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investment in illiqguid and alternative
assets...

Wider range llliquidity
of premium

Investments

There are potential benefits of DC scheme PP]I._SI

Lower
correlation



SO why don 't 1M Oo7re DC Schemes Pensions Policy Institute
io i PPI

Higher costs Governance
challenges

Operational Requlator
Challenges chagllenge)s/
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What might make things easier? PPI

* Growth, consolidation, fund pooling and the closure
of some small schemes,

* Changes to, and clarification of, regulations,

* Methods of calculating the proportion of funds which
can safely be invested in illiquids,

 An increase in demand from schemes,

* Advancements in education and a holistic
communication approach.



Growth, consolidation, fund pooling and Pensionsl’ohcﬂnsﬂfe

the closure of some small schemes...

* Natural scheme growth should lead to cost
reductions

* Advancements in pooling and consolidation
should help with smaller schemes

* Some small schemes
will continue to

struggle %%
w B IHE%%@




Changes to, and clarification of, PPI

regulations...

... should make it easier for DC schemes to understand

the available investment options.

* Permitted Links, development of authorised funds
(FCA 2018)

* Increasing scale and changes to charge cap
compliance techniques (DWP 2019)

* Encouragement by Government



There are methods of calculating the Pensions Polcy nstitut
proportion Q/’ tfunds which can safely be
invested in illiquids, for example...

The proportion of funds a scheme can safely invest in an illiquid

asset, based on the level of illiquidity
Period over which asset cannot be traded Optical allocation of AUM

; Ten years “’3 4.8%

; Four years é 13.2%
lTwo years é 25 1%
One year 37.3%

Half a year 44.2%
l Always tradeable é 59.3%




An increase in demand from schemes Bt By lesdonie

should ideally result in investment and
development by platforms... PPI

* Alternative funds are not widely available because of:

» Platform constraints, particularly around the regularity
of asset valuations, and,

» Subdued demand due to the administrative complexity
associated with investment in illiquid and alternative
assets.

* Changes in the marketplace, could increase accessibility

and encourage innovation and development by asset
managers.



Advancements in education and a holistic Pensions Policy Institute

communication might be necessary... I_)PI

* DC schemes receive most of their information from
intermediaries who could be incorporated into education
campaigns that aim to help providers and trustees to
understand their options and the potential benefits of
investing in illiquid and alternative assets.

» Education may need to be undertaken directly &
with consultants, advisers and platform ” *Aﬂ

- . =y
managers before being undertaken with o 3

DC scheme prowders

DC scheme providers. ¢
57}
managers
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Conclusions PPI

* Greater DC scheme investment in illiquid and alternative
assets could potentially yield benetfits to pension scheme
members,

* However there are challenges facing interested schemes, in
particular the lack of funds on platforms and difficulties
around charge cap compliance,

* The Government and regulators are working on removing
barriers though development from asset managers, DC
platforms and flexibility from fund providers will be
necessary to create more accessibility.



Department
for Work &
Pensions

DC scheme investment in illiquid and

alternative assets
Response from Government

David Farrar, DC Investment and Governance




Summary

Reflections on the report

DWP’s principles in facilitating illiquid investments
The changing DC landscape

Government’s consultation

Department for Work and Pensions
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Reflections on the report

¢ A be h aVI O u ral Cap N Ot a Asset Returns, gross of charges | Long- Long-term cc
- - 5 10 |15 |20 |term Global
I e g I S I at I Ve O N e years | years | years | years expected equities
volatility
» The illiquidity premium is at Liquid assets
. UK gilts all maturities -01% | 0.8% | 1.6% | 2.1% 6.9% 21%
least pIaUSI ble L 13% | 2% | 29%| 34%|  64% 20%
« Scale is alre ady prese Nt iIN DC | UKlarge capital equities | 71% | 75% | 78% | 79% |  155% 87%
European equities 71% | 7.6% | 7.9% 8% 16.6% 87%
PY M Od e I S are aV al I ab I e to Illiquid and alternative assets
. . . . Hedge funds (global) 4.6% | 52% | 57% | 6.0% 7.6% 84%
ide ntlfy optim al allocations Heal estate 45% | 52%| 57%| 60% |  107% 46%

mezzanine debt

» Hedge funds are still rubbish

Department for Work and Pensions 17



DWP’s principles in facilitating investments

“It remains Government policy not to direct the
Investment decisions or strategies of trustees of
pension schemes. We will never exhort or direct
private sector schemes to invest in a particular way.
Trustees have absolute primacy in this area.”

* No direction

* Never more than a nudge to consider
* No home bias

* No claims of outsize returns

* No asset allocation bias, beyond a 0.75% charge cap

Department for Work and Pensions
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Changing DC landscape

90 schemes

N S E—

12-99 100-999 1000-4999 5000+

But compared with DB ...

« 3500 369 schemes
£ 3000
S

= 2500
2000
= 1500
1000

500 759 schemes
0 — ]
12-99 100-999 1000-4999 5000+

M M

Average A

Department for Work and Pensions



Our consultation 1

.I..
The thresholds for the ...or
different measures alternatively
could be set to in in relation to
relation to a number of volumes of
DC members... DC assets
Addition to Statement of Investment Principles and
A A | Implementation statement on policy and
approximate holdings in relation to illiquid assets
5,000 £250m/£1bn
No requirements
B B
1,000 £10m

Triennial Statement as part of Chair's Statement on
C C | whether members would receive better value in a
larger scheme.

Department for Work and Pensions 20



Our consultation 2

Performance fees - Additional method of assessment

Fixed rate fee (if no change in funds under mgmt)(£) + Max performance related fee (£)

Year start funds under mgmt (£)

Consultation details
https://bit.ly/illiguids - open until 1st April

Respond to
Sinead Donnelly and David Farrar
pensions.investment@dwp.qgsi.qov.uk

< 0.75%

Department for Work and Pensions
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https://bit.ly/illiquids
mailto:pensions.investment@dwp.gsi.gov.uk
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Response to research findings

Alex Cave,

Head of DC Platforms,
BlackRock

#PPILaunch @PPI Research
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Response from provider

Mark Fawcett,
CIO
NEST

#PPILaunch @PPI Research
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Panel Discussion

Alex Cave David Farrar Daniela Silcock Mark Fawcett
BlackRock DWP PPI NEST

Please observe the Chatham House Rule
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Questions and Answers Session PPI

WHENJ = WHAT? & £ o
. WHEN?

ANY vieeer

Where?

-
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QUESTIONS?

HEN? § ,WHAT
BWHA'P O Wt & B

Please observe the Chatham House Rule
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Closing Remarks PPI

Please observe the Chatham House Rule
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Thank you for attending today... PPI

Please stay and join us for a drink

Thank you to our event & research
Sponsors

BlackRock
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