
Aidan Quinn, Associate Director, UK Institutional 
Relationship Management, was joined by an 
experienced panel consisting of Russell Investments 
Chief Investment Officer, Kate El-Hillow, Director of 
Private Markets, Michael Steingold, and Richard Hope, 
Managing Director and Head of EMEA at Hamilton 
Lane. 

The discussion focused on 4 key themes facing the 
institutional industry and how each of these linked to 
the role of private market investment solutions within a 
total portfolio strategy.  

DID PRIVATE MARKETS, AND THE ILLIQUIDITY 
ASSOCIATED WITH THEM, CONTRIBUTE TO THE 
UK LDI CRISIS?

By having an appropriate asset allocation and level 
of illiquidity for each client’s situation, private assets 
should be able to cohabitate within a levered LDI 
portfolio with El-Hillow querying whether asset owners 
were really relying on the private segment of their 
portfolio to meet the type of collateral calls required 
in the LDI crisis. Hope echoed this point and stated 
he believes the illiquidity crisis was born in the liquid 
markets, not in the illiquid markets and that the rise 
in allocations to illiquid assets over the past few years, 
made them the most obvious scapegoat. Given pension 
funds tend to have <10% of their assets in private 
markets, should that 10% be responsible for solving the 
liquidity shortage in portfolios when other assets have 
more liquid characteristics to meet the type of capital 
calls that were required?  

While the challenge of longer lock-in periods remains 
in private markets, this can be effectively managed 
at a total portfolio level through considered portfolio 
construction, sizing, stress testing and careful 
investment selection within private markets, both 
in terms of the type and access point. Investors are 
increasingly recognising how the return premium from 
private markets justifies the illiquidity and continue to 
allocate to the sector.
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With market volatility and public markets supressed 
down, investors continue to assess how, where and 
when to allocate to private markets.

SUPPLY AND DEMAND IMBALANCE DRIVING 
DOWN PRICES

In terms of the secondary market, there is a huge 
supply-demand imbalance right now where (specifically 
in the UK following the LDI issue) there have been 
some forced sellers, but Hope said he would categorise 
the secondary market today as stressed rather than 
distressed. This year, Hamilton Lane is expecting $250+ 
billion of deal flow – a new height – but the capital 
available to invest has not increased at the same rate. 
In the buyout world, there are usually 3 years of dry 
powder, however in the secondary market today it is 
only 1 year and so here you have this huge supply-
demand imbalance. Although there are more secondary 
opportunities available than ever before, the buying 
demand has not increased to the same extent, and 
this has driven down prices. Coupled with uncertain 
markets, net asset values continue to increase so with 
more secondary opportunities than ever before, Hope 
commented that the secondary buyer must be even 
more discerning today when selecting where to invest. 

From a real asset point of view, Steingold reiterated 
that the secondary market wasn’t in distress but in a 
‘price discovery’ phase. We aren’t seeing the type of 
double-digit NAV discounts we might expect in this 
market environment creating ambiguity with valuations 
and questions about who the winners will be. In terms 
of opportunities within the real asset arena, Steingold 
said he is finding opportunities based on ‘what does 
the world need more of now’ highlighting infrastructure 
supporting the climate transition, nearshoring, and 
social infrastructure around government debt overhangs 
as key focus areas. 

THE IMPACT OF MARKET VOLATILITY IS YET TO 
BE FELT IN PRIVATE MARKETS 

With public markets down c. 20% and private markets 
down c. 3-5% this year, Hope commented that volatility 
had not yet been priced into private markets like its 
public market peers, creating somewhat uncomfortable 
valuation territory with the delta unlikely to correct any 
time soon. Using history as a benchmark, the last time 
there were 3 consecutive negative quarters of public 
market performance was during the Global Financial 
Crisis (GFC) in 2008/09 and before that was the dot com 
bubble in the late nineties / early noughties. In both 
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examples, private markets took 5-6 quarters to bottom 
out and in the current downturn, we are currently in the 
fourth quarter so while valuations may fall, there is no 
sharp, immediate correction.

From a valuation perspective, while public markets 
are down, good companies continue to be sold with 
trading performance remaining relatively strong. 
Therefore, on a look-through basis, portfolio managers 
can alleviate client worries about overvaluation and are 
still very much in control of deciding when to sell and 
selecting the most appropriate buyer. Based on this, 
there may be a slowing of exits, but not a contraction of 
valuations. From a leverage perspective, Hope iterated 
the importance of understanding the behaviour of the 
leverage and the consequences within the higher rate 
environment.

