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Summary
e The growth in private markets has been one of the most
prominent investment themes of the past decade.

e We see this as structural, with a number of factors pulling
investors towards private markets and pushing them to
seek complementary exposures to public markets.

¢ Elsewhere, the emergence from the pandemic will lead
to a focus on infrastructure investment, upgrading and
repurposing real estate assets and corporate capital
expenditure.

For professional clients only. Not to be
distributed to retail clients. Capital at risk.

In terms of inflation, real estate and infrastructure can
provide a buffer but this should be derived from assets
with specific hedging characteristics.

The transition to net zero and the drive to deliver social
impact present investors with a rich and diverse source
of investment opportunities.

Private market assets should continue to play an
increasingly important role in helping investors achieve
their investment and ESG objectives.

LGIM
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The push and pull of private and public markets

The growth in private markets, helped by institutional
participation, has been one of the most prominent investment
themes of the past decade. Private equity assets under
management have increased by a factor of nine since 2000,
compared to three for public equity.! COVID-19 did nothing to
disrupt the trend and we expect growth to continue in 2022.

This is often put down to the search for yield, diversification,
cashflow and secure income. That said, these factors don’t
necessarily explain why private markets, with their relatively
higher complexity and trade-offs in terms of liquidity, have
garnered so much attention. So, what has changed to make
the structural characteristics of private markets more
attractive?

On the up: growth of global private equity net assets
vs public mrket capitalisation

1400

1200

(%]

£ 1000

[

2

o

@ 800

5

k=

< 600

2

o

S 400

=

S

c 200

©

<

(&)

£ 0
O - N M ITETW OMNNOVWOOODO —ANMST WO O~ WO O
O O 0O 0O 0O 00000 — ™ ™ ™ ™ — — — — —
O O O OO0 0 00O O o o O o O o O O O O
[SSAR QNN QN AN oV AN o N AN oN A o N A QN Ao VA o N A N A QN I QN A QB G U G VA S I SV G e oN
—— Public market Private equity

Source: World Federation of Exchanges and Prequin, as at end 2020.

The complexity premium as an increasing

share of investment return

The secular decline in real interest rates has put greater focus
on the premium offered by private investments. Private assets
vary widely in terms of how easily they can be bought and sold;
in a number of cases, they could be as liquid, or even more so,
than certain areas of the public markets. But there is no doubt
that investing privately typically comes with a degree of
complexity that requires some compensation. Whatever we
call it, that premium has proven more important as yields have
been squeezed, particularly in the wake of the global financial
crisis and, more recently, the pandemic.

" World Federation of Exchanges and Pregin as at end of 2020.

2 MSCI, The Rise of Market Concentration, September 2020 (retrieved 22/11/2021).
3 Blecher, “Private Inequity: Private Markets and the Death of the Micro-Cap Stock”, 2020.

4Preqgin as at November 2021.

Concentrating public markets

Public markets are also changing, with a growing number of
large companies increasingly dominating indices, and a falling
number of new entrants. In the 10 years to September 2020,
the top five issuers within the MSCI World Index broadly tripled
their weight, from 5.1% to 14.3%. By 2020, all five were
information technology companies, an interesting contrast
from 2010, when two of the top five were oil and gas
companies.? The number of listed stocks in the US essentially
halved between 1997 and 2017 in the US, from 8,000 to 4,000.
Similar trends have been seen in Europe.

New kids on the block are staying private

In recent years we have witnessed a reduction in IPO activity
and more public firms being taken private.® High growth firms
that have historically provided investors with exposure to
growth sectors and new business models via listed equities
are now tending to stay private for longer. This underlines the
potential role private markets play in providing investors with
income, diversification and access to growth opportunities.

With great power comes great responsibility

With complexity comes a greater need for oversight. Public
markets undoubtedly enable investors to express their beliefs
through investment, divestment and engagement. Crucially,
however, investors in private markets can also exert significant
direct control over how their investments are managed.

The idea of outcome-based investing is broadening to such an
extent that investors are increasingly aligning their investments
with environmental and social, as well as financial, outcomes.
For instance, so farin 2021, specialist renewable energy
infrastructure funds have raised $27 billion globally, more than
at any time in the past decade.* We expect to see growing
investor interest and emphasis on governance, diversity and
inclusion — both in portfolio investments and in managers.

