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ABOUT
SCHRODERS CAPITAL
Schroders Capital is the private markets
investment division of Schroders, the
global asset management group.
Schroders Capital is a business built to
provide investors with access to a broad
range of private asset investment
opportunities, portfolio building blocks and
customised private asset strategies.
Its team has been operating in private
markets for over two decades, focusing
on delivering best-in-class, risk-adjusted
returns and executing investments through
a combination of direct investment
capabilities and broader solutions in all
private market asset classes, through comingled funds and customised private asset
mandates.

*Source: Schroders Capital, as at 30 September 2021
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The team aims to achieve sustainable
returns through a rigorous approach and
in alignment with a culture characterised
by performance, collaboration and
integrity.
With over $70 billion in assets under
management*, Schroders Capital offers
a diversified range of investment
strategies, including real estate, private
equity, secondaries, venture capital,
infrastructure, securitised products and
asset-based finance, private debt,
insurance-linked securities and impact.
For more information, please
visit www.schroderscapital.com
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OUTLOOK 2022:
PRIVATE ASSETS
Fuelled by Covid-induced monetary and fiscal
stimulus, as well as strong past performance,
interest in private assets has been rising sharply.
We expect this to continue.

Nils Rode
Chief Investment Officer,
Schroders Capital

This has brought fund raising levels in some areas
significantly above their long-term trend.
Typically, such a situation can put pressure on
vintage year performance expectations.

We therefore believe that the illiquidity premium
is under pressure whilst other private assetspecific drivers of outperformance - such as the
complexity and size/smaller investment premia –
remain intact.
In such an environment, our view is that –
besides adherence to a long-term strategy
and investment discipline - there are three
main determinants of success:
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High level of selectivity

02 Focus on the complexity premium
03 Diversification within private assets
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To achieve all three, it is especially important
to make use of the full breadth of the private
asset universe and its different size categories;
what we refer to as the long-tail of private
assets.
We observe that certain trends that were
already in play have been accelerated by the
pandemic. The coming 12 months may see a
further rapid advance towards the next phase
of the private assets industry - what we refer
to as “Private Assets 4.0”.

As we look to 2022, we explain
what this new era means for
return generation, risk
management, sustainability,
and the democratisation of
private assets.
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Fund raising levels now
above their long-term trends
Schroders Capital uses a proprietary early indicator for vintage
year performance expectations in private assets, called the
fundraising indicator (FRI). First developed in 2018, the FRI uses
historic data to show deviation of fundraising from its long-term
trend, as these deviations are significantly negatively correlated
with vintage year performance, meaning that above trend
fundraising signals lower vintage year performance expectations
and below trend fund raising signals increased vintage year
performance expectations.
The causal link is clear. More fund raising leads to more
uninvested capital - dry powder - which leads to higher entry
valuations. This in turn can reduce vintage year performance
expectations.

More fund raising leads to more
uninvested capital - dry powder –
which leads to higher entry valuations.
This in turn can reduce vintage year
performance expectations.
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Fund raising levels now
above their long-term trends

Figure 1: Private equity fund raising (US, Europe)
Buyout fund raising above its long-term trend

Figure 1 shows that private equity fundraising in the US and
Europe is notably above its long-term trend, especially for
venture and growth capital.

$ billion

Over the past five years, venture and growth capital fund raising
grew by 240%, driven by the emergence and growth of the socalled unicorns (privately held companies with valuations above
$1 billion). In contrast, annual buyout fund raising in the US and
Europe increased by only 59% in the same period.
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To navigate the current market environment, we believe
that investors are well advised to focus on selectivity, the
complexity premium and diversification within private assets.
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However, we also see strong increases in fund raising for some
other private asset strategies, such as infrastructure. According
to Preqin, annual infrastructure fund raising in the US and Europe
has increased 170% over the past five years. Interestingly, some
other private market asset classes have experienced different
dynamics. Notably, real estate, where, according to Preqin,
fund raising in the US and Europe grew by only 46% for the
same period.
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High level of selectivity

Over the past two decades, the private assets market
has grown extensively, which provides investors
with ample opportunities to be very selective and
to actively steer the construction of their portfolios.

