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Alternative investment companies have been the major driver of
new issuance in the UK listed investment company market
accounting for more than 60% of new share issuance since the
financial crisis. In this report we analyse and forecast growth of net
assets and new issuance of the listed investment company market
until 2020. We expect new issuance of £11.3bn in listed investment
companies over the next three years. Two thirds of this new
issuance is expected to occur in alternative investments.
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This communication contains written material that is generic in nature and not related to a specific financial instrument. It is not
personalised to reflect the circumstances of an individual client and therefore does not amount to a personal recommendati on to any
person. It does not contain any substantive analysis and does not and is not intended to recommend or suggest any investment
strategy or opinion as to the future value or price of financial instruments of any kind. This communication is also made openly
available at the same time to any investment firms wishing to receive it or to the general public on the Fidante Partners Europe Limited
("Fidante Partners") website www.fidante.com. Recipients of this communication based in the EEA who are subject to regulation under
MiFID should note that while they must make their own determination Fidante Partners Europe Limited ("Fidante Partners") is of the
view that this communication constitutes a “minor non-monetary benefit”.

Introduction
“There is no alternative,” pronounced
Margaret Thatcher in the 1980s. At the time,
she may have had a point regarding portfolio
construction – we’re sure that’s what she
meant. However, the proliferation of
alternative investment vehicles within a
couple of decades has consigned this to
history, along with padded shoulders and
hair spray.

assets have risen from 2.3% of the global
investment market in 2000 to 5.2% at the
end of 2017. Hedge funds led this trend early
on in the millennium and have remained the
most popular alternative investment by
assets under management. Further growth
has come from private equity, particularly
either side of the global financial crisis, and
private debt and infrastructure in its wake.

The rise of private markets has characterised
investments so far this century and looks to
be a continuing trend. Our report
accompanying this one, The global
alternatives market, detailed the
phenomenon and its likely trajectory. This
report takes the analysis forward, looking at
how the rise of alternatives is manifesting
itself through listed investment companies in
the UK.

The report concluded that we expect the
alternatives market to grow in line with
broader investment markets over the coming
three years, expanding by $2.45tn. Our base
case scenario assumes about half of this
growth will come from private equity
investments, with growth in infrastructure
assets also being major contributors. Hedge
funds have remained the most popular
alternative investment by AUM and could
grow faster than almost all other alternative
investments over the next three to five years
(Fig. 1).

The global alternative market showed that
private markets have outstripped the growth
of the global investment market over three,
five and ten years. As a result, alternative

Projected growth in alternative investments globally

Source: Fidante Capital.
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The UK has a diverse and growing range of
investment companies through which
alternatives can be accessed. Indeed, the
boom in alternatives has had an even
greater impact on the UK’s listed investment
companies than it has on the market as a

whole. In 1999, 17% of these vehicles
invested in alternatives, as compared to
now, when 47% do.1 Below, we take a
granular view on how this has occurred, the
growth of the various sub sectors, and their
likely trajectories in the coming three years.

More than meets the eye
Just from looking at Fig. 2, you might
wonder why we’re bothering: it seems that
alternative investments, as part of the total

NAV of listed investment companies in the
UK, have not changed much since 2008.

Evolution of the listed investment company market

Source: Fidante Capital.

When we allow for differing asset class
growth rates, however, the rise of
alternatives in the sector becomes apparent.
While net assets of listed investment
companies in alternatives has outpaced
equities over the past five and ten years,
growth has fallen below equity levels in the
past three. This seemingly smaller growth of
alternative listed investment companies’
New issuance (rolling 12-month window)

Source: Fidante Capital.

1

Figures from the AIC.

NAV, however, is merely a reflection of the
strong performance of equity markets in
recent years, masking a lot of activity in the
alternatives space. If we look at new
issuance of shares – whether through IPO,
tap issuance or other means – then we can
see that alternative investment companies
account for more than 60% of this since the
financial crisis (Fig. 3).
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This pattern is also reflected in the sheer
number of new funds launched at the LSE
(Fig. 4). The number of alternative
investment companies launched in the last
five and ten years was more than twice as
high as that of equity investment companies.
So, while the performance of equities has
been strong, the market has clearly been
calling out for alternative investments.

Indeed, our accompanying study has shown
increasing demand from large investors such
as high-net worth individuals and,
particularly, pension funds, well ahead of the
aggregate market, reflecting their higher
level of sophistication.

Investment company net new funds

Source: Fidante Capital.

