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STRATEGY ASSETS: $681 million
PERFORMANCE: The strategy returned 0.55% gross (net of fees 0.24%) for the 2nd quarter.
NOTE: The Global Alternative Credit strategy was formerly called Global Credit Opportunities.

COMPOSITE PERFORMANCE1

GLOBAL ALTERNATIVE CREDIT COMPOSITE ($USD) AS OF  JUNE 30, 2016

% RETURN QTD YTD
ONE

YEAR
TWO
YEAR

THREE
YEAR

FIVE
YEAR 

SINCE 
INCEPTION2

Gross 0.55 0.27 -3.79 -1.32 4.36 7.92 14.30

Net 0.24 -0.35 -4.99 -2.54 2.90 6.28 12.54

LIBOR+6003 1.62 3.26 6.50 6.36 6.32 6.34 6.34

1Supplemental information to attached Global Alternative Credit GIPS-compliant presentation
2Inception Date: September 1, 2010
3LIBOR+600 = US 3 Month LIBOR + 600bps

Past performance is no guarantee of future results.

CONTRIBUTION TO RETURN 

The Global Alternative Credit strategy was up slightly for the second quarter. Contributors to 
performance included U.S. Treasury futures, U.S. residential mortgage-backed securities (RMBS), 
U.S. investment grade corporate debt, Mexican and Brazilian energy-related quasi-sovereign debt, 
and equity exposures to the U.S. exploration and production and oil field services sectors. Detrac-
tors for the quarter included European RMBS, Italian equity futures, a Caribbean-based telecom-
munications company, European and U.S. commercial mortgage-backed securities (CMBS) credit 
default swaps, and European sovereign bonds and futures.

MARKET REVIEW

The second quarter reversed the course of the first three months and capped off a choppy start to 
the year. Risk-on sentiment in April, a carryover from the rally off February lows, came full circle 
by quarter end as investors reacted forcefully to the unexpected outcome of the Brexit referendum 
and shed risk amid the resulting uncertainty. Throughout the quarter, fixed income and equity 
markets often saw incongruous divergences. Even as the initial Brexit shock waned and equity 
markets regained ground, bond yields still found new lows with investors also seeking safety. 
The yield on the 10-year German Bund ventured into negative territory for the first time in June 
and moved on to new lows to close out the quarter. Benchmark 10-year yields for U.S. Treasuries, 
Japanese government bonds, U.K. Gilts, and other haven assets also closed the quarter with re-
cord lows. The spread between the 2-year and the 10-year Treasury narrowed, a warning signal of 

Global Alternative Credit Review
 Fixed Income Relative Value - 2Q 2016

Brandywine Global Investment Management, LLC

* Employee of Brandywine Global Investment 
Management (Europe) Limited.  In rendering portfolio 
management services, Brandywine Global Investment 
Management, LLC may use the portfolio management 
services, research and other resources of its affiliates.

For Institutional Investors Only

Gerhardt (Gary) Herbert, CFA 
Portfolio Manager and Head of Global 
Credit

Tracy Chen, CFA, CAIA 
Portfolio Manager and Head of 
Structured Credit

Brian L. Kloss, JD, CPA 
Portfolio Manager and Head of High Yield

Regina G. Borromeo* 
Portfolio Manager and Head of 
International High Yield

Michael Arno, CFA 
Research Analyst



Topical Insight  |  June 30, 2016

Global Alternative Credit Review - 2Q 2016 | p2

pending recession according to some forecasters.

After the landmark vote, the Bank of England 
indicated a rate cut was imminent due to 
concerns over the possibility of slower growth. 
Mixed economic data in the U.S., including weak 
Gross Domestic Product (GDP) growth and payroll 
data, prompted the Federal Reserve (Fed) to hold 
steady on interest rates, while concerns over the 
impact of Britain’s exit from the EU may further 
delay a return to monetary tightening. The Bank 
of Japan refrained from further easing, despite 
the surging yen. Central banks may remain in 
a holding pattern until some clarity emerges, 
even though the U.K.’s decision may take years 
to unfold. However, in unambiguous support of 
Mario Draghi’s “do whatever it takes” manifesto 
to support the eurozone, the European Central 
Bank (ECB) initiated its expanded bond-buying 
program in June with aggressive purchases of 
some lower-rated corporate debt. Another bright 
spot was the improvement in oil and commodity 
prices, with oil reaching new highs for the year 
and momentarily topping $50 per barrel during 
the quarter.