Today there are more than

5,900 PRIVATE EQUITY MANAGERS

1

more than

800 PRIVATE DEBT MANAGERS

Numerically, most fund managers are active in the
small/mid-sized part of the market, which is also where
most transactions take place and what we refer to as
the “long tail” of private assets.

1

more than

450 INFRASTRUCTURE MANAGERS

1

and more than

1,700 REAL ESTATE FUND MANAGERS GLOBALLY
The private equity managers alone
are expected to close more than

30,000 TRANSACTIONS IN 2021
1

1

When overall fund raising grows strongly – as in the
current market – fund managers tend to scale up their
fund sizes, and indeed this is playing out today.
According to data from Preqin, the average private
equity fund has grown 48% to $336 million in five
years. The average infrastructure and real estate funds
have grown 28% and 21% respectively. While this is
often not a problem, investors should nevertheless look
critically at fund size increases, especially at those that
can lead to a strategy shift.

2

Source: Preqin/Schroders Capital, numbers refer to active fund managers defined as fund managers with fund vintages of 2015 or younger
Pitchbook/Schroders Capital, number includes approximately 1/3 of buyout and 2/3 of venture/growth transactions

2 Source:
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Focus on the complexity premium

The observed outperformance of private assets over comparable
listed investments can be explained by three components:

An illiquidity premium –
compensating investors for the
inability to sell their investments

A complexity premium – or ‘skill premium’

Different risk premia, like a size premium
for smaller investments
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We believe that the growth of private assets
over the last decades has reduced the illiquidity
premium. Fund raising is, as discussed, now
significantly above its long-term trend in some areas.
However, while the illiquidity premium is under
pressure, the complexity premium and other risk
premia are intact.
The complexity premium can be captured in
private assets when two factors meet. Firstly,
when a situation arises that is particularly
complex in terms of access, risks and opportunity.
Secondly, when rare skills are deployed to source,
select and negotiate, develop and exit the
investment. The nature of the complexity
premium differs depending on the type of asset,
but both of these things are needed for it to emerge.
Read more on the complexity premium here.
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Focus on the complexity premium

Figure 2: Sources of private asset complexity premium
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Source: Schroders Capital, 2021
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Pre-defined exits

Skill differences are generally more pronounced in private
assets than for listed investments, as access to investments
and related information and knowledge is generally much
more limited. Within private assets, skill differences become
especially pronounced in what we call the “long tail” of
investment opportunities – the vast majority of transactions
that have smaller deal sizes and are sourced in less efficient
markets. Those differences create the opportunity for the
highest skilled market participants to capture a skill-based
premium, the “complexity premium”.

The complexity premium can generally be found in more
specialised and harder-to-access private asset market
segments. Examples include:
• Privately sourced small
& mid-sized investments

• Direct lending
• Specialised credit
• Hotel and social housing
investments
• Emerging and frontier
market investments

• Impact investments

• GP-led secondaries

• Seed and early-stage
technology and biotechnology investments
• Chinese onshore RMB
investments
• Collateralised
reinsurance investments
• Life insurance investments
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Diversification within private assets

Private markets have grown and matured over
the last two decades and are expected to represent
an $8 trillion industry by the end of 2021. This development means
that private markets need no longer be viewed only as a way to
diversify away from listed or liquid assets. Diversification of varying
kinds can also be found and exploited within private asset
allocations.
Today, there is a multitude of private asset strategies
to choose from, providing investors with a variety
of return drivers, from private equity, to securitised credit, real
estate, infrastructure and many more. By combining different
private asset classes investors can not only combine different
return, risk, sustainability/impact and liquidity profiles but also
diversify exposure along underlying risk and return drivers.
The diversification within private assets is also conducive to
investment solutions across private assets to address tailored
thematic issues. An example would be the possibility to tackle
climate change via different private asset investment strategies.