Infrastructure and renewable energy funds
were the main drivers of growth over the
past three years, based on new issuance and
percentage growth in NAV. The total new
issuance in these funds was more than
double the second-placed Alternative Credit
sector, although the latter was the fastest
growing sector by number of funds, with a
net 12 new offerings in the past three years.

Nevertheless, in absolute terms, thanks to
the strong performance of equity markets in
the past three years and the large amount of
assets already invested in these sectors, the
biggest volume increase was in Equity Global
funds, as indicated in column two of Fig. 5.
Equity funds focusing on the UK and APAC
also grew strongly in terms of NAV.

Leading sectors by growth
Growth last 3 years
Sector
Infra /
Renewables
Alternative
Credit

By issuance
(£ million)

Equity Global
Equity UK
Flexible
Investments
Source: Fidante Capital.

Sector

By fund NAV
(£ million)

Sector

By fund NAV
(%)

3,988.6

Equity Global

5,970.3

1,900.4

Infra /
Renewables

Infra /
Renewables

4,901.7

Private Equity

55.1

1,286.0

Equity APAC

4,780.9

Equity APAC

49.2

Equity UK

3,273.1

Sector
Specialists

45.0

Private Equity

2,980.4

Equity Europe

37.1

1,052.6
871.3

56.2
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Alternative futures

How, then, might this global increase of
$2.45tn in alternatives impact on the UK’s
listed investment companies?
In order to answer this, we adapt the same
methodology as in our first report to project
growth of such companies in the UK until
2020. Their growth is projected on the basis
of three-year future growth rates for each
super sector, as defined in Appendix 1. We

have estimated the relationship of annual
NAV growth between 2006 and 2017 for
each of our sectors in a two-stage linear
regression. Based on historic relationships,
we predict NAV growth until the end of 2020
on an annual basis in the step-by-step
process outlined in Fig. 6.

Forecast methodology

Forecasting the future of NAV growth

Stage 1

Stage 2

Forecasting NAV growth
Source: Fidante Capital.

Estimate future returns of the FTSE 100 index based on its
relationship with return last year, 3-month and 10-year interest
rates at the beginning of each year, as well as real GDP growth
and CPI during the year. Predictions for interest rates, GDP and
CPI are consensus forecasts from Bloomberg.
For each of our sectors, we estimate annual NAV growth based on
its past relationship with FTSE 100 returns, 3-month and 10-year
interest rates at the beginning of each year, as well as real GDP
growth and CPI during the year. Predictions for interest rates, GDP
and CPI are consensus forecasts for Bloomberg.
Based on the forecast growth rates for each sector we calculate
growth of NAV. NAV growth for each sector is then aggregated to
our three super sectors.

Alternative directions: case by case
Our base case assumes that current
consensus forecasts for UK GDP growth, UK
CPI and UK interest rates (3-month and 10year) are correct. This implies slower
economic growth, inflation of around 2% and
a gradual normalisation of interest rates.
Here, the growth rate of NAV in alternative
investments would decline from the 10%

average of the past 10 years to about 7%
while equity investment growth would
accelerate towards 11% from the 6% of the
previous ten years. Despite the higher
growth of equities, most of the new issuance
would still be in alternative investments. Out
of the £11.3bn expected new issuance, about
two thirds would go to alternatives.

Base case scenario

Estimated growth next 3 years
Issuance (£ bn)

NAV growth (£ bn)

NAV growth (% p.a.)

11.3

43.9

9.6

Equity

4.4

32.2

11.1

Alternatives

7.3

10.1

7.1

Flexible Investments

0.0

1.6

6.9

Total

Source: Fidante Capital.
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Our optimistic scenario assumes UK GDP
growth accelerating to 2%, inflation
remaining at 2%, no more Monetary Policy
Committee rate hikes and a slow rise in 10year gilts towards 2% by 2020. In this
scenario we expect much faster growth in
alternative investment NAVs, due to their

better performance. New issuance, on the
other hand, would increase only moderately
and remain largely the same as in our base
case scenario.

Optimistic case

Estimated growth next 3 years
Issuance (£ bn)

NAV growth (£ bn)

NAV growth (% p.a.)

12.1

59.2

12.6

Equity

4.2

37.0

12.5

Alternatives

7.8

20.1

13.4

Flexible Investments

0.1

2.0

8.7

Total

Source: Fidante Capital.