The S&P 500, Russell 2000, and Euro Stoxx 50 
indices returned 2.46%, 3.79%, and -4.67% 
(in euro), respectively, for the quarter ending 
June 30, 2016. The Barclays Global Aggregate, 
Barclays Global High Yield, and JP Morgan GBI-
EM Global Diversified indices returned 2.89%, 
4.43%, and 2.96%, respectively, for the second 
quarter. 

 

POSITIONING
• The strategy’s largest exposure remained 

RMBS for the quarter. European RMBS 
had been performing well up to the Brexit 
referendum. Although these securities sold 
off along with other credit assets after the 
U.K. vote, European RMBS recovered most 
of the spread widening at the end of June. 
Even though we are still constructive on the 
fundamental European recovery story, we 
are very mindful of the unforeseen political risks unleashed by Brexit. Accordingly, we have been paring down our European RMBS positions.

• The proceeds from the sale of some of our European RMBS positions were redeployed to U.S. credits, including high-quality U.S. agency 
commercial mortgage-backed securities (CMBS), credit risk transfer deals, and corporate credits.

COUNTRY & CURRENCY 
ALLOCATION*

COUNTRIES % OF PORTFOLIO

United States 54.58

Spain 13.10

United Kingdom 7.17

Mexico 5.72

New Zealand 5.27

Brazil 4.83

Portugal 3.14

Indonesia 2.68

Jamaica 2.34

Derivative P/L 1.17

CURRENCIES % OF PORTFOLIO

U.S. Dollar 101.37

Mexican Peso 2.36

New Zealand 0.17

Indonesian Rupiah 0.05

British Pound -0.15

Euro -3.79

REPRESENTATIVE 
CHARACTERISTICS*

PORTFOLIO

Average Credit Quality4 Ba1/BB

Yield to Maturity (%) 5.53

Effective Duration (Yrs.) 6.36

Average Coupon (%) 3.69

CREDIT RATINGS*
% OF PORTFOLIO

BBB & Higher 40.8

BB 4.5

B 32.0

CCC-C 13.1

NR 9.6

SECTOR BREAKDOWN*
GROSS NOTIONAL EXPOSURE % OF PORTFOLIO

Futures (Notional %) 36.01

Prime MBS – Non-U.S. 23.41

Credit Default Swap (Notional %) 19.67

CMBS Agency Pass-through – U.S. 13.89

Prime MBS – U.S. 10.47

ABS 10.42

Corporate Bond – HY 8.87

Government Sovereign 7.64

Leveraged Loans 7.59

CMBS – U.S. 6.02

Corporate Bond – IG 5.00

Cash 3.80

Equity 1.73

Currency Forward P/L 1.17

RISK STATISTICS*

3 YEAR
SINCE 
INC.

Net Return (%) 3.00 12.59

Standard Deviation (%) 4.16 7.38

Sharpe Ratio 0.71 1.70

Max Draw Down (%) 9.41 9.41

4  The “Average Credit Quality” is determined as follows: In line with the methodology used by Barclays 
Global indices, the middle rating from the three rating agencies (S&P, Moody’s, and Fitch) will be assigned 
to each security. In the event that ratings are provided by only two agencies, the lowest rating will be 
assigned. If only one agency assigns a rating, that rating will be applied. If the security is not rated by one 
of the three major agencies, it is given a rating equivalent to a defaulted bond. The equivalent numerical 
rating is assigned to each security based on the Security Level scale. A Portfolio Level scale is applied on 
the weighted average calculation to round for fractional numerical ratings and then converted to an alpha 
weighted average rating. Cash is included and receives the highest rating.

* Supplemental Information to the attached Global Alternative Credit GIPS-compliant presentation.

