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A V O C A  O V E R V I E WEUROPEAN CREDIT OVERVIEW ≥

(1) Embedded within Avoca Funds

12        €5.6bn      60          180+       100%
Year track record    Total AUM      Employees      Institutional Investors  Employee Owned

Convertible 
bonds

€20m AUM

Senior Loans
€5.0bn AUM

Structured 
Credit (1)

€60m AUM

Credit 
Opportunities

€450m AUM

Long/Short 
Credit

€100m AUM

Value investing 
philosophy

Deep dive 
credit research

Best in Class 
Technology

Consistent 
alpha 

generation 
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G L O B A L  C R E D I T  M A R K E T SEUROPEAN CREDIT OVERVIEW ≥

Size of Global Credit Markets €81tr in outstanding  
debt globally

Financial Bonds
€27tr

Government 
Bonds
€30tr

Loans (Not 
Syndicated)

€13tr

IG Corporate 
Loans/Bonds

€10tr

Sub-IG 
Corporate 

Loans/Bonds
€2tr

Source: BIS, Haver Economics, BNP Paribas, Fed, ECB, OECD, Credit Suisse, Avoca estimates. The analysis excludes 
loans to financial institutions



 4

D U T C H  B O N D  Y I E L D SEUROPEAN CREDIT OVERVIEW ≥

Netherlands 10 Yr Govt Yields Since 1517 500 year low 
government bond 
yields

Source: Deutsche Bank



US 10 Yr Govt Yields Since 1790
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U S  Y I E L D SEUROPEAN CREDIT OVERVIEW ≥

Source: Deutsche Bank
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B A N K  O F  E N G L A N D  B A S E  R A T EEUROPEAN CREDIT OVERVIEW ≥

UK Base Rate since 1694

Source: Deutsche Bank
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I N F L A T I O N  E X P E C T A T I O N SEUROPEAN CREDIT OVERVIEW ≥

10 year US Inflation Expectations (10 yr Treasuries - 10 year TIPS)
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Source: Bloomberg

 2.0-2.5% expected 
inflation



 8

C U R R E N T  N O M I N A L  Y I E L D S  O N  O F F E REUROPEAN CREDIT OVERVIEW ≥

Indices Yields Across Asset Classes and compared to Forecast US Inflation
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Source: Barclays, Credit Suisse, Bloomberg, Avoca

 Risk of negative real 
returns
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Aim: Preserve and grow purchasing power of capital

How: Evaluate Risk and Return:

•	 Return: Evaluate in real terms

•	 Risk: Evaluate based on:
1. Intrinsic risk

2. Price risk

3. Inflation risk

F R A M E W O R K  F O R  E V A L U A T I N G  V A L U EEUROPEAN CREDIT OVERVIEW ≥
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I N V E S T M E N T  G R A D E  B O N D S  -  I N T R I N S I C  R I S KEUROPEAN CREDIT OVERVIEW ≥

Moodys Historic Default Rates - Investment Grade Bonds - since 1920Average annual default 
rate of 0.14% across 
Aa, A and Baa bonds

Average recovery rate 
on default = 40%

Average annual loss 
rate = 0.1%

Source: Moodys
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I N V E S T M E N T  G R A D E  B O N D S  -  P R I C E  R I S KEUROPEAN CREDIT OVERVIEW ≥

Record low nominal 
yields

Barclays Investment Grade Bond Indices - Yield To Worst Since 1999

Source: Barclays
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H Y  B O N D S  -  I N S T R I N S I C  R I S KEUROPEAN CREDIT OVERVIEW ≥

Moodys Historic Default Rates - Speculative Grade - since 1920
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H Y  B O N D S  -  P R I C E  R I S KEUROPEAN CREDIT OVERVIEW ≥

Credit Suisse European HY Bond Index - Yield To Worst since 1995
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Asset Class Intrinsic Risk Price Risk Inflation Risk Overall

Investment Grade 
Bonds Low High High High

High Yield Bonds High High High High

R E C A PEUROPEAN CREDIT OVERVIEW ≥
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E U R O P E A N  S E N I O R  L O A N S  -  A N  O V E R V I E WEUROPEAN CREDIT OVERVIEW ≥

Assets

Cash

Accounts Receivable

Property

Plant

Equipment

Intangibles

Senior Loans (50%)

Pay: E+400bps

High Yield Bonds / Suborindated 
Debt (25%)

Pay: 7-8%

Equity (25%)

Target 15-20% return

Pledged to

Senior

First Loss

Assets Capital Structure Risk First lien charge 
over cashflows and 
assets

 Typically used to 
finance private-
equity backed LBOs
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E U R O P E A N  S E N I O R  L O A N  E X A M P L EEUROPEAN CREDIT OVERVIEW ≥

•	 Europe’s largest pharmacy 
company and leading European 
pharmaceutical wholesaler

•	 c,3,100 retail outlets and 
wholesale network of 360 
warehouses serving c.125,000 
pharmacies in 14 countries

•	 Purchased by KKR-led 
consortium  in May 2007 for 
c.€14bn

•	 Sales of c.€17bn and EBITDA of 
c.€1bn

Senior Loans 

(€7.3bn)

 Suborindated Debt

(€2.4bn)

Equity

(€4.5bn)

Pledged to

Company Original Capital Structure

KKR
Equity sponsor   
€14bn
Enterprise Value  
3,100  
Retail Outlets

€17bn
Revenues
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K E Y  F E A T U R E SEUROPEAN CREDIT OVERVIEW ≥

