
Perspective

Why consider private assets?
UK DB schemes have been long-term investors in private assets, 
with real estate historically being the main component. In the 
late 1990s to mid-2000s, schemes invested more substantially 
into private equity to enhance returns, particularly through 
a fund of funds approach to ensure diversification across 
managers and vintages, while the years following the global 
financial crisis saw schemes seeking greater exposure to ‘core’ 
assets that provided diversification, such as infrastructure. Fast 
forward to mid to late 2010s and appetite rose in investing, 
across both the short and long-duration end of the spectrum as a 
result of de-risking and the need for higher spreads owing to the 
low interest rate environment. 

Through their history, private assets have delivered on their 
promise to generate high returns to compensate investors for 
taking on illiquidity and they have done so while dampening total 
portfolio risks given their diversifying characteristics. As all types 
of asset owners seek to capture these benefits, private assets 
AUM have grown from $2.6 trillion in 2010 to $7.4 trillion at the 
end of 20201.

As trustees consider outsourcing investments to fiduciary 
managers, a key consideration is whether private assets can be 
used to enhance risk-adjusted returns given their illiquidity.  
The appetite to explore or increase the use of private assets 
appears to be increasing, influenced by the combination of low 
returns forecasted in public markets and the desire to obtain 
greater diversification in the portfolio. In this piece, we discuss 
why schemes should consider including private assets in their 
investment strategies, how to consider adding exposure based 
on their illiquidity tolerance, and some practical implementation 
considerations that a fiduciary manager can help trustees 
overcome while building out the exposure.
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Figure 1: Performance of Private Assets, net of fees, compared to public markets2

1  Preqin AUM data, accessed as of 25 March 2021. Mckinsey – A Year of disruption in 
private markets, 2021. Asset classes include private equity, real estate, infrastructure, 
and private debt as classified by Preqin.

2  Refinitiv and Burgiss data, Schroders calculations. Equities refers to the MSCI All Country 
World Total Return Index. Credit refers to the Bloomberg Barclays Global Aggregate Index. 

Data is to December 2020.
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As private equity managers seek out to maintain this 
outperformance, they are keeping a close eye on entry pricing, 
increasing their focus on delivering value through operational 
improvements as opposed to financial engineering, and becoming 
more focused and specialised around key sectors where they 
know they have an edge. Combining this bottom-up discipline 
with the top-down tailwinds of more companies choosing to stay 
private for longer and an accommodative financing environment, 
private equity is an attractive addition to the portfolio for schemes 
with high return requirements.

With a positive take from the rear-view mirror, we then want to 
take a brief look at the current environment on three strategies 
that are widely used – private credit, private equity, and real 
estate. Beginning with private credit, 10-year returns to Q4 
2020 was 8.3% p.a., net of fees and credit losses. This compares 
very favourably to leveraged loans which returned 4.9% p.a. 
over the same period with the outperformance derived from the 
combination of higher spreads, up-front fees, and lower level 
of defaults and credit losses where top performing managers 
experience less than 0.2% annual loss rates compared to 0.9% 
annual loss rates experienced in leveraged loans3. 

Spreads being underwritten by managers in the market are in the 
range of 6-7% for unitranche debt, comfortably above the spreads 
observed in leveraged loans and high yield markets as of Q1 2021. 
And while corporate credit is a key part of the market, we observe 
that there are attractive spreads to be obtained from investing 
in a range of other private debt strategies, for example in junior 
infrastructure debt and whole-loans real estate debt. Strategies 
which we believe should also form part of a private credit portfolio 
to improve diversification and further dampen credit losses. Just 
as your liquid credit portfolio will invest across markets, we believe 
private credit portfolios should be constructed in a way that allows 
for similar flexibility.

Figure 2: Significant additional spreads available in illiquid 
credit markets outside of corporate credit4
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Figure 3: Private equity outperformance vs. listed indices5
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Figure 4: Entry pricing (EV/EBITDA) for private equity buyouts6

6 Mckinsey Private Markets Review 2021. Two-year trailing average multiple of 
purchase price to EBITDA for private equity and two-year trailing average multiple of 
EV to EBITDA used.
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3 Fitch U.S. Leveraged Loan Default insights for 2007-2020, Ares Capital Corporation.