Brandywine Global Investment Management, LLC
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• We also selectively 
added positions in some 
emerging markets, 
including Indonesia, 
Mexico, and Brazil. The 
rout in commodity prices, 
particularly for oil, has 
been another obstacle 
for commodity-linked 
emerging markets, such 
as Mexico and Brazil, 
which is now showing 
signs of improvement. 
We believe commodity 
prices, spread valuations, 
and credit ratings stability 
are currently in better 
alignment, supporting our 
positioning in select Latin 
American sovereigns, 
quasi-sovereign bonds, 
and high quality 
corporates.

• We closed safe haven 
government duration 
positions during the 
quarter, including 
U.K. gilts and Italian 
government bonds. At the 
same time, we increased 
our safe haven duration 
hedge by close to 40% of the portfolio.

• The countries with the greatest exposure at the end of the quarter were the U.S., Spain, the U.K., Mexico, and New Zealand at 54.6%, 13.1%, 
7.2%, 5.7%, and 5.3%, respectively.

• From a currency standpoint, we continued to fully hedge eurozone credit exposure, given the lingering economic weakness and volatility 
across the region. We also continued to fully hedge U.K. RMBS, given the elevated risks surrounding Brexit. Additionally, Indonesian and New 
Zealand sovereign bond exposures, added during the quarter, were fully hedged while exposure to the Mexican peso was unhedged.

• Portfolio yield to maturity was 5.53%, average credit quality was Ba1/BB, and effective duration was 6.36 years at the end of June.    

• The strategy’s cash position decreased significantly during the second quarter to approximately 4% from 13% at the end of the first quarter. 

MARKET OUTLOOK

While we are still absorbing the various potential implications of Brexit, which left a great deal of uncertainty in its wake, we are also mindful 
of the possibility of several positive developments. A resumption of monetary tightening on the part of the Federal Reserve through interest rate 
hikes has likely been pushed back further, and may even be off the table for the remainder of the year. Furthermore, we anticipate positive policy 

MONTHLY COMPOSITE PERFORMANCE ($USD)*

GR
OS

S 
(%

)

JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC

2016 -1.66 -0.95 2.38 0.93 -0.56 0.18

2015 1.82 -0.08 0.21 -0.19 0.09 -1.76 -0.77 -0.68 -1.03 -1.64 0.30 -0.30

2014 1.57 1.21 1.50 2.11 1.63 1.64 -0.29 0.48 1.88 -1.12 0.72 -0.48

2013 2.27 0.35 0.32 1.48 0.61 -2.22 0.00 0.25 0.44 3.26 0.74 1.25

2012 2.41 3.99 2.11 -0.37 1.12 0.94 1.97 3.16 0.82 0.28 1.69 0.53

2011 3.98 3.91 2.04 1.05 1.63 1.55 -0.21 2.66 -0.24 -0.97 0.77 2.25

2010 - - - - - - - - 10.25 9.81 6.18 0.79

N
ET

 (%
)

JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC

2016 -1.76 -1.05 2.28 0.83 -0.66 0.08

2015 1.71 -0.18 0.10 -0.29 -0.02 -1.87 -0.87 -0.79 -1.13 -1.74 0.19 -0.40

2014 1.43 1.07 1.35 1.96 1.48 1.50 -0.39 0.37 1.78 -1.22 0.62 -0.59

2013 2.12 0.20 0.17 1.33 0.46 -2.37 -0.15 0.11 0.29 3.11 0.60 1.10

2012 2.26 3.84 1.97 -0.51 0.97 0.79 1.82 3.01 0.67 0.13 1.55 0.39

2011 3.83 3.77 1.89 0.91 1.49 1.40 -0.35 2.51 -0.39 -1.11 0.62 2.11

2010 - - - - - - - - 10.10 9.66 6.04 0.64

LI
BO

R+
60

0 
(%

)

JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC

2016 0.53 0.53 0.54 0.53 0.54 0.54

2015 0.51 0.51 0.51 0.51 0.51 0.51 0.51 0.51 0.51 0.51 0.52 0.53

2014 0.51 0.50 0.51 0.50 0.50 0.51 0.51 0.50 0.51 0.51 0.50 0.51

2013 0.51 0.51 0.51 0.51 0.51 0.51 0.51 0.51 0.51 0.51 0.50 0.51

2012 0.53 0.53 0.52 0.52 0.52 0.52 0.52 0.52 0.52 0.51 0.51 0.51

2011 0.51 0.51 0.51 0.51 0.51 0.51 0.51 0.51 0.51 0.52 0.52 0.53

2010 - - - - - - - - 0.51 0.51 0.51 0.51

*Supplemental Information to the attached Global Alternative Credit GIPS-compliant presentation.
Past performance is no guarantee of future results.

