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In the first half of 2020, the coronavirus crisis led to big 

movements in the financial markets. The drawdown in the 

markets provoked by Covid-19 reached its lowest level during 

March. Since then, the spreads of liquid asset classes have 

tightened, and performance has recovered around 70-80% of the 

losses. But as yields tighten, where’s next for institutional 

investors? What options can they consider for their strategic 

asset allocation and long-term objectives? 

We have entered the second half of the year. Institutional investors often now begin 

considering ALM studies and reviewing their asset allocation for the year to come. Amongst 

the lessons learned from the very volatile first half of 2020 is that alternative fixed income 

emerged as a highly resilient asset class. Alternatives stand out as an option to gain 

additional yield, driven by factors such as illiquidity, size and complexity. Furthermore, they 

offer investors diversification benefits as well as stable returns compared to more 

traditional investments. In addition, the asset class can help investors manage their ESG risk 

objectives.   

Financial markets have seen robust growth in new opportunities within the broader fixed 

income space. This has been particularly evident with the growing allocation to fixed income 

alternatives by institutional investors. Aegon Asset Management has one of the largest and 

most experienced portfolio management teams to select and monitor opportunities in the 

alternative fixed income space. Another important trend in the global financial markets is 

the move towards ESG integration and impact investing. ESG risks can generally be managed 

very well in alternative asset class portfolios. Furthermore, some strategies such as SME 

loans are specifically suited for impact-related activities.  

A key point highlighted in the webinar series is that investing for impact does not mean one 

has to sacrifice yield. We tend to see only minimal differences in our investment universe in 

terms of yield pick-up between positive impact investments and those who do not have that 

specific impact angle. This can also be observed throughout a broader group of alternative 

fixed income strategies. 

Within the alternative fixed income space, three strategies that align responsible investing 

stand out: Asset Backed Securities, SME loans and government-guaranteed loans. 

 

Figure 1: Source: Aegon asset management 
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Asset Backed Securities 

Asset Backed Securities (ABS) is a category that, historically, has offered a premium over corporate bonds’ spreads.   

ABS are instruments secured by a pool of assets i.e. they are secured bonds. The pool of assets can vary in nature e.g. 

mortgages, credit card loans or student loans, but they all have in common that the pools backing the ABS are 

homogenous; they are one type and never mixed. This facilitates the risk assessment process, and transparency is an 

important part of what makes ABS so unique within the fixed income space.   

As opposed to the traditional investment universe e.g. equities and corporate bonds where ESG integration is 

widespread and availability of data disclosure and research tools is advanced, less work has been done for other asset 

classes, particularly within the structure credit and securitization universe. This is acknowledged to be a challenge for 

investors aiming to systematically integrate ESG risk analysis, but it is also an opportunity and where we believe we can 

differentiate ourselves from other managers. The tailored ESG data collection and analysis we conduct adds material 

value and makes our approach relatively unique in the ABS investment space.  ESG factor analysis is an important part of 

our research approach for ABS. Material ESG risks associated with the pools of collateral are analyzed, where they can 

have an impact on the credit characteristics of the asset pools. Environmental and social factors can translate into 

defaults for instance. 

The goal of our ESG analysis also is to identify the originator’s ESG practices, aiming to avoid poor practices such as 

predatory lending, in order to reduce regulatory and reputational risks.    

Lastly, engagement with issuers is a vital aspect in order to get a holistic view of the originators, their assets and the 

collateral. Data availability, for instance, leads us to conclude that, despite an increased amount of information available 

at loan level, ESG integration is still in its infancy for this asset class and, thus, engaging with issuers is fundamental in 

reaching the expected level of granularity and delivering high quality ESG risk analysis and integration.  

SME loans 

SME loans are another alternative fixed income category that not only enhances return and diversification, but also can 

help investors to achieve their social and economic impact objectives.   

Our strategy focuses on subordinated loans to Dutch SMEs. Such loans provide additional financing, on top of senior 

loans already supplied by banks or other lenders. An attractive pick-up in yield can be achieved by investing in SME loans 

(~9.5%). Apart from the illiquidity premium and complexity premium, the major drivers of return within this strategy are 

the reduced competition and the willingness from SMEs to get financing in order to materialize their growth plans. The 

risk/return profile of SME loans is also attractive because the risk of this strategy is considerably lower compared with 

asset classes with similar returns. The strategy’s downside risk is reduced by a partial (semi-) government guarantee. 