Schroders Capital | Outlook 2022: Private Assets
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Diversification within private assets

It follows that the long-tail of private assets - often referred to as the
smaller and mid-sized part of the market - represents about 95% of
transactions, but the entire other half of deal volume. Moreover, it should
be noted that this is across private assets (the graph shows private equity as
an example).
Given its high number of transactions, the long-tail of private assets
provides investors with a wider array of opportunities to capture the
complexity premium and to manage the diversification of their portfolio
more actively along different dimensions. Indeed, deviation from the overall
market is necessary to achieve a more balanced portfolio.

Figure 3: The long-tail of private assets
Example: Private Equity deals by size and rank ($m – log scale)
$m
100,000

10,000

Deal size (log scale)

There is also an important opportunity to diversify within private assets
categories themselves. This is the diversification investors can find in the
so-called “long-tail” of private assets. Figure 3 shows that the largest
private asset transactions represent 50% of the deal volume but less than
~5% of the number of transactions.
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Deal size rank

Source: Preqin, Schroders Capital, 2021 Graph shows transactions with deal sizes above $1 million.
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Private Assets 4.0: How the industry is evolving

Given that the past two years have accelerated
or intensified existing industry trends, we expect
the next phase of the private assets industry - what
we refer to as “Private Assets 4.0” – will become
fully established sooner. In this new paradigm,
the approach to private asset return generation
increasingly focuses on the complexity premium.
Risk management focuses on diversification
within private assets, including along the long-tail
of private assets. The impact dimension of
investments becomes embedded more broadly and
measured more consistently. Finally, new liquidity
options (including semi-liquid evergreen structures)
drive a continued democratisation of private assets,
beyond the institution-heavy client base of today.

These elements of Private assets 4.0, which
are summarised in Figure 4, will be explored
extensively in the coming year in a series of
articles, with viewpoints from our experts in each
of our private assets businesses.

Liquidity/
Democratisation

Democratisation through
semi-liquid structures;
GP led secondaries

ESG

Sustainability
& Impact

From ESG integration to
sustainability & impact

Risk

Risk

Risk

Diversification within
private assets

Return

Return

Return

Return

From illiquidity premium
to complexity premium

1.0

2.0

3.0

4.0

Source: Schroders Capital, for illustrative purposes only
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Current trends

Figure 4: Evolution of private assets
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THE KEY TOPICS
FOR PRIVATE ASSETS,
ACCORDING TO OUR EXPERTS
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REAL ESTATE
Within real estate we see the best
opportunities in the subsectors where we
can improve sustainable income and drive
value through our operational expertise.

Sophie Van
Oosterom
Global Head
of Real Estate
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This means having the expertise to increase income
through the offering of additional services,
optimising contractual arrangements with tenants
and minimising environmental impact and waste.
Accordingly, we see interesting investment
opportunities in the hospitality sector, living sector
(including social housing), but also office and “last
mile” industrial/logistics that benefit from the new
trends in working, living and playing.

15

PRIVATE EQUITY
We continue to see healthcare,
technology and consumer as the three
most interesting sectors within buyouts.

Tim Creed
Head of Private
Equity Investments
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Even though competition for such deals has further
increased given the boost that the pandemic has given to
these sectors, we continue to see attractively priced
opportunities in the small and mid-sized segment of the
market.
We also observe that strong alignment of investments with
the UN Sustainable Development Goals contributes
positively to investment performance, especially where
highly active private equity managers make
transformational improvements to companies.
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SECONDARIES
We see the most interesting secondaries
opportunities within GP-led transactions,
which allow fund managers to keep and
develop some of their most attractive
portfolio companies for a longer time period
than they would otherwise be able to do.

Christiaan van
der Kam
Head of Secondary
Investments

This is the fastest growing part of the secondaries
market; expected to generate $60+ billion of
secondary deal volume in 2021, up considerably from
prior years. GP-led secondaries are typically highly
complex transactions, involving many different
stakeholders, and this creates an advantage for those
investors who are already a primary or co-investor in
those assets.

