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How has the APAC direct lending market changed over the last decade, and what are
the key drivers and dynamics behind this evolution?

Shane Forster: The Asia Pacific (APAC) direct lending landscape has undergone a considerable
transformation over the past decade, and particularly over the last four or five years. This evolution is
partly due to the growth of the APAC middle market, which has accelerated the funding needs of APAC-
based businesses and increased the demand for innovative, flexible and efficient financing solutions.

At the same time, banks—the traditional source of middle market funding—have been tightening their
lending criteria and scaling back, similar to what we have seen in the U.S. and Europe. Largely a result

of regulatory changes across the region, particularly in Australia and New Zealand, banks' retreat has
effectively starved capital-intensive areas, such as leveraged loans, of lending. As a result, a new wave of
institutional lenders has stepped in to fill the gap. This is evident from the meaningful rise in APAC-based
private credit AUM, which has grown at a rate of nearly 30% over the last five years (Figure 1). Additionally,
while APAC non-bank lending share continues to grow, it still lags the U.S. and Europe—suggesting a
continued opportunity going forward (Figure 2).

Figure 1: Asia Pacific Private Credit AUM has Figure 2: Developed APAC Non-Bank Lending
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Justin Hooley: I would add that, historically, funds in APAC tended to look primarily at special
situations and opportunistic credit. Over the last few years, as more international private equity (PE)
sponsors have entered the market, this has shifted toward traditional senior direct lending. In many cases,
these sponsors have experience in the U.S. and European direct lending markets and are looking for the
familiar benefits—like more flexible structures and speed and certainty of execution—that non-banks can
offer. This shift is evident from the record amount of dedicated private equity capital that sponsors in

the region have raised, with dry powder currently exceeding $650 billion.! And we expect this trend to
continue as more funds targeting the growing private debt market are raised, and as banks continue to
shrink their leverage teams.

1. Source: Preqin; Bain & Company. Asia Pacific Private Equity Report 2024. As of December 2023.
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The APAC direct lending landscape is far from homogenous. Where do
you see the most value, and are there any areas where you don’t invest?

]ustin HOOley: The majority of our investments are in developed APAC—specifically,
Australia, New Zealand, Singapore and Hong Kong. These economies exhibit similar
risk and return profiles as what we would expect to see from a core direct lending
strategy in the U.S. and Europe, with the added benefit of diversification and access

to a compelling global growth opportunity. Australia and New Zealand, for instance,
have well-developed financial systems and a stable economy, making them attractive
markets for private credit. Singapore and Hong Kong, with their younger and rapidly
growing economies, offer dynamic and diverse markets for private credit investments.

Importantly, the regulations and bankruptcy laws in these countries are comparable

to those in other developed markets. This leads us to have confidence in the ability

of senior secured lenders to engage in enforcement proceedings that are reliable and
transparent. Additionally, the sovereign credit ratings in these regions are similar to, and
in some cases better than, those in the U.S. and Europe (Figure 3).2

Figure 3: Developed APAC Offers Attractive Insolvency Resolution Regimes
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Source: The World Bank—IBRD 'Doing Business—Resolving Insolvency most recent data collection
project completed in May 2019.

Shane Forster: 1t is also worth noting that we do not invest directly in emerging
economies like China, India, and Indonesia. By focusing on developed economies, we're
able to gain indirect exposure to the economic growth potential of the broader region
with less idiosyncratic jurisdictional risk. As an example, Australia and New Zealand,

in addition to having their own vibrant domestic economies, are strongly connected

to the economic growth in China and India via trade (i.e. commodities). Ultimately,

this conservative approach, among other factors, has led to zero losses across senior
investments made in developed APAC since our platform’s inception in 2011.

2. Source: The World Bank—IBRD “Doing Business—Revolving Insolvency.” Most recent data collection
project completed in May 2019.
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"‘Demand for non-bank financing is strong, particularly in
Australia and New Zealand, on the back of increased private
equity activity from international and local PE sponsors.”