Aegon Asset Management is the only party in the Netherlands that can offer robust downside protection via 

governmental guarantees on subordinated SME loans.  

The market for Dutch SMEs also has specific barriers that make it hard for non-Dutch investment managers to enter, 

such as understanding the local habits and the requirement to speak Dutch when negotiating the loan terms with the 

SME firms. As a local player, Aegon Asset Management not only meets this requirement, but has also set up a unique 

investment model in order to originate SME loans. This investment model was created in a cooperation with both 

governmental and corporate parties, aiming to foster the development of SMEs. The efficient investment process leads 

to a steady supply of sourcing leads.   
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This attractive risk/return profile is coupled with ample opportunities 

to direct funds to companies offering a positive environmental or social 

impact. The strategy manages ESG with reference to international best 

practice. ESG aspects are integrated in the investment process, which 

starts with a thorough due diligence. A tailored approach, including 

physical meetings and customized questionnaires, offers us the 

opportunity to engage with companies and to clarify and address 

possible ESG issues. A constructive approach is used in this case, both 

understanding each company’s challenges and providing guidance 

where possible and needed.  

Capital invested in SME loans has a direct and indirect positive investing 

impact by driving innovation and improvements in economic, social and 

environmental outcomes, in line with the UN’s sustainable 

development goals (SDGs). Specific requirements set by the European 

Commission are used in the issuer selection and investment process.   

The financial turmoil brought by the coronavirus pandemic had a limited impact on Dutch SMEs. The SME loans strategy 

at Aegon Asset Management has not experienced any defaults since inception (almost five years ago), even during the 

current market turmoil.     

 

Government-guaranteed loans 

The loans that we invest in for this strategy consist of high quality, illiquid loans that are fully guaranteed by central 

governments or multilateral agencies. Such loans offer a diverse opportunity set of investments with real positive 

potential impact that contribute to sustainable development goals. The strategy leads to an attractive risk/return 

profile, coupled with ample opportunities to direct funds to projects and institutions offering a positive environmental 

or social impact. It is specifically suited for impact-related activities. 

These loans are high quality impact loans that have a AAA or AA rating and, on average, can provide an attractive 100 

basis points pick-up in yield to comparable liquid government bonds. The major drivers of this additional return within 

this strategy being from the illiquidity premium and complexity premium. 

The other key characteristic of this strategy is its very favorable capital treatment under Solvency II, Basel III and FTK 

capital regimes. Due to the underlying government guarantee, the loans have a similar capital treatment as comparable 

liquid government bonds. Furthermore, we focus on guarantees from highly rated countries, predominantly from 

countries in the core eurozone, the Nordics, the United States or from highly rated development banks. Government-

guaranteed loans therefore offer investors a very attractive risk/return profile relative to other traditional fixed income 

asset classes such as core government bonds and investment grade credit. 

With credit risk and duration comparable to government bonds, a number of clients have liquidated part of their 

government bond allocation in order to benefit from the yield pick-up offered by this strategy. It is interesting to 

observe that during the recent financial turmoil brought by the coronavirus pandemic there was limited impact on 

government-guaranteed loans. 

 

Capital invested in government guaranteed loans can also have a direct positive impact in line with the UN’s sustainable 

development goals (SDGs).Four key impact themes were considered  that contribute to the Sustainable Development 

Goals as defined by the United Nations including social security, health and well-being, future-proof infrastructure and 

development aid. The broad investment universe we see provides us with a diverse opportunity set of investments with 

positive impact benefits such as renewable energy projects, health care developments, affordable housing and Covid-19 

related aid. 

 

SME loans: pragmatic impact investing 

Aegon Asset Management has invested in 

a laundry and textile care services 

provider for hotels and restaurants. Direct 

impact is achieved by facilitating not only 

the company’s but also local economic 

growth. By financing a new line to double 

their capacity with a very innovative 

approach, their services can be provided 

using less than 1.5 L of water per kg of 

laundry, saving 8 L relative to the (EU) 

market average. This investment 

therefore also has a positive indirect 

environmental impact. 
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An example was in the renewable energy sector where we provided a project finance loan for the development of an 

offshore windfarm near the coast of Norway. Project finance loans can in general suffer from potential construction risk. 