Source: Jefferies, Greenhill, Lazard, 2021.
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VENTURE CAPITAL
Over last 12 months, venture capital
investments have seen an extraordinarily
positive environment globally, both for
follow-on financing and for exits,
especially for IPOs.

Steve Yang
Head of Global
Venture Investments

However, increasing fundraising and dry powder are a
concern, particularly for late stage and pre-IPO financings of
high growth companies where we are seeing valuations
significantly above historical metrics. We favour the seed and
early stage part of the market. We see more opportunities here
to capture the complexity premium compared to later stages.
We see the most attractive opportunities in new and emerging
themes across technology, healthcare, and climate tech. One
emerging theme in technology is “the future of work” as many
companies will have a permanent hybrid work environment
with office-based and remote teams. Within healthcare, we are
exploring companies focused on drug discovery platforms with
potential break-through therapies in solid tumours,
cardiovascular, and organ regeneration. Climate tech is one
the new emerging themes focused on technologies that
reduce CO2 emissions.

Schroders Capital | Outlook 2022: Private Assets
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INFRASTRUCTURE
The energy transition, digitalisation
and essential infrastructure are the
most interesting sectors within
infrastructure in our view.

Chantale Pelletier
Global Head of
Infrastructure
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Strong investor interest has put upward pressure
on valuations and downward pressure on spreads.
However, we have seen that for mid-sized deals,
dynamics are more attractive than for large
transactions, both in terms of valuations and in terms
of the ability to deploy capital in a timely manner.

18

SECURITISED PRODUCTS AND
ASSET-BASED FINANCE
This cycle has been rapid, and markets
are struggling to grapple with factors
like inflation and policy change.

Michelle
Russell-Dowe
Head of Securitised
Products and
Asset-Based Finance
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We see the most attractive opportunities in
sectors that have strong fundamentals, like
consumer and housing, as well as sectors that
require capital to reposition ahead of change
(real estate). With the ability to own securitised
debt, to lend or to finance, there is the flexibility
to move across credit opportunities, technical
opportunities, or to capitalise on more complex
structures or assets and to provide liquidity.

19
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PRIVATE DEBT
As banks are adjusting their risk
appetite, there is an opportunity for
direct lending to step in and fill the gap.

Nicole Kidd
Head of Private Debt,
Australia
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We see attractive direct lending opportunities in the US,
Europe and Asia-Pacific. Australia is a particularly
attractive market for private debt, for example, as
institutional capital is playing an ever more important role
in the Australian financing landscape. Borrowers are
increasingly appreciative that institutional investors are
better placed to align with business growth objectives
and provide supportive working capital for equity. In
doing so, borrowers are more likely to pay higher
margins, which is therefore in the best interests of
investors. We see that, in Australia, both an illiquidity
premium and a complexity premium can be captured in
private debt.
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INSURANCE-LINKED SECURITIES
We see insurance-linked securities (ILS) as a useful tool in the
current environment, in part because ILS can provide returns that
are uncorrelated to other asset classes.
In addition, we are currently in a favourable pricing environment, as risk premiums continue
to “harden” (rates are increasing) after the heightened loss experience of the last few years.
We expect this hardening trend to continue into 2022, and possibly beyond.

Stephan Ruoff
Global Head of ILS

The ILS instruments that investors can use are varied. The market encompasses a range of
structures and liquidity options, from non-life catastrophe bonds through collateralised
reinsurance to life insurance and financing transactions. Making use of different blends of ILS
enables investors to adjust their strategy to suit market conditions. For example, the better
relative value of collateralised reinsurance in the last year has meant that we have increased
our weight here where possible.
Relative value of bonds and collateralised reinsurance
14%
Collateralised reinsurance
spread

12%
10%

Combined collateralised
reinsurance and cat bond spread

8%
6%

Cat bond spread

4%
Sep 2021

Jun 2021

Mar 2021

Dec 2020
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Sep 2020

Jun 2020

Mar 2020

Dec 2019

Sep 2019

Source: Schroders Capital, November 2021
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IMPACT
The market of impact investments has been
growing from billions to trillions, according
to the International Finance Corporation’s
Global Impact Investing Market 2020 report.