Our pessimistic scenario is based on a hard
Brexit where the UK crashes out of the EU in
2019, sterling declines dramatically, inflation
spikes to 3.5% and the Bank of England
(BOE) is forced to hike interest rates to 2%
in 2019, thus triggering a recession. In this
scenario, growth in alternative investments

would plummet. While new issuance holds up
reasonably well, the mix is likely going to be
very different than in the base case,
probably tilting much more towards
defensive investments and less in private
equity, which is correlated more with the
economic cycle.

Pessimistic case

Estimated growth next 3 years
Issuance (£ bn)

NAV growth (£ bn)

NAV growth (% p.a.)

Total

9.0

9.7

2.3

Equity

3.8

15.9

5.8

Alternatives

5.0

-6.7

-5.4

Flexible Investments

0.1

0.5

2.4

Source: Fidante Capital.
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Getting granular on the base case

If we take a deeper dive into our base case
scenario, we see a number of trends
emerging (Fig. 10).
In alternatives investments, we expect the
fastest growth in Alternative Credit and
Infrastructure, as the investor thirst for yield
continues. Over the past decade, Alternative
Credit has been driven by corporate
borrower demand, as banks have withdrawn
from serving much of this – particularly
SMEs, complex or cross-border deals – and
income-seeking investors’ requirement for
higher yields than are achievable in public
fixed income markets. This is still a young
market with ample opportunity for growth,
and this should be reflected among listed
investment companies. Although Figure 9
shows a slowing from the previous decade, it
should be noted that this is off a low
absolute base of assets. Infrastructure
investments carry the additional advantage
of a measure of inflation protection, which
should be attractive in this scenario.
Our model also predicts a decline in NAV for
listed hedge funds. This is largely a reflection
of the recent trend away from closed-end
Investment company net new funds

Source: Fidante Capital.

fund vehicles for the asset class, towards
UCITS and other platforms, despite our
expectation in The global alternatives market
report that hedge funds overall should grow
strongly over the coming period.
If we compare the projected growth rate for
listed investment companies in the coming
three years with the average growth rate of
the last 10 years we see the following
additional trends (Fig. 10):
 Growth rates for Alternative Credit and

Infrastructure are highest, but falling from
the explosive growth seen in the past ten
years.
 Growth rates for private equity and
property are expected to remain at the
levels seen in the previous decade.
 Commodities and hedge funds are the
biggest losers. The drivers for this are
different, as we expect hedge fund demand
to remain robust but directed elsewhere,
as explained above, whereas commodities
will continue to be victims of waning
demand irrespective of investment
wrapper.
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Summary

As with the swan, the steady-as-she-goes
appearance given by an alternative assets
NAV that has remained fairly constant over
recent years conceals frenetic below-thewaterline activity. In terms of total assets,
UK-listed investment companies are
dominated by equities, which are in an ongoing bull market.
In contrast, alternative investment
companies account for more than 60% of
new shares issued since the financial crisis.
What’s more, the number of alternative
listed investment companies launched in the
past five and ten years more than doubled
the number of equity company launches.
Infrastructure and renewable energy funds
were the main beneficiaries of this growth, in

terms of new issuance – more than double
the second-placed Alternative Credit sector,
which nevertheless leads by the fastest
increase in fund numbers.
Applying the same methodology as our broad
alternatives study, our base case predicts a
fall in the alternatives’ NAV growth rate from
the 10% average of the past 10 years to
about 7%, with equity growth continuing to
outstrip it. Despite equities’ stronger growth,
most of the new issuance would still be in
alternatives: about two thirds of the
expected £11.3bn new issuance, with
Alternative Credit and Infrastructure being
the main beneficiaries of this.
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Appendix: Gathering and sorting

We have built a database of 713 investment
companies, both current and defunct, listed
on the London Stock Exchange and the
Amsterdam stock exchange between January
2007 and March 2018.2 We have based our
classification on the Association of
Investment Companies sectors but simplified
it in order to be able to discover general
trends per asset class.

As with any market data, some provisos
need to be made: first, while delisted and
defunct companies are included in the
database whenever there was share and NAV
data available, not all of them have such
data. This means that our data has
survivorship bias and may overstate the
growth of investment company assets under
management in the past. Second, while
private equity trusts are part of the
database, venture capital trusts are not.

