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ASSET CLASS EXPLAINER 

WHY INVEST IN  STRUCTURED CREDIT ?  

• Yield premium: Structured credit may provide a significant yield pick-up versus similarly 

rated corporate bonds. This premium is a compensation for its more complex nature, as 

well as (potential) reduced market liquidity during periods of market stress. 

• Floating rate: A low sensitivity to interest rates — as their floating-rate coupons move 

along with the short-term interest rate — makes it relatively attractive to hold in an 

environment of gradually rising interest rates. 

• Diversification: Providing investors with significant exposure to the consumer, making it 

complementary to traditional fixed income portfolios. Moreover, most collateral pools 

hold hundreds of loans, limiting the impact of individual loans on pool performance. 

• Access: This asset class offers investors relatively liquid and diversified access to 

collateral pools that consist of illiquid private loans that are originated by banks to 

consumers and corporations directly. 

WHAT IS  STRUCTURED CREDIT ?  

• Structured credit describes bonds backed by a specific pool of collateral that generate 

monthly recurring contractual cash flows, as borrowers pay off interest and principal on 

their loans. The global structured credit market has roughly 70% US and 30% European 

exposure. Collateral pools can be classified into four main types: 

o Consumer asset-backed securities (ABS): Auto loans, credit card 

receivables, student loans, and residential solar panel loans. 

o Residential mortgage-backed securities (RMBS): Mortgages on residential 

properties across regions. 

o Commercial mortgage-backed securities (CMBS): Mortgages on commercial 

properties across sectors (e.g. offices, logistical hubs, and malls). 

o Collateralized loan obligations (CLOs): Senior secured loans to below 

investment grade rated corporates, diversified across industries. Unlike the 

above collateral pools, CLOs are actively managed by the CLO manager. 

• Structured credit is a large and well-established asset class. While it is relatively liquid 

compared to other alternative fixed income instruments, it is generally less liquid than 

traditional fixed income as the asset class is not part of major fixed income indices and 

does not have a representative benchmark index. 



PAGE 2  

 

 

 

STRUCTURED CREDIT OFFER S DISTINCT RI SK -RETURN PROFILE S   

• Structured credit instruments are created through a securitization process, in which various rated debt tranches 

(and an unrated equity tranche) are issued to investors to fund the purchase of a specific collateral pool. These 

collateral pools are sold by banks, allowing them to redeploy their capital for originating new loans. Each debt 

tranche has a different risk-return profile, largely due to a different priority claim on the cashflows generated by 

the collateral pool as well as on potential credit losses (which are distributed in reverse sequential order). Investors 

can thus choose which tranche to invest in based on their risk-reward preference (see Figure 1). 

FIGURE 1: STRUCTURED CREDIT OFFERS DISTINCT RISK-RETURN PROFILES 
 

 

 

• Structured credit has several additional layers of protection which are designed to lower the risk from the underlying 

collateral pool and provide a cushion to absorb losses. Common layers of protection are: 
 

o Bankruptcy-remote entity: The entity holding the assets and liabilities is bankruptcy remote, protecting 

investors in the event the sponsor files bankruptcy.   

o Excess spread: Income generated by the collateral pool exceeds expenses on the liabilities (bond 

coupons paid, credit losses and servicing fee). 

o Overcollateralization: The value of the assets exceeds the value of the liabilities.   

o Performance tests: Cashflow distributions change in case of collateral pool underperformance (e.g. credit 

defaults), directing cashflows first to the most senior tranche.  

o Active trading of CLO collateral pools: CLO managers can optimize pools, selling “problem loans” timely. 
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STRUCTURED CREDIT VERSUS CORPORAT E CREDIT   

Similar to corporate credit, cashflows are the primary source to pay interest and principal on the debt. Corporate credit 

cashflows come from revenues generated by an issuer’s business activities, while Structured credit’s cashflows come from 

borrowers paying contractual interest and repaying their loans in the collateral pool. Some key distinguishing aspects are: 

• Coupon: Structured credit instruments are mostly floating rate, while corporate credit is generally fixed rate. 

• Collateral claim: Corporate credit instruments tend to be unsecured, whereas structured credit instruments are 

secured with a claim on real assets that could serve as a secondary source of bond repayment.  

• Separation of credit risk: The assets collateralizing structured credit instruments are held in an entity that is 

bankruptcy-remote from the credit risk of the originator. This is generally not the case for corporate credit.   

• Structural protection mechanisms: Unlike corporate credit, structured credit has several layers of protection.  

WHAT HAS CHANGED SINCE THE GLOBAL FINANCIAL CRISIS?  

U.S. subprime RMBS losses — following the Global Financial Crisis (2008-2009) — have given structured credit a bad name. 

Since then, the market has undergone a fundamental and necessary transformation, returning to sustainable credit 

underwriting driven by regulators, rating agencies, and investors. In particular, there has been: 

• Introduction of credit risk retention rules that serve to align the interests of issuers and investors. 

• Additional requirements for originators to disclose standardized asset-level information in a timely manner. 