In this case, however, this was mitigated by the government guarantee by the Danish government as the wind turbines 

for the project are produced in Denmark. This is a structure that we come across quite often, where an exporting 

country provides a guarantee on a project finance loan for the development of critical infrastructure, such as a hospital 

in a developing country. Without such a guarantee the project might not take place as the corresponding risks are 

unacceptable for the lenders. Loans such as this one demonstrate the clear alignment that can exist between 

government-guaranteed Ioans and directing funds to projects and institutions offering a positive environmental or social 

impact.  

In traditional investment categories like equities, ESG integration is more widespread and availability of data and 

research tools is well advanced. In alternative fixed income, particularly within the structure credit and securitization 

universe, this is less the case. Aegon Asset Management’s expertise in alternative fixed income, together with our strong 

ESG proposition, show how the two can be integrated while also offering attractive returns to investors.  As the trend 

for alternative fixed income and ESG investment continues to grow, these are key areas where we believe that Aegon 

Asset Management can differentiate itself from other managers and be seen to add true value for our clients. 
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Disclosures 

This material is provided by Aegon Asset Management (AAM) as general information and is intended exclusively for 
institutional and wholesale investors as well as professional clients as defined by local laws and regulations. This 
document is for informational purposes only in connection with the marketing and advertising of products and services 
and is not investment research, advice or a recommendation. It shall not constitute an offer to sell or the solicitation to 
buy any investment nor shall any offer of products or services be made to any person in any jurisdiction where unlawful 
or unauthorized. Any opinions, estimates, or forecasts expressed are the current views of the author(s) at the time of 
publication and are subject to change without notice. The research taken into account in this document may or may not 
have been used for or be consistent with all AAM investment strategies. References to securities, asset classes and 
financial markets are included for illustrative purposes only and should not be relied upon to assist or inform the making 
of any investment decisions. Forward looking statements contained in this document are based on the manager’s beliefs 
and may involve certain risks, uncertainties and assumptions which are difficult to predict. Outcomes, including 
performance, are not guaranteed and may differ materially from statements contained herein. The information 
contained in this material does not take into account any investor's investment objectives, particular needs, or financial 
situation. It should not be considered a comprehensive statement on any matter and should not be relied upon as such. 
Nothing in this material constitutes investment, legal, accounting or tax advice, or a representation that any investment 
or strategy is suitable or appropriate to any particular investor. Reliance upon information in this material is at the sole 
discretion of the recipient. Investors should consult their investment professional prior to making an investment 
decision. AAM is under no obligation, expressed or implied, to update the information contained herein. Neither AAM 
nor any of its affiliated entities are undertaking to provide impartial investment advice or give advice in a fiduciary 
capacity for purposes of any applicable U.S. federal or state law or regulation. By receiving this communication, you 
agree with the intended purpose described above. Past performance is not a guide to future performance. All 
investments contain risk and may lose value. This document contains "forward-looking statements" which are based on 
AAM's beliefs, as well as on a number of assumptions concerning future events, based on information currently 
available to AAM. These statements involve certain risks, uncertainties and assumptions which are difficult to predict. 
Consequently, such statements cannot be guarantees of future performance, and actual outcomes and returns may 
differ materially from statements set forth herein. The following Aegon affiliates are collectively referred to herein as 
Aegon Asset Management: Aegon USA Investment Management, LLC (Aegon AM US), Aegon USA Realty Advisors, LLC 
(Aegon RA), Kames Capital plc (Kames), and Aegon Investment Management B.V. (Aegon AM NL). Each of these Aegon 
Asset Management entities is a wholly owned subsidiary of Aegon N.V. Kames Capital plc is authorised and regulated by 
the Financial Conduct Authority (FRN: 144267) and is additionally a registered investment adviser with the United States 
(US) Securities and Exchange Commission (SEC). Aegon AM US and Aegon RA are both US SEC registered investment 
advisors. Aegon AM US is also registered as a Commodity Trading Advisor (DTA) with the Commodity Futures Trading 
Commission (CFTC) and is a member of the National Futures Association (NFA). Aegon AM NL is registered with the 
Netherlands Authority for the Financial Markets as a licensed fund management company and on the basis of its fund 
management license is also authorized to provide individual portfolio management and advisory services in certain 
jurisdictions. Aegon AM NL has also entered into a participating affiliate arrangement with Aegon AM US. ©2020 Aegon 
Asset Management or its affiliates. All rights reserved.  

  