Brandywine Global Investment Management, LLC
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responses from the Bank of England in the form of a liquidity injection, as well as a cut in corporate tax and bank capital requirements. Although 
Brexit likely poses some challenges, including casting tremendous uncertainty over Europe’s political landscape and the longer-term viability of the 
EU, as well as the possibility of contagion risks spreading to other European countries, we think the fundamentals backing a global reflation theme 
have not changed materially. Prior to the U.K. vote, we saw several positive developments regarding global reflation, including stabilization in 
emerging markets, particularly China, and commodity markets. We recognize that we are late in the credit cycle amid a slowdown in global growth. 
However, the force unleashed by investors’ global search for yield is equally powerful. We believe our positioning in high-quality credit combined 
with tactically deploying safe haven duration hedges will work well in the volatile, post-Brexit period.

The views expressed represent the opinions of Brandywine Global Investment Management, LLC (“Brandywine Global”) and are not intended as a forecast or guarantee of future results. 
In rendering portfolio management services, Brandywine Global may use the portfolio management services, research and other resources of its affiliates. Please note that portfolio 
securities may have been rated by another Nationally Recognized Statistical Rating Organization. This information should not be considered a solicitation or an offer to provide any 
Brandywine Global service in any jurisdiction where it would be unlawful to do so under the laws of that jurisdiction. Performance results are presented gross and net of management 
fees and include the reinvestment of all income. Gross returns presented do not reflect the deduction of investment advisory fees. A client’s return will be reduced by the advisory fee 
and other expenses incurred in the management of the account. Net of fee performance was calculated using the highest management fee as described in Part 2 of the Firm’s Form ADV, 
which is available upon request. Preliminary data, if noted, reflects unreconciled returns for the time periods listed above. There may be additional risks associated with international 
investments such as market/currency fluctuations, investment risks, and other risks involving foreign economic, political, monetary, taxation, auditing and/or legal factors. These risks 
are magnified in emerging markets. International investing may not be suitable for everyone. Fixed income securities involve interest rate, credit, inflation and reinvestment risk; and 
possible loss of principal. High yield bonds possess greater price, volatility, illiquidity and possibility of default. The data represent the aggregate characteristics of all securities held 
in the Representative Portfolio, an actual commission account not subject to taxation. Data obtained from Barclays Live and Bloomberg Finance, LP, which is believed to be accurate 
and reliable. Characteristics and region weightings are subject to change and should not be considered as investment recommendations. Individual client accounts may differ from 
characteristics shown. It should not be assumed that investment in the regions listed and account quality ratings were or will prove profitable, or that investment decisions we make 
in the future will be profitable. Brandywine Global’s investment process may prove incorrect, which may have a negative impact on performance. Brandywine Global believes that 
transactions in any option, future, commodity, or other derivative product are not suitable for all persons, and that accordingly, clients should be aware of the risks involved in trading 
such instruments. There may be significant risks which should be considered prior to investing. Derivatives transactions may increase liquidity risk and introduce other significant risk 
factors of a complex character. All securities trading, whether in stocks, options or other investment vehicles, is speculative in nature and involves substantial risk of loss. 