Nowadays there is a high degree of transparency through to the underlying loans. 

• Additional requirements for credit rating agencies to enhance governance, protect against conflicts of interest, 

and increase transparency. As a result, structured credit benefits from increased credit support requirements at 

each tranche level, stricter inclusion criteria for collateral, and reduced reliance on pro-forma underwriting. 

• Introduction of relatively high regulatory capital requirements for banks and insurers, which has led to a more 

mature investor base with overall lower use of leverage. 

While structured credit is not immune 

from developments in other credit-

based asset classes (e.g. downward 

ratings drift in the early stages of the 

Covid-19 pandemic), it has proved 

resilient across severe economic 

downturns. For example, global CLO 

default rates have a history of 

relatively low defaults compared to 

similarly rated global corporate bonds 

(see Figure 2). From 1996 to 2021, the 

lifetime default rate of global BBB-

rated CLOs was 0.4%, while the five-

year default rate of similarly-rated 

global corporate bonds — between 

1981-2021 — was 1.5%.  
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WHAT ARE MAIN RIS KS OF INVESTING IN  STRUCTURED CREDIT?  

The main risks of investing in structured credit include: 

• Liquidity: Although structured credit securities are tradeable, market liquidity can dry up in market stress 

environments. Therefore, we believe it is essential to invest in structured credit with a medium-term investment 

horizon and through a vehicle with a robust liquidity structure.  

• Complexity: Knowledge and credit risk analysis of the structures and the underlying loans is crucial. Therefore, 

we believe that it is important to partner with specialist firms run by experienced teams with strong market access.   

• Credit defaults / downgrades: Credit losses can occur due to unforeseen adverse changes in collateral 

performance. Therefore, we believe it is wise to avoid (‘first loss’) exposure to the highest-risk tranches. 

• Mark-to-market: In times of market stress, weaker market participants may be forced to sell, and this can lead to 

mark-to-market drawdowns. Therefore, we believe that a conservative approach to leverage is key. 

 

ESG IN  STRUCTURED CREDIT  

Securitization markets play an important role in facilitating 

credit access and reducing the cost of credit for consumers. 

However, a lack of available data makes ESG integration in 

structured credit challenging. Deal-by-deal ESG analysis in 

structured credit involves an analysis of the: 

• Issuer – typically a special purpose vehicle; 

• Servicer – servicing the loans; 

• Collateral – pools with sometimes upwards of 10,000 

loans; 

• Documentation – ESG criteria in prospectus. 

This lack of data and few generally accepted methodologies for ESG mean that most managers tend to use a proprietary ESG 

scoring methodology. In addition to integrating ESG in their investment processes, managers can also make a positive 

contribution by supporting issuance of new structured credit instruments with an environmental or social angle. 
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Disclaimer 
Source: Kempen Capital Management N.V. The value of your investment may fluctuate. Past performance provides no 
guarantee for the future.  

Kempen Capital Management N.V. (Kempen) is licensed as a manager of various UCITS and AIFs and authorised to provide 
investment services and as such is subject to supervision by the Netherlands Authority for the Financial Markets. The information 
in this document provides insufficient information for an investment decision. More information is available online at 
https://www.kempen.com/en/asset-management.  

The views expressed in this document may be subject to change at any given time, without prior notice. Kempen Capital 
Management N.V. (Kempen) has no obligation to update the contents of this document. As asset manager Kempen may have 
investments, generally for the benefit of third parties, in financial instruments mentioned in this document and it may at any 
time decide to execute buy or sell transactions in these financial instruments. 

The information in this document is solely for information purposes only. This article does not contain investment advice, no 
investment recommendation, no research, or an invitation to buy or sell any financial instruments, and should not be interpreted 
as such. This document is based on information that we consider reliable, but we do not represent that it is accurate or complete, 
and it should not be relied on as such. 

Global Structured Credit: general risks to take into account when investing in Global Structured Credit  
This asset class is typically for professional investors. Investing in this asset class may be subject to interest rate securities risk, 
credit risk, general bond market risks and/or particular industry risks, which could negatively affect the performance. Under 
unusual market conditions, these specific risks can increase significantly.  

Potential investors should be aware that managers in this asset class often pursue a more alternative investment policy than 
traditional investment funds and may havea reduced liquidity, indicating that they may not be sold or purchased as quickly at 
the preferred time as more liquid investments. These investment funds use specific investmentand trading techniques such as 
investing in Residential Mortgage Backed Securities (RMBS), Commercial Mortgage Backed Securities (CMBS), Collateralized 
Loan Obligations (CLOs), Consumer ABS (consumer asset-backed securities) and other types of ABS (asset-backed securities).  

The value of your investment may fluctuate, past performance is no guarantee for the future. Do not take unnecessary risks. 
Before you invest, it is important that you are aware of and are informed about the characteristics and risks of investing. This 
information can be found in the available documents for the relevant investment vehicle(s) and/or in the agreements that are 
part of the service you choose or have chosen. 

It is important that investors understand the asset class before investing, however, and that capital may be at risk.  

 

https://www.kempen.com/en/asset-management