Asset Senior 
Position

Security Inflation 
Protection

Private 
Information

Senior Secured 
Floating Rate 
Loans

Equity

High Yield 
Bond

Investment 
Grade Bonds

Sovereign 
Debt

 Senior

 Secured

 Inflation protection

 Private information
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D O W N S I D E  P R O T E C T I O NEUROPEAN CREDIT OVERVIEW ≥

Historical Recovery Rates
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Sr. Subordinated
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Re
co

ve
ry

 Senior secured loan 
recoveries during 
the crisis averaged 
c.70%, in line with 
historical rates

 This compares to 
25-40% for senior 
bonds

Source: Moodys
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I N T R I N S I C  R I S K  -  L O S S E S  F R O M  D E F A U L T S  H I S T O R I C A L L YEUROPEAN CREDIT OVERVIEW ≥

Losses from European Loans since 2003
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 Average loss 
through the cycle 
was 1.28%

Source: Credit Suisse
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P R I C E  R I S K  -  N E W  I S S U E  S P R E A D SEUROPEAN CREDIT OVERVIEW ≥

New Issue Loan Spreads over Euribor
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 Unlike fixed income, 
spreads have not 
contracted to pre-
crisis levels
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L O A N  M A R K E T  -  P A R T I C I P A N T SEUROPEAN CREDIT OVERVIEW ≥

European Loan Market Participant Evolution
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Bank dominated 
market historically

CLO and other 
investors increasing 
participation as banks 
withdraw
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L O A N  M A R K E T  P A R T I C I P A N T  -  C H A N G E  S I N C E  2 0 0 8EUROPEAN CREDIT OVERVIEW ≥

European Loan Market Participant Change  (2008 - 2012)
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Significant withdrawal 
by banks



 2 3

E U R O P E A N  L O A N  D I S C O U N T  S P R E A D S  O V E R  L O S S E SEUROPEAN CREDIT OVERVIEW ≥
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Lehman Collapse

Bank Deleveraging

Bank Dominated Market 500 bps

280 bps

European Loan Discounted Spreads versus Estimated/Projected LossesThe retreat of banks 
from the European 
senior loan market 
(and the lack of new 
CLOs) has caused risk 
adjusted premiums to 
increase by c.220bps

Source:  S&P LCD, Credit Suisse, Avoca estimates
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I N F L A T I O N  R I S K  -  F L O A T I N G  R A T E  R E T U R N SEUROPEAN CREDIT OVERVIEW ≥

US Interest Rates versus US Inflation
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US Interest Rates 
have historically 
been a good proxy for 
inflation 
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I N F L A T I O N  R I S K  -  F L O A T I N G  R A T E  R E T U R N SEUROPEAN CREDIT OVERVIEW ≥

Euribor versus European Inflation
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C O M P A R I S O N  O F  R E A L  Y I E L D  L E V E L SEUROPEAN CREDIT OVERVIEW ≥

Estimated Real Yields plus Inflation plus Losses
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Risk of low or 
negative risk adjusted 
real returns in fixed 
income
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R E C A PEUROPEAN CREDIT OVERVIEW ≥

Asset Class Intrinsic Risk Price Risk Inflation Risk Overall

European Senior 
Secured Loans Low Low Low Low

Investment Grade 
Bonds Low High High High

High Yield Bonds High High High High
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Disclosure
The information and opinions in this document have been prepared by Avoca Capital Holdings (“Avoca Capital”).

Avoca Capital is involved in businesses and activities that may relate to companies or instruments mentioned in this 
document.  These businesses and activities include, without limitation, trading in various financial instruments, fund 
management and investment advisory services.  Avoca Capital may trade in the instruments (or related derivatives) 
that are the subject of this document. Avoca Capital, or funds managed by it, may have a position in the debt of the 
businesses or instruments discussed in this document.

This document is not intended as an offer or solicitation or advertisement for the purchase or sale of any security 
or financial instrument.  The securities/instruments discussed in this document, if any, may not be suitable for 
all investors.  This document does not constitute investment advice and has been prepared without regard to 
the individual financial circumstances and objectives of persons who receive it.  Investors should independently 
evaluate particular investments and strategies and seek their own investment advice.  Avoca Capital may not be 
held responsible for any consequences resulting from any investment in any security/instrument discussed in this 
document. 

This document contains information which has been compiled from a number of sources.  While the information herein 
is believed to be reliable, no representation is made by Avoca Capital as to the accuracy or completeness of such 
information.  Nothing contained herein shall constitute any representation or warranty as to future performance.

This document is confidential and may be neither communicated to any third party nor copied in whole or in part, 
without the prior wri�en consent of Avoca Capital.

Avoca Capital makes no representation concerning the appropriate regulatory treatment, accounting treatment, 
or possible tax consequences in connection with any investment in the securities/instruments discussed in this 
document.  

© 2013 Avoca Capital Holdings. All rights reserved

STRICTLY PRIVATE AND CONFIDENTIAL



75 St. Stephens Green,  Dublin 2, Ireland     
PHONE   +353 1 475 7499  
FAX +353 1 479 3129

www.avocacapital.ie    

Avoca Capital Holdings is regulated by the Central Bank of Ireland  

25th Floor, Heron Tower, 110 Bishopsgate, London EC2N 4AY   
PHONE   +44 203 100 2300 
FAX +44 203 100 2399