The 3-month US Dollar (USD) LIBOR (London Interbank Offered Rate) interest rate is the average interest rate at which a selection of banks in London are prepared to lend to one 
another in US dollars with a maturity of 3 months. The S&P 500® Index is an index of the common stock prices of 500 widely held U.S. stocks and includes reinvestment of dividends. 
Standard & Poor’s S&P 500® Index is a registered trademark of Standard & Poor’s, a division of the McGraw-Hill Companies Inc. The Russell 2000 Index measures the performance 
of the small-cap segment of the U.S. equity universe. Russell® Indices are a trademark of Russell Investments. The Euro Stoxx 50 Index tracks the 50 largest stocks from 12 eurozone 
countries: Austria, Belgium, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, the Netherlands, Portugal and Spain. The EURO STOXX 50® index is a registered trademark 
of STOXX Ltd. The Barclays Global Aggregate Index measures global investment grade debt from twenty-four different local currency markets. This multi-currency benchmark includes 
fixed-rate treasury, government-related, corporate and securitized bonds from both developed and emerging markets issuers. The Global Aggregate Index is largely comprised of three 
major regional aggregate components: the US Aggregate, the Pan-European Aggregate, and the Asian-Pacific Aggregate Index. The Barclays Capital Global High-Yield Index provides a 
broad-based measure of the global high-yield fixed income markets. The Barclays Capital Global High-Yield Index represents the union of the U.S. High-Yield, Pan-European High-Yield, 
U.S. Emerging Markets High-Yield, and Pan-European Emerging Markets High-Yield Indices. The JPMorgan Government Bond Index-Emerging Markets indices are comprehensive 
emerging market debt benchmarks that track local currency bonds issued by emerging market governments. The JP Morgan GBI_EM Global Diversified index excludes countries with 
explicit capital controls and caps country exposure at 10% of total assets, but does not factor in regulatory/tax hurdles in assessing eligibility. All indices are unmanaged and not 
available for direct investment. 

Please refer to the attached GIPS compliant presentations, which include performance footnotes, fee schedules, index descriptions and disclosures. This material may not be reproduced 
or used in any form or medium without express written permission. Unless otherwise noted, performance returns and other data are current as of the date stated at the top of the page. 
Brandywine Global will not undertake to update the information at a later date. Past performance is no guarantee of future results.

©2016, Brandywine Global Investment Management, LLC. All rights reserved.

Brandywine Global Investment Management, LLC
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Global Alternative Credit Composite  |  As of June 30, 2016  |  Results shown in USD - Final

ANNUALIZED RETURNS
COMPOSITE RETURN 
GROSS OF FEES (%)

COMPOSITE RETURN 
NET OF FEES (%)

US 3 MONTH  
LIBOR + 600BPS (%)

1 YEAR -3.79 -4.99 6.32

3 YEAR 4.36 2.90 6.32

5 YEAR 7.92 6.28 6.34

SINCE INCEPTION 9/2010 14.30 12.54 6.34

CALENDAR YEAR RETURNS

YEAR 
OR YTD

COMPOSITE 
RETURN 

GROSS OF 
FEES (%)

COMPOSITE 
RETURN 
NET OF 

FEES (%)

US 3 
MONTH 
LIBOR + 

600BPS (%)

NUMBER 
OF 

ACCOUNTS

MARKET 
VALUE 

(MILLIONS)

TOTAL 
FIRM 

ASSETS 
(MILLIONS)

COMPOSITE 
DISPERSION 

(%)

COMPOSITE 
ST. DEV. 

(% 3-YEAR 
ROLLING)

US3MLIBOR600 
ST. DEV. 

(% 3-YEAR 
ROLLING)

2016 0.27 -0.35 3.26 4 642 69,828 N/M 4.17 0.04

2015 -4.01 -5.21 6.31 4 918 68,819 N/M 4.18 0.02 

2014 11.35 9.71 6.23 3 837 63,375 N/M 4.21 0.03 

2013 9.00 7.12 6.27 1 48 50,050 N/M 4.79 0.03

2012 20.23 18.17 6.44 1 34 42,894 N/M N/M N/M

2011 19.91 17.86 6.34 1 4 33,122 N/M N/M N/M

2010 29.56 28.85 2.06 1 3 31,996 N/M N/M N/M

Organization
Brandywine Global Investment Management, LLC (the “Firm”) is a wholly owned, independently operated, subsidiary of Legg Mason, Inc. The Firm has prepared and presented this 
report in compliance with the Global Investment Performance Standards (GIPS). For the periods July 1, 2000 through June 30, 2014, the Firm has been verified by Kreischer Miller. A veri-
fication includes assessing whether the Firm (1) complied with the composite construction requirements of the GIPS standards on a firm-wide basis, and (2) designed its processes and 
procedures to calculate and present performance results in compliance with the GIPS standards. A copy of the verification report is available upon request. Disclosed total firm assets 
represent the total market value of all discretionary and nondiscretionary, fee-paying and non-fee-paying assets under the Firm’s management.