Stepping up

As we head into 2022, three themes are shaping our thinking

in the areas of real estate, infrastructure and private credit
investing: the emergence from COVID-19, the return of inflation,
and ESG and impact investing.
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Emergence from COVID-19

We have learned not to second-guess the COVID-19 virus.
While consensus forecasts suggest further economic recovery
in 2022, we should remain prepared for bumps in the road.
The COVID crisis has created new challenges for a number of
asset classes. It has also accelerated existing trends, for
instance, in the evolving role of the office, as well as higher
ecommerce expenditure resulting in change in the retail
landscape. At the same time, ‘build back better’ will have
profound implications for infrastructure, real estate and
corporates in the relevant sectors:

e The UK, EU and US have committed to invest heavily in
infrastructure as a key driver of future growth (‘build back
better'). The US infrastructure bill amounted to nearly
$600bn of new spending, while the UK plans to invest
£200bn in infrastructure over the next five years. Given the
constrained public finance position, we expect the private
sector to provide enabling capital. This should lead to a
strong pipeline of investment opportunities in clean energy,
transport, and digital infrastructure, as well as real estate-
led city regeneration.

US 'new' spending in infrastructure bill (Sbn)

_ 17°Ports 21 poliution
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110 Roads, bridges
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drinking
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65 High-speed / passenger
internet and freight rail
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Source: White House press release as at November 2021.

e More generally, companies are now shifting their focus
from cost cutting to business investment. The Q3 2021
Deloitte CFO survey® indicated greater emphasis on
increasing capital expenditure, particularly in new
technology. Corporate borrowers are turning to the private
credit markets to fulfil financing needs, supporting a
pipeline of investment opportunities across a range of
sectors and business types.

5 www?2.deloitte.com/uk/en/pages/finance/articles/deloitte-cfo-survey.html

UK planned investment pipeline 2021 to 2025 (£bn)
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Source: Analysis of the National Infrastructure and Construction Pipeline,
August 2021.

o Within real estate, the industrial and residential sectors
have been key beneficiaries of structurally robust demand.
While we remain positive on the fundamentals of the
industrial sector in the short term, we are cautious as
to how long the level of return growth can be sustained
given the sector’s strong run thus far.

e Therole of the office for companies has been, and remains,
a subject of intense debate. We continue to believe that
high quality, accessible offices will play a significant role for
most service businesses. But there is no doubt that the bar
of what ‘good’ looks like has risen, significantly increasing
divergence in value between asset qualities.

¢ The retail sector continues to deal with the structural
challenge of higher ecommerce volumes and rising costs,
although we are seeing tangible examples of successful
repurposing that create a renewed, wider role for buildings
previously associated only with shopping. Meanwhile, the
greater use of turnover-based property leases has, among
other changes, driven a better alignment of interests
between retailer and investor.
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e The need for occupier engagement was clear before COVID
as new entrants drove service levels higher, leaving more
passive real estate investors exposed. The pandemic has
accelerated this theme, with pragmatic and principled
engagement being necessary to manage rental collection,
especially in the most exposed occupier sectors. Investors
increasingly recognise that technology, such as LGIM’s
Vizta platform, can drive engagement further. Furthermore,
they believe that social value initiatives, where occupiers
and landlords jointly undertake community activities, can
be an excellent way to make a positive local impact while
improving relationships.

Inflation as a renewed concern for investors

Interest rates remain at historically low levels, with many
countries still on emergency COVID-19 rates. The market
expects the US Federal Reserve and Bank of England to wind
up QE and raise policy rates imminently. That said, barring
an unexpected shift in structural conditions, we believe rates
are likely to remain below historical averages over the
medium term.

Joining the dots - US interest rate expectations
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Source: US Federal Reserve dot plot as at December 2021. Assumptions,
opinions and estimates are provided for illustrative purposes only.

Inflation in developed economies, however, is currently at levels
not seen for decades. While the structural drivers for potential
long-term deflation have not changed, breakeven inflation rates
illustrate that markets are currently more concerned than
economists about persistent increases in costs.

Whether in the short or longer term, this highlights the
requirement to hedge inflation as a more pressing issue for
investors. Real estate and infrastructure are often viewed as
effective ways of hedging inflation. While this can be true, the
devil is very much in the detail.

