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Agenda

• Introduction to Alternative Assets

– What are they?

– Why we like them

– Performance

– Why does PE outperform

• Alternative assets and Defined Contribution funds

– Do DC funds require the liquidity?

– Risk factor allocation

– Laddering

– Product design



Definition

• They look like

– Illiquid

– Unlisted

– Monthly, quarterly or six-monthly valuation

• They typically include

– Infrastructure

– Direct property

– Hedge Funds

– Private Equity

– Unlisted Credit



Asset Allocation in Africa
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Global Asset Allocation
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Source: Towers Watson global asset study - 2015



Reasons to believe
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• Superior risk adjusted returns

• Access to “special” asset classes or spaces

– Renewable Energy in SA,

– Roads (N3, N4, N2, E-toll)

– Africa markets with poor listed representation,

– Focused portfolio of high growth companies

• Diversification benefits



Access to unavailable spaces in listed 

environment



Property shortage in Africa



Globally PE outperforms listed



IFC experience of Emerging Market PE



And the South Africa experience
…performance to end Q1 2015

Source: RisCura – SAVCA South African Private Equity Performance Report, Q1,2015



Public Market Equivalent (PME)

• PME seeks to equate the heavily timing dependent returns of

private equity funds with the returns of public market indices. 

• PME is a ratio of the net outflows from PE funds re-invested into the 

public index to the end of the fund’s life, divided by the inflows into a PE 

fund invested in the public index until the end of the fund’s life. 

• A ratio of above one reflects outperformance of private equity, while a 

ratio under one reflects underperformance.



Why does PE generally outperform?

• Greater alignment between management and 

investors.

• Leverage – focusses the mind

• Concentrated ownership group able to exercise tight 

oversight.



Illiquidity is necessary?

• Illiquidity is a necessary condition of outperformance

• Allows management to focus on long term value 

creation than producing short term earnings.

• Investors then need to judge that return premium is 

adequate compensation for lack of liquidity.



The DC fund environment

• Liability passed to the member

• Average age of member

• Average holding period in a fund

• Periodic pricing “required”



Alternatives in DC funds

• Issues to consider

– DC funds need to rethink their need for daily pricing and high 

liquidity?

– Make portfolio allocations on a risk factor basis

– Funds should  look to ladder their alternatives exposure

– Alternatives industry should investigate product design that meet 

DC funds half way



Do DC funds really need daily liquidity 

and pricing?
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• Investors in DC funds are also in it for the long term,

• Most DC funds should be cash-flow positive,

• Basis for needing daily valuation.



Risk Factors: Universe of alternatives 

key drivers
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Alternative 

asset type

Traditional 

equivalent

Asset 

examples

Income: 

Certainty of 

timing

Primary

return 

drivers

Secure Income Debt • Renewable 

energy

• Infra debt

• Residential 

mortgages

High to medium Inflation

Alternative Credit Sub Investment 

grade unrated 

debt

• Leveraged 

loans

• Real estate 

loans

Low.

Prepayment risk

Credit

Growth Equity • Private Equity

• Infrastructure

Low. Focus is on 

growth

various

Based on Blackrock solutions example



Risk Factors: Correlations
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Risk Allocation

20



Allocation based on Risk Factors and 

forecast returns
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Laddering of exposure to Alternatives

…altogether

22

-R 1 000 000 000

-R 500 000 000

R 0

R 500 000 000

R 1 000 000 000

R 1 500 000 000

2015 2016 2017 2018 2019 2020 2021 2022 2023

Infra Fund PE Fund Africa Dev property Total



Laddering of exposure to Alternatives

…one at a time
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-R 400 000 000

-R 200 000 000

R 0

R 200 000 000

R 400 000 000

R 600 000 000

R 800 000 000

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027

Infra Fund PE Fund Direct Prop Fund Total



Laddering of exposure to Alternatives

…the Liberty example
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 (600 000 000)

 (400 000 000)

 (200 000 000)

 -

 200 000 000

 400 000 000

 600 000 000

 800 000 000

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

Infra Fund 32.46% PE Fund 20.79% Direct Prop Fund 19.98% Total 23.89%



Industry product design
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• Reports in the Institutional Investor magazine that product will be 

introduced later this year by Pantheon Ventures and Partners Group 

for US and UK target dated funds.

– Liquidity through mix of listed and alternatives

– Valuations through models

• Life company balance sheet could shorten J-curve

• Developing secondaries market

• Listed funds

– Listed property, Brait, Zeder, Reinet



Conclusion

• Alternatives have a role to play in portfolios

• Evidence suggest slow take up post reg 28 amendment (DC 

and DB)

• Product providers and Asset Consultants/owners will need to 

work together to iron out frameworks to make alternatives 

accessible



References

27



Overview of STANLIB’s “alternatives” 

asset management offerings

Infrastructure

- Team: 5 
Investment 
professionals

- AUM: R1.2bn

- Target returns: 
18%

- Invested: in 5 
seed assets 
R375m and 
approved another 
1 asset of R220m

- Projected returns: 
23.5-30%

Credit

- Team: 14 
Investment 
professionals

- AUM: R87,5bn

- Target returns: 
3M JIBAR to +9%

- Invested: across a 
broad spectrum of 
interest-bearing 
assets

- Projected returns: 
3M JIBAR +1.5% -
9%

Real Estate

- Team: 13 
Investment 
professionals

- AUM: R30bn

- Target returns: 
ZAR Funds: CPI + 5%
USD Funds:  IRR 22-

25%

Invested: across a 
portfolio of retail, 
commercial and 
industrial properties

- Projected returns: 
ZAR:10.58% USD: 22-
25% 

Private 
Equity

Finalising 
partnership with  
midsize team (5 -10 
investment 
professionals)

Focus will be on 
Sub- Saharan Africa 
small to medium 
sized enterprises