While Japan and South Korea meet the criteria for developed APAC, we see less value in these countries
currently given that banks still have a dominant share of lending and the potential opportunities

for institutional non-bank lenders tend to be less attractive. That said, we continue to monitor the
developments in these markets.

What are some of the other key characteristics of the developed APAC market, and
how do those compare to the U.S. and Europe?

Shane Forster: The developed APAC direct lending market is still relatively nascent compared to the
U.S. and Europe, but it offers similar risk and return characteristics. Because these regions are smaller in
size and less developed from a capital markets perspective, the companies in the middle market tend to
be first or second in their fields and often have dominant market share. EBITDA profiles, typically in the
range of $15 to $100+ million, are similar to the U.S. and Europe. Leverage levels tend to be consistent
with transactions in those markets as well, if not slightly lower in some cases. And pricing has historically
been less volatile—while non-bank lenders are a growing presence, there are still fewer participants
chasing deals relative to the U.S. and European markets. Finally, I would note that documentation is
relatively conservative. Maintenance covenants and other structural protections exist in almost all
transactions, particularly in the middle market space.

Justin HOOley: In terms of the characteristics of the market, I would also note that middle market
companies in developed APAC have remained largely healthy, particularly in the sectors where we
concentrate. Defensive sectors like education and health care have fared particularly well, with
companies exhibiting consistent corporate profits and strong interest coverage. Companies in these
sectors also tend to have high cash flows and low capital expenditures, and demand tends to be less
discretionary or price sensitive and therefore less impacted by changing economic conditions.

What makes the opportunity in developed APAC so compelling for investors today?

Shane Forster: The current opportunity in APAC direct lending is rooted in the region’'s growth story.
In addition to benefitting from strong economic growth historically, demand for non-bank financing is
strong, particularly in Australia and New Zealand, on the back of increased private equity activity from
international and local PE sponsors. Hong Kong and Singapore are in their earlier stages of growth in
terms of private debt markets, but offer significant runway for development.
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The increase in non-bank lenders has also helped
expand the breadth and depth of the market. Five or
six years ago, we were one of the earlier participants
in the market. As other large international managers
and funds have come in over the last few years, supply
has increased, leading to what today is a more efficient
market with a much deeper opportunity set.

Justin Hooley: 1 would echo Shane—prior to the
market's growth both in size and number of deals,

it arguably wasn't deep enough to build standalone
diversified portfolios. Rather, it was better-suited as a
means of adding geographical diversification to a broader
global allocation. But the landscape has evolved, and
while the market is more competitive today than it was
a decade ago, managers are also better-positioned to
present PE sponsors with more viable solutions, and to
more meaningfully fill that gap left by banks. Investors’
appetite for private credit generally, and direct lending
specifically, has increased as well. As the narrative and
understanding around these markets continues to grow,
particularly among overseas sponsors and investors, we
think the opportunity will persist.

What should investors look for in a manager
when considering APAC private credit?

Shane Forster: It is important for investors to partner
with managers that have a strong track record and history
of successfully navigating the complexities of the APAC
private credit market—including a demonstrated ability

to generate attractive risk-adjusted returns, manage risks
effectively, and deliver consistent performance over time.
Deep, local expertise is also important. The APAC region
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is diverse, and managers with a thorough understanding
of each market's unique dynamics and regulatory
environment will be well-positioned.

]ustin HOO]C}’: Strong and longstanding relationships
with local borrowers and intermediaries are also essential.
Today, many of the top PE firms prefer to work with
fewer lenders—often only with one or two. The ability

to underwrite and structure an entire transaction is key.
In some cases, smaller or less experienced managers,
particularly those that cannot provide as much of the
capital structure that is being sought, are missing out on
deals, especially those that are higher-quality and involve
tier-one assets and sponsors. This can have significant
implications for portfolio performance, underscoring the
important role that scale and relationships play when it
comes to sourcing the most attractive opportunities.