El-Hillow added that given exits are being pushed 
out, investors should be mindful that time horizons 
for holding the funds are shifting. Hope agreed and 
commented that while the average hold period today 
for a private company has increased to 5-6 years, he 
believes it is positive for the industry and giving rise to 
responsible owners who aren’t trying to cut costs and 
flip businesses quickly.  

SOME AREAS ARE SHOWING STRAIN IN THE 
POST COVID SELL-OFF. THE WATCHPOINTS:

Steingold commented that within real estate, the 
winners through Covid-19 have been the first part of 
the market to take a step back in the current downturn. 
In the UK, that includes industrial real estate while 
in other parts of the world, it has been operating 
renewables. Two areas under surveillance are assets 
with GDP sensitivity with aggressive underwriting 
assumptions e.g., digital infrastructure such as data 
centres and capital structuring. The other is how the 
market works through the rise in borrowing costs for 
example in operating renewables on the continent. 

Hope added he believed any stress is likely to be seen 
in venture and growth portfolios given the tech sell-
off. VC funds don’t typically have the same level of 
transparency as other sectors in terms of what they 
hold and don’t mark to market like credit or buy out 
managers but instead price off last round. A lot of these 
funds have been optimising their cash by trying to 
make it last longer and so we are likely to see a longer 
tail in terms of the valuations. Although the attractive 
discounts available in the sector can be helpful to short-
term returns, they won’t necessarily be a long-term play 
that will pay off. 

INFRASTRUCTURE AND SECONDARIES 
LOOKING MOST ATTRACTIVE

Steingold highlighted 3 key areas within infrastructure 
where he is finding opportunities – climate transition, 
nearshoring, and social infrastructure. Given 
outstanding global government debt is up 20% since 
pre-Covid-19 times, governments are in need of private 
funding solutions for social infrastructure projects 
such as municipal buildings, universities, schools 
and hospitals (MUSH). This provides an attractive 
risk-adjusted return opportunity in an environment of 
increasing borrowing costs.

On the real estate side, alternative property types 
are proving attractive and helping to move some of 
the cyclical sensitivity out of clients’ portfolios. Here, 
demographic-driven strategies such as medical offices, 
self-storage, and student housing – things the world 
needs more of today – are looking most attractive.

Hope rounded off by saying that along with 
secondaries, he sees a compelling case for private 
credit in the current rising rate environment. With the 
existing supply-demand imbalance, liquidity out of the 
system, and banks regulated out of the market, the 
supply of capital is severely lacking. 

He highlighted a huge delta in the buyout capital versus 
the credit capital available, estimating that private credit 
dry powder is c.25% of the buyout dry powder creating 
a staggering need for debt, as well as equity, for buyout 
deals to continue. 

PRIVATE MARKETS PLAY AN IMPORTANT ROLE 
IN CLIMATE TRANSITION AND NET ZERO 
TARGETS

Steingold commented that climate transition is the 
single most powerful trend across private markets 
and especially true in real assets with the access 
point clearer than ever before for investors seeking a 
risk-adjusted return. Firstly, from generating power 
from renewable assets to secondly, owning the actual 
assets such as solar panels, wind turbines and battery 
storage – an important theme particularly in the UK 
given the attractive price dynamics with the national 
grid operator. Thirdly, is the opportunity arising from 
the enhancements required to upgrade the power 
network from a centralised system built 50 years ago 
to a modern, dynamic decentralised power production 
model.

A recent McKinsey report estimates that $3.5 trillion of 
capital expenditure will be required every year between 
now and 2050 to achieve the net zero targets set by 
governments and many corporates around the world. 
For context, the International Energy Agency estimates 
$1.5 trillion has been spent in 2022 so there is a huge 
gap to meet targets.
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Hope added he is seeing some funds now raising for a 
second, third and even fourth time. This gives investors 
a choice of risk-reward options – from seed or early-
stage investing to something more developed and cash 
flow generative. 

Given the wide dispersion of opportunities available 
within private markets, El-Hillow highlighted the 
importance for investors and trustees to link back to 
their overall strategy, ESG policy and to work with an 
experienced partner to understand the different results 
you can get from the different investments along with 
the multiple access points within private markets to 
participate in the climate transition journey.

CONCLUSION

With appropriate portfolio construction, private markets 
can play an important role as part of a total portfolio 
strategy and we are seeing attractive opportunities 
emerging in secondaries, private credit, climate 
transition solutions and within infrastructure.

However, a one size fits all approach should be avoided. 
With private market opportunities increasing, in what 
is already a vast and varied asset class with multiple 
access points, investors should take a discerning 
approach to make the right investment selection to 
suit their liquidity needs. Ultimately, education is 
key to truly understand what is in a portfolio and to 
ensure that investment implications are in line with an 
investors short and long-term requirements.