4 Refinitiv data, as of March 2021. Private credit spreads as per Schroders estimates.

5 Burgiss, as of Q3 2020, using vintages from 2000 onwards.

Turning to private equity where historical outperformance 
relative to public markets has been most visible, long-term 
investors would have generated significant value above and 
beyond what was delivered from public equity markets: MSCI 
World (+4.5% p.a.), S&P 500 (+2.7% p.a.), and Russell 3000 (+2.6% 
p.a.). Those particularly skilled and investing in more than their fair 
share into top quartile funds would have fared significantly better 
as shown by the 7.3% to 9.8% p.a. outperformance achieved. 
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Lastly, we take a look at real estate. This is an area that has 
been significantly impacted by COVID-19 and we saw long-term 
returns of UK balanced funds coming in at -1.0% for 2020. Within 
that population however, sector positioning continues to drive 
meaningful dispersion in performance as prime assets were less 
severely impacted and can recover more quickly with the ‘return to 
normality’. This is because they benefit from high quality tenants 
and desirable asset locations7. We have certainly seen the durability 
of the investment case for both core and long-lease assets – they 
are better able to collect rents on time and where assets were sold, 
they were transacted at very close to those of pre-pandemic levels. 
Indeed, funds that had very secure tenants under long leases were 
still able to generate positive returns in 2020 with the long income 
fund index generating 2.1% return in 2020.

We also seek to remind investors that these assets serve an 
important role in providing a good hedge against unexpected 
inflation, a risk that should be top of mind for all investors as 
markets contend with the future impact of quantitative easing and 
additional fiscal spending required to fight the pandemic.

There are multiple options I could go with, what works best 
for my scheme? 
As we noted earlier, with AUM of $7.4 trillion, private assets is 
far from being a simple and homogenous area and we find that 
it’s useful to classify strategies by the principal roles that they 
should play in each scheme’s investment portfolio. Why do we 
take this approach? Because defining a clear role that private 
assets should play in the portfolio allows us to then canvass the 
market for assets that deliver similar outcomes, providing us 
with an opportunity to customise exposures and combine different 
assets to produce the target outcome. Our Fiduciary Management 
approach then allows us to navigate the broad range of 
opportunity set, switching from one asset to another as scheme 
maturity and funding level dictate. This benefits our clients by 
enabling them to access the broadest possible set of investment 
capabilities available based on their needs and circumstances. 

Schemes with lower funding levels would benefit most from 
deploying their illiquidity budget towards return-seeking growth 
assets with some income enhancing / yielding assets to temper 
the overall risk level within the portfolio and ensure a sensible 
overall mix of equity/credit/matching assets. Schemes that are 
better funded can look to preserve visibility on income while 
enhancing total yields by deploying the illiquidity budget towards 
areas such as real estate debt and senior secured corporate direct 
lending. And of course, schemes that are fully funded and working 
towards self-sufficiency are well-placed to pursue long duration, 
secure income assets.

Figure 5: 10-year UK Real Estate Funds Returns8
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8 Source: MSCI-AREF as of Q4 2020.

7 MSCI-AREF, as of Q4 2020.

Return-seeking growth Income enhancing/yielding assets Long duration, secure income

Generating returns in excess of 
equities of between 2-4% p.a., 

generally through a 10 year  
closed-end structure

Buyout

Growth and VC

Opportunistic real estate

Distressed / Turnaround

Past performance is not a guide to future performance and may not be repeated. The value of investments 
and the income from them may go down as well as up and investors may not get back the amounts originally 
invested. The return may increase or decrease as a result of currency fluctuations.
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Combining the above objectives with a flight path gives useful 
scenarios to consider and we explore three examples in Figure 6.

80% Funding Level

10+ years

Hold to de-risking point

Funding level

TimeIllustrative Flight Path

Figure 6: Flight Path and planned holding periods as key 
determinants of private assets usage
A. Hold to de-risking point

A. Hold to de-risking point

The first is holding private assets up to a specified ‘de-risking’ 
point which is typically one that is defined as being at or very 

near to full funding on a Technical Provisions basis.
Return-seeking assets can be a material help in closing deficits 
while income enhancing and yielding assets with mid-duration 

close-end structures or open-ended structures would also fit well9.

Current funding level 80%

Scheme’s remaining duration 20+ years

Hold period for private assets 10+ years

Assets considered 

Private Equity, Private Credit, Core Real Estate  
and Infrastructure

95% Funding Level

7-10 years
Hold to
buyout

Funding level

TimeIllustrative Flight Path

B. Hold to buyout

B. Hold to buyout

The second is holding private assets up to the point of an 
insurance buyout.