Both asset classes have segments or strategies which provide
a contractual link to inflation, for example long-income
property (credit tenant leases in the US), and certain social
infrastructure and regulated utility assets in the infrastructure
space. These can be a useful addition to an investor’s wider
inflation-hedging strategy. Beyond contractual protection
(where inflation-linked increases are embedded), other asset
types offer protection by 'pricing power', where a healthy
balance of supply and demand influences the ability to pass
inflation onto the end user.

An increasing number of real estate portfolios are tilting toward
operational exposure which aligns investors’ cashflows with
the revenues and profits of the business conducted on, or
from, the premises. With the right expertise and focused on the
right assets, we view this as a potential source of alpha.

Inflation in construction costs and material prices in all sectors
associated with capital expenditure requires mitigation. A key
area of due diligence is to stress test the viability of a project to
withstand input cost inflation as well as supply chain
disruptions. This requires greater supply chain visibility and
agile management.

ESG and impact investing

ESG is not just about managing downside risks. It's also about
allocating capital to solve the biggest environmental and social
problems we face today as we move towards a future of net
zero carbon emissions and inclusive growth. In our view, the
transition to net zero provides one of the greatest investment
opportunities in our generation.

Investors with a long-term horizon have a key part to play. We
note above the large financing requirements related to
decarbonising the energy and transport sectors. The real
estate industry needs to carry out a multi-decade programme
of capital expenditure to improve the energy efficiency and
carbon intensity of its existing buildings, which in the
developed world account for the majority of the stock that will
existin 2050. The aforementioned supply chain issues in the
construction sector could create significant practical
difficulties in achieving these aims, at least in the medium
term, increasing risks around stranded assets.
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There is increasing evidence of financial value being delivered
by stronger environmental standards in buildings. As an
example, recently released data showed that ‘greener’ offices
in central London (BREEAM rating 'Outstanding’) have
generated a rental premium of 12.3% versus other high quality
but non-certified buildings.® Such data builds confidence that
repositioning can be financially beneficial.

For those with capital to deploy, the net zero transition is
creating both new asset types and financing opportunities:

o Direct capital towards climate and social solution creators:
in 2021, LGIM financed providers of elderly healthcare, fibre
broadband in underserved areas and heat pumps, amongst
other examples of climate and social solutions. We are
seeing an increasing number of opportunities that will meet
institutional investor requirements in areas as diverse as
hydrogen, sustainable agriculture, and carbon capture.

e Inthe area of transition finance, there is scope to support
borrowers with their environmental and social impact
objectives. In 2021, LGIM executed its first net zero-specific
loan to a university college, where the proceeds will be
ring-fenced for the implementation of their net zero
strategy. In other cases, LGIM has offered coupon
reductions linked to ambitious environmental or social
KPIs. We expect a growing pipeline of sustainability-linked
loans as corporates try to deliver net zero and positive
impact.

Private markets — providing a range of opportunities
The events of the past several years have underscored that
even for long-term assets, which we typically view private
market exposures to be, agility and a forward-looking mindset
are rewarded. In a complex environment, we believe the range
of opportunities in real estate, infrastructure and private credit
is rich and diverse. Notably, such projects are supported by, or
aligned with, governments’ investment plans and the transition
to net zero. All of this points to a sustained increase in the role
for private market allocations in helping investors achieve their
own long-term investment and ESG objectives.

5 www.knightfrank.com/research/article/2021-09-02-the-sustainability-series
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Contactus

For further information about LGIM Real Assets, please visit www.lgim.com/realassets or email contactrealassets@lgim.com
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Key Risks

Past performance is no guarantee of future results.

The value of an investment and any income taken from it is
not guaranteed and can go down as well as up, you may not
get back the amount you originally invested. The Information
has been produced for use by a professional investor and
their advisors only. It should not be distributed without our
permission.

Important information

The information is for discussion purposes only and does not constitute
advice (investment, legal, tax advice or otherwise) or a recommendation
to buy or sell investments. The document presents our current views and
is subject to change. The content of this document should not form the
basis of any investment decisions by you.