Increasingly, managers are also being asked how they
handle workouts and maintain origination while navigating
challenges. We have seen a few cross-jurisdictional
restructurings, in which APAC managers needed to have
insight into, and an understanding of, situations unfolding
in the U.S. or Europe. A large, global presence can make

a big difference when it comes to managing these
scenarios. Managers that can provide tailored solutions
that support companies’ long-term growth trajectories—
even as financing needs evolve and change—also look
well-positioned. In cases like I just described, financing
needs could feasibly extend beyond senior direct leveraged
buyout lending to areas like capital solutions. Ultimately,
lenders with the breadth to support these requirements are
in a good position to serve as strategic partners to sponsors

and source the most attractive opportunities for investors.

Investing Since

2011

on the Ground in
Developed Markets

Source: Barings. As of September 30, 2024.
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Barings is a $431+ billion* global asset management firm that partners with institutional, insurance, and
intermediary clients, and supports leading businesses with flexible financing solutions. The firm, a subsidiary
of MassMutual, seeks to deliver excess returns by leveraging its global scale and capabilities across public

and private markets in fixed income, real assets and capital solutions.

IMPORTANT INFORMATION

Any forecasts in this document are based upon Barings opinion of the market at the date of preparation and are
subject to change without notice, dependent upon many factors. Any prediction, projection or forecast is not
necessarily indicative of the future or likely performance. Investment involves risk. The value of any investments
and any income generated may go down as well as up and is not guaranteed by Barings or any other person.
PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS. Any investment results, portfolio
compositions and or examples set forth in this document are provided for illustrative purposes only and are not
indicative of any future investment results, future portfolio composition or investments. The composition, size of,
and risks associated with an investment may differ substantially from any examples set forth in this document. No
representation is made that an investment will be profitable or will not incur losses. Where appropriate, changes
in the currency exchange rates may affect the value of investments. Prospective investors should read the offering
documents, if applicable, for the details and specific risk factors of any Fund/Strategy discussed in this document

Barings is the brand name for the worldwide asset management and associated businesses of Barings LLC and its
global affiliates. Barings Securities LLC, Barings (U.K.) Limited, Barings Global Advisers Limited, Barings Australia

Pty Ltd, Barings Japan Limited, Baring Asset Management Limited, Baring International Investment Limited, Baring
Fund Managers Limited, Baring International Fund Managers (Ireland) Limited, Baring Asset Management (Asia)
Limited, Baring SICE (Taiwan) Limited, Baring Asset Management Switzerland Sarl, Baring Asset Management Korea
Limited, and Barings Singapore Pte. Ltd. each are affiliated financial service companies owned by Barings LLC (each,
individually, an "Affiliate”). Some Affiliates may act as an introducer or distributor of the products and services of
some others and may be paid a fee for doing so

NO OFFER: The document is for informational purposes only and is not an offer or solicitation for the purchase

or sale of any financial instrument or service in any jurisdiction. The material herein was prepared without any
consideration of the investment objectives, financial situation or particular needs of anyone who may receive it.
This document is not, and must not be treated as, investment advice, an investment recommendation, investment
research, or a recommendation about the suitability or appropriateness of any security, commodity, investment, or
particular investment strategy, and must not be construed as a projection or prediction.

Unless otherwise mentioned, the views contained in this document are those of Barings. These views are made

in good faith in relation to the facts known at the time of preparation and are subject to change without notice.
Individual portfolio management teams may hold different views than the views expressed herein and may make
different investment decisions for different clients. Parts of this document may be based on information received
from sources we believe to be reliable. Although every effort is taken to ensure that the information contained in
this document is accurate, Barings makes no representation or warranty, express or implied, regarding the accuracy,
completeness or adequacy of the information.

Any service, security, investment or product outlined in this document may not be suitable for a prospective
investor or available in their jurisdiction
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