Schemes would look to opportunities with shorter fund life 
and where the expected liquidation of the vehicles are before 

that of the target buyout period or where the remaining assets 
are small enough such that a secondary market trade, with a 

discount, will still realise total return to the scheme that remains 
well in excess of what is available for their public equivalents. 
Given that insurers are large buyers of long-duration, secure 
income assets, there is also the possibility to in-specie such 

assets that are held by the scheme, depending  
on the size of scheme and type of assets held10.

Current funding level 95%

Scheme’s remaining duration 15-20 years

Hold period for private assets 7-10 years

Assets considered 

Private Credit, Core Real Estate and Infrastructure, 
Direct long-duration assets

10  Direct holding vs. indirect holding of the assets as well as them being fit for 
insurance matching-adjustment portfolio are critical considerations. 

9  Open-end structure refers to funds that allow for periodic investment and 
redemptions, for example, a fund may allow for investors to place capital into or 
redeem their capital from the fund every 3 months. Close-end structure refers to 
funds that do not allow for redemptions during its term. Capital will only be returned 
periodically based solely on the fund manager’s judgment. Close-end structure also 
typically means investors have a specified period in which they can make investment 
into the fund (a process typically referred to as a subscription).
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Figure 7: Illustrative natural development of a close-end fund 
NAV and the associated cash flows
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Time

105% Funding Level

15+ years
Hold through
self-sufficiency

Illustrative Flight Path

C. Hold through self-sufficiency

C. Hold through self-sufficiency

The third approach is where there isn’t a pre-defined period 
required to realise assets as the endgame self-sufficiency.
The flexibility afforded to hold private assets is high and 

illiquidity is actually a friend to be embraced as there continues 
to be a premium paid to those that are willing to hold assets with 

infrequent realisation windows. The scheme is unlikely to ever 
become a forced seller of assets, can invest in a closed-ended 

structure freely, and can even become a provider of liquidity to 
the market in times of stress. 

In this case, illiquidity is not a true constraint and inclusion  
of private assets is simply a function of sourcing assets that best 

deliver the most efficient portfolio given a target level of risk  
and return.

Current funding level 105%

Scheme’s remaining duration 12-15 years

Hold period for private assets Until scheme wind-up

Assets considered 

Private Credit, Secure Income Assets

The potential use of private assets in example B above often raises 
questions but for us, inclusion of private assets could allow schemes 
to de-risk from equities and other riskier assets while holding a 
significant portion of the portfolio in matching and investment 
grade credit. 

And if it’s the holding period that is a concern, strategies with 
shorter fund life or open-end structure can be suitable assuming 
the timeframe to reaching buyout is c.7-10 years. Should the 
portfolio outperform and buyout is reached faster than anticipated, 
the small tail-end exposure can be sold down - either through the 
available redemption mechanism in an open-ended structure or 
through a secondary sale of a partnership interest.

As illustrated in Figure 7 below, a close-end private credit fund with 
£100m in commitments will likely have returned most of the gains 
and capital back to investors during years 4-6, leaving only a small 
tail exposure thereafter.
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portfolio in the face of a small absolute allocation size, leveraging 
the scale and scope of our business and passing that benefit to 
our clients. Secondly, we tackle the resource intensive activities 
required to reach and maintain a desired target allocation to 
private assets. Thirdly, we recognise the importance of managing 
costs within this area. We remove layers and aim to pass on 
significant fee savings to our clients. 

One example of how we do so at Schroders is in our collaboration 
with the private assets team to create a Multi Private Credit 
strategy. Designed specifically for UK DB pension schemes, the 
strategy can invest across multiple managers, vintages, asset 
classes (corporate direct lending, infrastructure debt, real estate 
debt), sectors, and markets, providing a one-stop shop to private 
credit allocation and addressing key implementation barriers to a 
fast growing and evolving space.

Sizing the allocation
Should an allocation to private assets be appropriate based on 
the Flight Path and holding period, trustees will also need to 
be comfortable that the allocation size is sufficient to make a 
difference while ensuring risks arising from illiquidity are well-
managed. An allocation has to make a meaningful contribution 
to the risk-adjusted returns of the portfolio while ensuring that, 
in stressed scenarios, the proportion of illiquid assets does not 
result in the scheme being stressed in meeting outflows (pension 
payments) and collateral requirements (derivative positions). While 
there is a large range of sizes that would be appropriate given all 
of these factors, we have found that a starting point of 10-15% is a 
useful guide.

