements.
Past performance is not a reliable indicator of future performance. Investing
involves risk including the possible loss of principal.
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This presentation does not contain all the information necessary to fully evaluate
any investment program, and reliance should not be placed on the contents of this
document. Any decision with respect to any investment program referred to herein
should be made based solely upon appropriate due diligence by the prospective investor.
The investment capabilities described herein involve risks due, among other things, to
the nature of the underlying investments. All examples herein are for illustrative purposes
only and there can be no assurance that any particular investment objective will be
realized or any investment strategy seeking to achieve such objective will be successful.
No representation or warranty, express or implied, is made as to the accuracy
or completeness of the information, opinions and conclusions contained in this
presentation. In preparing this presentation, reliance has been placed, without
independent verification, on the accuracy and completeness of all information available
from external sources.
To the maximum extent permitted by law, none of the entities under Macquarie
Investment Management nor any other member of the Macquarie Group nor their
directors, employees or agents accept any liability for any loss arising from the use of
this presentation, its contents or otherwise arising in connection with it.
Other than Macquarie Bank Limited (MBL), none of the entities noted in this presentation
are authorised deposit-taking institutions for the purposes of the Banking Act 1959
(Commonwealth of Australia). The obligations of these entities do not represent deposits
or other liabilities of MBL. MBL does not guarantee or otherwise provide assurance in
respect of the obligations of these entities, unless noted otherwise.
Please see the end of this document for further important information.
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