Our sector classifications

Supersector

Sector

AIC sector included

Equities

Equity Global

Global
Global Equity Income
Global Growth
Global Growth & Income
Global High Income
Global Smaller Companies
Split Capital Trusts

Equity North America

North America
North American Smaller Companies

Equity Europe

Europe
European Smaller Companies

Equity APAC

Asia Pacific – excluding Japan
Asia Pacific – including Japan
Japan
Japanese Smaller Companies

Equity UK

UK All Companies
UK Equity & Bond Income
UK Equity Income
UK Growth
UK Growth & Income
UK Smaller companies

Sector Specialists

Sector Specialist: Environmental
Sector Specialist: Biotechnology/Life Sciences

The data is based on the monthly publication of the
listed investment companies on the LSE by the
Association of Investment Companies.
2
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Sector Specialist: Financials
Sector Specialist: Small Media Comms & IT
Sector Specialist: Tech, Media & Telecom
Sector Specialist: Utilities
Alternatives

Alternative Credit

Sector Specialist: Debt
Sector Specialist: Liquidity Funds
Sector Specialist: Securitised Debt
Sector Specialist: Leasing
Sector Specialist: Litigation
Sector Specialist: Zero Dividend

Property

Property
Property Direct – Asia Pacific
Property Direct – Europe
Property Direct – UK
Property Securities

Infra/Renewables

Sector Specialist: Infrastructure
Sector Specialist: Renewable Energy

Commodities

Sector Specialist: Commodities & Natural
Resources
Sector Specialist: Forestry & Timber

Flexible
Investments

Hedge Funds

Hedge Funds

Private Equity

Private Equity

Flexible Investments

Flexible Investments

Source: Fidante Capital.
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Important Information

This is a marketing communication and is not, and should not,

operates a conflict of interest policy in regard to research. This

be considered as independent investment research. It is

includes physical and electronic information barriers

issued by Fidante Partners Europe Limited ("Fidante Partners")

procedures and the operation of a cultural Chinese Wall. For

which is authorised and regulated by the Financial Conduct

further information, please view the following policies:

Authority ("FCA"). Fidante Partners Europe Limited trades as

Conflicts of Interest, Chinese Walls Policy, Information Barrier

"Fidante Partners" and "Fidante Capital". Fidante Partners

Procedures.

Europe Limited is a wholly owned subsidiary of Challenger
Limited, a company listed on the Australian Securities
Exchange Limited.

Fidante Partners acts as a market maker, corporate broker
and, from time to time, bookrunner to companies in the
closed-end listed investment company sector. A list of all

This marketing communication is for persons who are Eligible

companies in relation to which Fidante Partners acts as market

Counterparties or Professional Clients (for the purposes of the

maker and/or corporate broker and/or bookrunner (and the

FCA rules) only and it is not available to Retail Clients. It is

relevant dates of any closing of any such capital raise) can be

being distributed (a) in the United Kingdom to, and is directed

viewed here: Market Making Stocks, Corporate Appointments.

only at, persons who are (i) investment professionals as
defined in Article 19 of the Financial Services and Markets Act
2000 (Financial Promotion) Order 2005 (the "Promotion
Order") or (ii) are persons to whom this marketing
communication may otherwise lawfully be issued or passed on
or (b) outside the United Kingdom to, and is directed only at,
persons to whom this marketing communication may be
lawfully issued or issued without compliance with any filing,
registration, approval or other requirement in the relevant
jurisdiction, and in each such case without the inclusion of any
further warnings or statements as required by the Promotion
Order, or other applicable law or regulation, which are not
included in this marketing communication (all such persons
together being referred to as "relevant persons"). Neither this
marketing communication nor any of its contents may be
received by, acted on or relied on by persons who are not
relevant persons.

Fidante Partners may have an economic interest (for example,
minority equity interest or fee entitlement) in investment
managers of the funds of which it provides services (such as
corporate finance, listing sponsorship, market maker,
corporate broker and bookrunner).
Please click here for the Fidante Partners research policy.
This marketing communication does not constitute a personal
recommendation or take into account the particular
investment objectives, financial situation or particular needs of
any specific recipient. It is not intended to provide the sole
basis for any evaluation of an investment decision. Your
attention is drawn to the date of issue of this marketing
communication and of the opinions expressed herein. Before
acting on any advice or recommendations in this marketing
communication, recipients should consider whether it is
suitable for their particular circumstances and, if necessary

No part of this marketing communication may be published,

seek professional advice, including tax advice. Recipients of

distributed, extracted, re-utilised or reproduced and any

this marketing communication should note that: All

attempt to do so may be restricted or prohibited by law.

investments are subject to risk; the value of shares may go

Recipients are required to inform themselves of, and comply

down as well as up; you may not get back the full amount that

with, all such restrictions or prohibitions and none of Fidante

you have invested; past performance is not a guarantee of,

Partners or any other person accepts liability to any person in

and cannot be relied on as a guide to, future performance;

relation thereto.

fluctuations in exchange rates could have adverse effects on

Fidante Partners does not produce independent investment
research within the meaning of the FCA Handbook of Rules
and Guidance.