Maria Teresa
Zappia
Head of Sustainability
and Impact

This highlights the focus of mainstream investors on
combining financial returns with intentional environmental
and social impact in their portfolios. Private assets remain
core to the goals of actively delivering sustainable and
impactful strategies in key areas that affect people and the
planet. Regulatory requirements, particularly in the EU, are
also casting the spotlight on the importance of disclosure
and transparency in the pursuit of sustainable and impact
investments. Schroders Capital is leveraging its
expertise in sustainability and impact investments for
BlueOrchard’s1 own investment strategies and across other
asset classes within Schroders Capital.

1BlueOrchard Finance is a

leading global impact investment manager and a member of the Schroders Group.
Since its inception in 2001, BlueOrchard has evolved into a leading impact investment manager globally, having
invested more than $8 billion across more than 90 countries (as at June 2021).
Schroders Capital | Outlook 2022: Private Assets

PRIVATE ASSETS SOLUTIONS
As investors’ private asset allocations
keep growing, we see investors
increasingly seek solutions in the form
of full-service mandates and separate
accounts.

David Seex
Head of Private
Assets Solutions
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By definition these solutions are fully customised according
to a client’s objectives and restrictions regarding return,
risk, sustainability/impact and liquidity. We have seen
strong client interest in solutions that are based on what we
have previously described as “Private Assets 4.0”: a focus
on generating a complexity premium (in addition to an
illiquidity premium), an increased interest in better
diversification within private asset classes and through
multi-private asset solutions, an increased focus on impact
(especially related to climate change and based on carbon
emission targets) and an interest in innovative structures
with new liquidity options that advance the
democratisation of private assets.
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IMPORTANT INFORMATION
Mar k eting material for professional clients only.
Investment involves risk.
Any reference to sectors/countries/stocks/securities are for illustrative purposes only and not a recommendation to buy or sell any financial instrument/securities or adop t 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.
Reliance should not be placed on any views or information in the material when taking individual investment and/or strategic decisions.

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. Exchange rate changes may cause the value of investments to fall as well as rise.
Schroders Capital has expressed its own views and opinions in this document and these may change.
Information herein is believed to be reliable but Schroders does not warrant its completeness or accuracy.
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 d amage (whether
direct, indirect, consequential or otherwise).
This d ocument may contain “f orward-looking” information, such as forecasts or projections. P lease note that any such information is not a guar antee of any future performance and there is
no assurance that any forecast or projection will be realised.
This material has not been reviewed by any regulator.

