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Isio responds to the
FCA’s consultation on a
new regime for investing
in illiquid assets
The Financial Conduct Authority (FCA) recently consulted on a set of
proposal for a new category of authorised open-ended fund called the
long-term asset fund (LTAF). This is designed to enable authorised
funds to be set up to invest efficiently in long-term, illiquid assets.
We have set out our key messages in response to the consultation
document below. These comments have been prepared in our role
advising a number of Master Trusts and Governance Committees of
contact based DC providers, as opposed to an asset manager or DC
product provider. As a result, they are focused more on strategic rather
than operational issues.
There is a strong case for illiquid investments in DC
•

Members have long term time horizons, sometimes longer than DB

•

Private market assets can offer better outcomes and improved
returns for members through diversification, illiquidity premium,
and access to contractual income

•

Most DC schemes have significant inflows from younger members
and ongoing contributions (particularly where they are used for
Auto-Enrolment purposes)

•

Investment in productive assets is positive for the economy and
there is a funding gap, particularly in areas of sustainability (for
example green infrastructure)
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Many obstacles still remain (but hopefully the LTAF can help to
address some of them)
•

Illiquid assets need to be able to be included within DC
defaults to have a meaningful impact, as this is where the vast
majority of members are invested (i.e. making them available for
members on a self-select basis will not shift the dial)

•

The assets may not be a priority for small to mid-sized DC
schemes for a number of reasons:
1.

The trend of moving to Master Trusts is set to continue,
so own trust DC schemes are unlikely to commit to illiquid
strategies if transferring to a Master Trust might be a
possibility in the next 5-10 years

2.

Other areas such as ESG considerations on existing asset
classes (e.g. equities and bonds) are taking priority

•

There are lots of implementation considerations, such as how
to manage liquidity, the impact of the j-curve return profile,
the need to rebalance to maintain allocations, dealing with
fund suspensions, constraints about what funds are on their
platform, valuation considerations, and calculation of charge.
These are all areas which the LTAF is aiming to address and we
believe it will help to remove (or at least mitigate) a number of
these challenges.

•

Including private market assets are likely to lead to increased
charges, even if there is still headroom versus the charge cap
there is often reluctance to increase what members are paying

Master Trusts will be key to gaining momentum
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•

They are working with a significant asset base to access new
opportunities and manage liquidity

•

They have a willingness to invest in their propositions to develop
new and innovative solutions

•

Private markets can be a route into helping fulfilling some of
their ESG commitments (for example net zero deadlines)

•

A more sophisticated strategy leading to better member
outcomes could help differentiate themselves in the market

•

However, they are still facing significant price pressure and the
need to price competitively in order to win new mandates. This
is more important than the charge cap where many Master
Trusts are already well below this level, but it is more about
pricing competitively and fulfilling their promises to new clients
about not increasing charges.

•

They will need to be able to manage liquidity if Master Trust to
Master Trust moves become more common – for example what
to do if your biggest employer switches scheme