Accordingly, this marketing communication is

the value or price of, or income derived from, certain
investments.
This marketing communication is for informational purposes

non-independent research within the meaning of those rules,

only and does not constitute, and should not be viewed as, an

which means it is a marketing communication under the

offer, invitation or solicitation in respect of securities or related

Markets in Financial Instruments Directive (“MiFID”) and it has

other financial instruments nor shall it be construed as a

not been prepared in accordance with legal requirements

recommendation for Fidante Partners to effect any transaction

designed to promote the independence of investment

to buy or sell securities or related financial instruments on

research, and it is not subject to any prohibition on dealing

behalf of any recipient nor shall it, or the fact of its

ahead of the dissemination of investment research. However,

distribution, form the basis of or be relied upon in connection

Fidante Partners has policies to manage the conflicts which

with, any contract or commitment in relation to such action.

may arise in the production of non-independent research,

The securities that may be described in this marketing

including preventing dealing ahead and Fidante Partners
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communication may not be eligible for sale in all jurisdictions

Where references to external resources such as internet

or to certain categories of investors.

websites are provided these are for reference purposes, and

This marketing communication is based upon information
which Fidante Partners considers reliable, but such information
has not been independently verified and no representation is
made that it is, or will continue to be accurate or complete and

the external resources are not intended to be included as part
of this publication; Fidante Partners plc has not checked and is
not responsible for any external content, and makes no
representation as to its reliability or accuracy.

nor should it be relied on as such. This marketing

Any dispute, action or other proceeding concerning this

communication is not guaranteed to be a complete statement

marketing communication shall be adjudicated within the

or summary of any securities, markets, documents or

exclusive jurisdiction of the courts of England. All material

developments referred to in this marketing communication.

contained in this marketing communication (including in this

Any statements or opinions expressed in this marketing
communication are subject to change without notice. Neither

disclaimer) shall be governed by and construed in accordance
with the laws of England and Wales.

Fidante Partners, any member of the Challenger Limited group
nor any of their directors, officers, employees or agents shall
have any liability (including negligence), however arising, for
any error, inaccuracy or incompleteness of fact or opinion, or
lack of care, in this communication's preparation or
publication; provided that this shall not exclude liability which
Fidante Partners has to a customer under the Financial

Fidante Partners Europe Limited
Authorised and Regulated by the Financial Conduct Authority
Fidante Partners Europe Limited trades as "Fidante Partners"
and "Fidante Capital".

Services & Markets Act 2000 or under the Rules of the

Registered Office: 1 Tudor Street, London EC4Y 0AH.

Financial Conduct

Registered in England and Wales No. 4040660.

Authority.

This marketing communication contains certain forwardlooking statements, beliefs or opinions. These statements
concern future circumstances and results and other
statements that are not historical facts, sometimes identified
by the words "believes", "expects", "predicts", "intends",
"projects", "plans", "estimates", "aims", "foresees",
"anticipates", "targets", "may", "will" and similar expressions.
Such statements reflect current views with respect to future
events and are subject to risks and uncertainties because they
relate to events and depend on circumstances that will occur
in the future. These forward-looking statements are based on
current plans, estimates, projections and expectations. These
statements are based on certain assumptions that, although
reasonable at this time, may prove to be erroneous. No
statement in this marketing communication is intended to be a
profit forecast. No representations or warranties, express or
implied, are given as to the achievement or reasonableness of
and no reliance should be placed on, such statements,
including (but not limited to) any projections, estimates,
forecasts or targets contained herein. Fidante Partners does
not undertake to provide any additional information, update or
keep current information contained in this marketing
communication, or to remedy any omissions in or from this
marketing communication. There are a number of factors that
could cause actual results, developments, financial targets and
strategic objectives to differ materially from those expressed
or implied by statements in this marketing communication.
Fidante Partners, nor any other person intends, and no person
assumes any obligations, to update information or statements
set forth in this marketing communication. You should not
place reliance on forward-looking statements which speak only
as at the date of this document.