Not all strategies are available in all jurisdictions.
For readers/viewers in Argentina: Schroder Investment Management S.A., Ing. Enrique Butty 220, Piso 12, C1001AFB - Buenos Aires, Argentina. Registered/Comp any Number 15. Registered
as Distributor of Investment Funds with the CNV (Comisión Nacional de V alores). Nota par a los lectores en Argentina: Schr oder Investment Management S.A., Ing. Enrique Butty 220, Piso
12, C1001AFB - Buenos Aires, Argentina. Inscripto en el Registro de Agentes de Colocación y Distribución de PIC de FCI de la Comisión Nacional de Valores con el número 15.
For readers/viewers in Brazil: Schroder Investment Management Br asil Ltda., Rua Joaquim Floriano, 100 – cj. 142 It aim Bibi, São Paulo, 04534-000 Brasil. Registered/Comp any Number
92.886.662/0001-29. Authorised as an asset manager by the Securities and Exchange Commission of Br azil/Comissão de Valores Mobiliários (“CVM”) according to the Declarat ory Act
number 6816. This document is intended for professional investors only as defined by the CVM rules which can be accessed from their website www.cvm.gov.br.
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IMPORTANT INFORMATION
For readers/viewers in Canada: Schr oder Investment Management North America Inc., 7 Bryant Park, New York, NY 10018-3706. NRD Number 12130. Registered as a Portfolio Manager
with the Ontario Securities Commission, Alberta Securities Commission, the British Columbia Securities Commission, the Manitoba Securities Commission, the Nov a Scotia Securities
Commission, the Saskatchewan Securities Commission and the (Quebec) Autorité des marchés financiers.
For readers/viewers in Isr ael: Note regarding the Marketing material for Qualified Clients or Sophisticated Invest ors only. This communication has been prepared by certain personnel of
Schr oder Investment Management (Europe) S.A (Registered No. B 37.799) or its subsidiaries or affiliates (collectively, ‘SIM’). Such personnel are not licensed by the Israeli Securities
Authority. Such personnel may provide investment marketing, to the extent permitted and in accordance with the Regulation of Investment Advice, Investment Marketing and Investment
Portfolio Management Law, 1995 (the ‘Investment Advice Law’). This communication is directed at persons (i) who are Sophisticated Investors (ii) Qualified Clients (‘Lak oach Kashir’) as such
term is defined in the Investment Advice Law; and (iii) other persons to whom it may otherwise lawfully be communicated. No other person should act on the contents or access the
products or transactions discussed in this communication. In particular, this communication is not intended for retail clients and SIM will not make such products or transact ions available t o
retail clients
For readers/viewers in Switzerland: For professional clients and qualified investors only, where appropriate. Issued by Schroder Investment Management (Switzerland) AG, Central 2, CH8001 Zürich, Postfach 1820, CH-8021 Zürich, Switzerland. Enterprise identification number (UID) C HE-10 1.447.114. Authorised and regulated by the Swiss Financial Market Supervisory
Authority (FINMA)
For readers/viewers in the European Union/Eur opean Economic Area: Schr oders will be a dat a controller in respect of your personal dat a. For information on how Schr oders might process
your personal dat a, please view our Privacy Policy available at www.schroders.com/en/privacy-policy or on request should you not have access to this webpage. Issued by Schroder
Investment Management (Europe) S.A., 5, rue Höhenhof, L-1736 Senningerberg, Luxembourg. Registered No. B 37.799
For readers/viewers in the United Ar ab Emir ates: Schroder Investment Management Limited, located in Office 506, Level 5, Precinct Building 5, Dub ai International Financial Centre, PO Box
506612 Dub ai, United Arab Emirates. Regulated by the Dub ai Financial Services Authority. This document is not subject t o any form of approval by the DFSA. Accordingly, the DFSA has not
approved any associated documents nor taken any steps t o verify the inf ormation and has no responsibility for it. This document is intended to be for information purposes only and it is not
intended as promotional material in any respect. This document is intended for professional investors only as defined by the DFSA rules which can be accessed from their website
www.dfsa.ae
For readers/viewers in the United Kingdom: Schr oders will be a d ata controller in respect of your personal d ata. For information on how Schr oders might pr ocess your personal dat a, please
view our Privacy Policy available at www.schroders.com/en/privacy-policy or on request should you not have access to this webpage. Issued by Schroder Investment Management Limited,
1 London Wall Place, London EC2Y 5AU. Registered Number 1893220 England. Authorised and regulated by the Financial Conduct Authority.
For readers/viewers in the United St ates: For financial professionals and consultant only. Schroder Investment Management North America Inc., 7 Bryant Park, New York NY 10018-3706.
CRD Number 105820. Registered as an investment adviser with the US Securities and Exchange Commission.
Note to readers/viewers in Australia: Issued by Schr oder Investment Management Australia Limited Level 20, Angel Place, 123 Pitt Street, Sydney NSW 2000 Australia ABN 22 000 443
274, AFSL 226473. It is intended for professional investors and financial advisers only and is not suitable for retail clients.
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