Efficient implementation is core to success
Given the complexity of private assets and the unavailability of 
‘index’ fund equivalents, schemes need to consider vintage year 
risk, manager dispersion, and the appropriate commitment plan 
to reach and maintain a desired target allocation11. We think that 
addressing these implementation considerations have acted 
as a barrier to many schemes, particularly those with assets 
below £150 million as they can run into minimum size barriers 
and resource issues when dealing with closed-ended structures. 
Too often, what we see is either an allocation to private assets is 
foregone or investments may be made in a concentrated fashion, 
leading to sub-optimal risk-adjusted returns.

This is where we believe a Fiduciary Management approach 
such as that offered by Schroders, with an in-house Private Asset 
Platform with over £45 billion of assets under management can 
add significant value. Firstly, we can invest in a well-diversified 

A smaller scheme typically 
faces some hurdles

Small ‘ticket size’ likely 
limits the number of 
investments that can 
be made, resulting in 
strategy/manager/

vintage concentration

Management of capital 
calls and distributions 
from close-end funds 

can add unwanted 
administrative burden 

for trustees

Real estate debt

Direct lending

Infrastructure debt
–  Finances social and economic 
    projects, providing investors with 
    uncorrelated, high quality cashflows
–  LTV: <70%
–  Loan term: 5–7 years
–  Geography: Europe

US

10–20%

Europe

5–20%

20–30%
30–50%

–  Short to mid term loans with high 
    quality collateral to finance commercial
    property across a range of sectors 
    including logistics, industrial and offices
–  LTV: <75%
–  Loan term: 3–5 years 
–  Geography: US and Europe

Specialist credit
–  Niche strategies with limited accessibility 
    offering attractive returns due to the 
    complexity premium e.g. insurance-linked
    securities, royalty finance, litigation and 
    trade finance 
–  LTV: Varies
–  Loan term: 3–7 years  
–  Geography: US and Europe

–  Privately originated loans 
    to small to medium market 
    companies that are secured 
    against future cash flows
–  LTV: <50%
–  Loan term: 3–4 years
–  Geography: US and Europe

Multi Private Credit Investing

Conclusion
Outsourcing investment management to a fiduciary manager 
approach is a significant decision for trustees. In so doing, 
we think that a discussion of how and why private assets are 
or are not employed is an important one to have, particularly 
given their potential to generate significant premium above 
their public market counterparts while providing diversification 
to the portfolio. In this piece, we have covered at a high level 
how schemes at different stages in their flight path can employ 

different sets of private assets to improve their portfolio. We also 
lay out the importance of efficient implementation and how our 
fiduciary management services which leverages our £45 billion 
private assets platform can help trustees achieve this, even if 
your scheme size may be small. We hope that as you review your 
investment strategies, the thoughts we shared can help you better 
consider inclusion of, or evolution to, your private asset holdings.

11  Vintage year refers to the year in which the commitment is made to a close-end fund. 
Manager dispersion refers to the variation in returns achieved by individual managers.
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Important Information
Marketing material for professional clients only. Past performance 
is not a guide to future performance and may not be repeated. 
The value of investments and the income from them may go 
down as well as up and investors may not get back the amount 
originally invested. The views and opinions contained herein 
are those of the individuals to whom they are attributed and 
may not necessarily represent views expressed or reflected 
in other Schroders communications, strategies or funds. This 
information is not an offer, solicitation or recommendation to 
buy or sell any financial instrument or to adopt any investment 
strategy. The material is not intended to provide, and should not 
be relied on for, accounting, legal or tax advice, or investment 
recommendations. Nothing in this material should be construed 
as advice or a recommendation to buy or sell. Reliance should 

not be placed on any views or information in the material when 
taking individual investment and/or strategic decisions. Insofar 
as liability under relevant laws cannot be excluded, no Schroders 
entity accepts any liability for any error or omission in this material 
or for any resulting loss or damage (whether direct, indirect, 
consequential or otherwise). Schroders will be a data controller in 
respect of your personal data. For information on how Schroders 
might process your personal data, please view our Privacy Policy 
available at www.schroders.com/en/privacy-policy or on request 
should you not have access to this webpage. For your security, 
communications may be recorded or monitored. Issued in May 
2021 by Schroder Investment Management Limited, 1 London 
Wall Place, London EC2Y 5AU. Registered in England, No. 1893220. 
Authorised and regulated by the Financial Conduct Authority. 
UK002625. 601067.
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