The information contained in this document (the ‘Information’) has been
prepared by Legal & General Investment Management Limited, or by
Legal and General Assurance (Pensions Management) Limited and/or
their affiliates (‘Legal & General’, ‘we’ or ‘us’). Such Information is the
property and/or confidential information of Legal & General and may not
be disclosed by you to any other person without the prior written consent
of Legal & General.

No party shall have any right of action against Legal & General in relation
to the accuracy or completeness of the Information, or any other written
or oral information made available in connection with this publication.
Any investment advice that we provide to you is based solely on the
limited initial information which you have provided to us. No part of this
or any other document or presentation provided by us shall be deemed to
constitute ‘proper advice’ for the purposes of the Pensions Act 1995 (as
amended). Any limited initial advice given relating to professional
services will be further discussed and negotiated in order to agree formal
investment guidelines which will form part of written contractual terms
between the parties.

The risks associated with each fund or investment strategy are set out in
this publication, the relevant prospectus or investment management
agreement (as applicable) and these should be read and understood
before making any investment decisions. A copy of the relevant
documentation can be obtained from your Client Relationship Manager.

Confidentiality and Limitations:

Unless otherwise agreed by Legal & General in writing, the Information in
this document (a) is for information purposes only and we are not
soliciting any action based on it, and (b) is not a recommendation to buy
or sell securities or pursue a particular investment strategy; and (c) is not
investment, legal, regulatory or tax advice. Any trading or investment
decisions taken by you should be based on your own analysis and
judgment (and/or that of your professional advisors) and not in reliance
on us or the Information. To the fullest extent permitted by law, we
exclude all representations, warranties, conditions, undertakings and all
other terms of any kind, implied by statute or common law, with respect
to the Information including (without limitation) any representations as
to the quality, suitability, accuracy or completeness of the Information.

D002701

Any projections, estimates or forecasts included in the Information (a)
shall not constitute a guarantee of future events, (b) may not consider or
reflect all possible future events or conditions relevant to you (for
example, market disruption events); and (c) may be based on
assumptions or simplifications that may not be relevant to you.

The Information is provided ‘as is' and 'as available’. To the fullest extent
permitted by law, Legal & General accepts no liability to you or any other
recipient of the Information for any loss, damage or cost arising from, or
in connection with, any use or reliance on the Information. Without
limiting the generality of the foregoing, Legal & General does not accept
any liability for any indirect, special or consequential loss howsoever
caused and on any theory or liability, whether in contract or tort
(including negligence) or otherwise, even if Legal & General has been
advised of the possibility of such loss.

Third Party Data:

Where this document contains third party data (‘Third Party Data’),
we cannot guarantee the accuracy, completeness or reliability of such
Third-Party Data and accept no responsibility or liability whatsoever
in respect of such Third-Party Data.

Publication, Amendments and Updates:

We are under no obligation to update or amend the Information or correct
any errors in the Information following the date it was delivered to you.
Legal & General reserves the right to update this document and/or the
Information at any time and without notice.

Although the Information contained in this document is believed to be
correct as at the time of printing or publication, no assurance can be
given to you that this document is complete or accurate in the light of
information that may become available after its publication. The
Information may not take into account any relevant events, facts or
conditions that have occurred after the publication or printing of this
document.

Telephone Recording

As required under applicable laws Legal & General will record all
telephone and electronic communications and conversations with you
that result or may result in the undertaking of transactions in financial
instruments on your behalf. Such records will be kept for a period of five
years (or up to seven years upon request from the Financial Conduct
Authority (or such successor from time to time)) and will be provided to
you upon request.

Legal & General Investment Management Limited. Registered in England
and Wales No. 02091894. Registered Office: One Coleman Street,
London, EC2R 5AA. Authorised and regulated by the Financial Conduct
Authority, No. 119272.

Legal and General Assurance (Pensions Management) Limited.
Registered in England and Wales No. 01006112. Registered Office: One
Coleman Street, London, EC2R 5AA. Authorised by the Prudential
Regulation Authority and regulated by the Financial Conduct Authority
and the Prudential Regulation Authority, No. 202202.

LGIM Real Assets (Operator) Limited (Company No. 05522016).
Registered Office: One Coleman Street, London, EC2R 5AA. Authorised
and regulated by the Financial Conduct Authority (Firm Reference
Number 447041).