Composite Description
The Global Alternative Credit Composite (the “Composite”) Inception date: September 1, 2010. Creation date: September 1, 2010. The Composite (formerly the “Global Credit Opportuni-
ties” ) includes all fully discretionary, fee-paying, actively managed Global Alternative Credit accounts with no composite minimums. The investable universe is generally comprised of 
high yield corporate bonds rated below BBB- or Baa3 by at least one rating agency and non-agency mortgage-backed and other mortgage related securities that are trading at distressed 
prices The Strategy may also consider investment in unrated securities deemed to be of comparable quality, and may also take positions in bank loans, defaulted bonds and bank loans, 
investment grade corporate bonds, US Treasuries, credit default swaps, emerging market debt, equities (listed and unlisted), preferred stock, convertible securities, and currencies. In 
addition, the Strategy may also utilize futures, leverage, and take short positions in various investment instruments (including but not limited to equity index futures, equities, bonds, 
loans, CDS, etc.) to manage the beta and directionality of the portfolio. The portfolios are typically invested in 20-50 securities.

Benchmark
London-Interbank Offered Rate (LIBOR) - British Bankers Association Fixing for US Dollar. The rate is an average derived from the quotations provided by the banks determined by the 
British Bankers’ Association. BBA USD LIBOR is calculated on an ACT/360 basis and for value for two business days after the fixing. An annual return of 6.00% is then added to the 
return.The Barclays Capital Global High-Yield Index provides a broad-based measure of the global high-yield fixed income markets. The Global High-Yield Index represents that union of 
the U.S. High-Yield, Pan-European High-Yield, U.S. Emerging Markets High-Yield, CMBS High-Yield, and Pan-European Emerging Markets High-Yield Indices.

Performance Calculation
Preliminary data, if so noted, reflects unreconciled data for the most recent reporting period. Portfolios are valued daily on a trade date basis and include dividends and interest as well 
as all realized and unrealized capital gains and losses. Return calculations at the portfolio level are time-weighted to account for periodic contributions and withdrawals. Performance 
results are calculated on a before tax, total return basis. The Composite returns consist of size-weighted portfolio returns using beginning of period values to weight the portfolio 
returns. Monthly linking of interim performance results is used to calculate quarterly and annual returns. Composite’s valuations and returns are computed in U.S. Dollars (“USD”). The 
results are presented in USD or in other currencies (to accommodate overseas investors), the latter by converting monthly USD returns into other currency returns using the appropriate 
currency exchange rate returns. Gross returns reflect the deduction of trading expenses. Net of fee returns reflect the deduction of trading expenses and the highest investment manage-
ment fees charged within the composite membership as stated in the fee schedule below. Composite dispersion is calculated using the asset-weighted standard deviation method for 
all portfolios that were in the Composite for the entire year. Composite dispersion is not presented for periods with five or fewer portfolios. The number of accounts and market values 
are as of the end of the period. The three-year annualized standard deviation measures the variability of the composite and the benchmark returns over the preceding 36-month period. 
Past performance is no guarantee of future results. A complete list describing the Firm’s composites as well as any additional information regarding the Firm’s policies for calculating 
and reporting performance results is available upon request.

Fee Schedule
Institutional Client Separate Account Management Fee Schedule (minimum initial investment: $50 million): 1.250% flat fee on all assets or 1.000% base fee on market value and perfor-
mance fee equal to the portfolio return minus 1% times 10%. Any additional information on the Firm’s fee schedule can be found in Form ADV Part 2A which is available upon request.

Brandywine Global Investment Management, LLC


