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ALTERNATIVES REMAIN VITAL
Alternatives remain a key component of investors’ 
portfolios. More than one third (35%) of LPs confirmed 
that their current allocation to alternative investments was 
more than 30%, with one in five committing up to 10% to 
alternatives (see Figure 1).

“It’s definitely a high number. In terms of how much 
money they are willing to allocate and the returns they 
are looking for, alternatives are still an important asset 
class in many respects, but nevertheless the figure 
was still higher than I expected,” comments Meghan 
McAlpine, Director of Strategy & Product Marketing 
at Intralinks.

“For emerging managers and those who are still actively 
raising capital, I think the fact that LPs are looking to 
increase their allocations is definitely good news.” 

How well funded they are, and what level of liquidity 
they need to maintain, will determine the extent to 
which institutions allocate. If they are well funded and 
they don’t need liquidity, the higher the percentage to 
alternatives and the greater their returns will likely be. 

The fund administrator to a large US construction 
workers pension plan says that it helps not having 
to worry about liquidity concerns. The majority of 
its investments are held in liquid, traditional market 
securities, but as the LP states: “We have just increased 
our allocation to alternatives and we are now at about 
26%. We increased our allocation to private equity from 
6% to 10%, and we also rotated out of hedge funds into 
multi-asset funds, which seem to be the flavour of the 
day. We had exposure to two fund-of-hedge-funds. 

“We also have exposure to real estate and infrastructure 
but private equity is the highest allocation.”

Adi Divgi manages capital for his NYC-based family 
investment vehicle. He says that he has added more 
capital to the alternatives bucket in 2017, with further 
plans to do so over the next 12 months. The focus, 
he says, is on four areas: hedge funds, private equity, 
private credit funds and real estate.

“There are a lot of private credit funds today. We’ve been 
active in this space for many years now. We have a very 
specific approach in how we evaluate opportunities. 
It’s an area in which we have allocated capital over the 
years. We might do more,” confirms Divgi.

Poor performance and outflows of USD102 billion in 2016 
would suggest that hedge funds have lost a bit of their 
lustre. At the same time, private equity funds have gone 
from strength to strength. Last year, 917 funds closed, 
raising USD372 billion of aggregate capital. With respect 

Fig 1: Current asset allocation in alternative 
investments

● 1%-10% 18.1%

● 11%-15% 15.0%

● 16%-20% 17.4%

● 21%-25% 9.0%

● 26%-30% 6.9%

● >30% 35.4%

● N/A 2.8%

The LP blueprint: 
Insights on alternative investments

Intralinks, in partnership with Global Fund Media, conducted this global LP survey to 
examine how investors view the GPs they currently allocate to. More than 140 LPs 
responded, 52% of which were based in North America, 31% in Europe and 15% in 
Asia Pacific. In terms of LP breakdown, nearly one quarter (22%) were public pension 
plans, 15% were consultants and 13% were either endowments or family offices. 
Global Fund Media editor, James Williams, reports on the survey’s key findings.
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to real estate funds, total fund numbers rose between 
January 2016 and January 2017 from 493 to 533. Last year, 
this asset class attracted USD117 billion in net inflows. 

Overall, total net inflows into alternatives in 2016 
were USD669 billion1, bringing industry-wide AUM to 
USD4.46 trillion.

Two thirds of LPs surveyed said that they plan on 
increasing their allocations to alternatives by between 
1% and 10% in 2017. The pressure that institutions face 
today to meet their investment targets shows no signs 
of easing. 

“Since 2013, I have increased my family’s allocation to 
non-real estate alternatives to somewhere between 5% 
and 10% of the entire portfolio,” explains Divgi. “Because 
of that, I’ve been active in the four verticals over the past 
several years for the family, mainly in real estate but also 
in private credit. 

“The problem today is, money is flowing everywhere: 
public markets, private markets. It’s hard to make 
money anywhere. Investors don’t typically get paid for 
holding cash.”

It is one thing for an LP to say that they plan to 
increase their allocation to alternatives but quite another 
to actually find the right managers and investment 
strategies to put that capital to work. 

Mark Roberts is the Chief Investment Officer for Biltmore 
Family Office, as well as a Managing Director for 
Ironsides Asset Advisors and for the Tuscarora Company 
(a family office). He confirms that, currently, private equity 
investments are a central tenet of both family offices and 
that the overall allocation to hedge funds is roughly 5% 
higher than last year. 

Roberts says that on the private equity side: “We’ve been 
growing our distressed allocation over the past four 

quarters and we are looking to add another distressed 
manager into our scheme. We’ve been pretty consistent 
investing in our middle and small buyout fund allocations. 
We have a preference to the small buyout GPs today. 

“On the hedge fund side, we favour event-driven 
managers more than quantitative funds and CTAs. There 
are certain characteristics I like about the investment 
streams but in terms of what we do from an evaluation 
perspective, we like to understand how the models work. 
We’re not going to consider anything that’s black box; 
that’s more of a philosophical tenet than a market call.” 

SOME FEARS REMAIN
Not everyone, however, has grand designs on increasing 
their exposure to alternatives. The Intralinks survey 
revealed various reasons among LPs for remaining 
cautious. These ranged from expectations of higher 
returns in public markets to fears that alternatives were 
getting too expensive, there were other opportunities 
with a lower risk than alternatives, and LPs were 
either comfortable with their current level of exposure 
or constrained by investment committees to increase 
it further.

“Also, I think some LPs have concerns over whether 
GPs can actually put capital to work. The amount of dry 
powder in private equity is very high – around USD845 
billion. Will deal volumes remain high? As a result, 
there are more LPs now looking at direct investing and 
co-investment opportunities to effectively deploy their 
capital,” suggests McAlpine.

Speaking off-the-record, one Swiss-based investor says 
that Swiss investor sentiment towards hedge funds 
is lukewarm at best, citing issues with performance 
and fees. “A lot of people have trouble explaining to 

For emerging managers and 
those who are still actively 
raising capital, I think the 
fact that LPs are looking to 
increase their allocations is 
definitely good news.”
Meghan McAlpine, Intralinks
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their own end investors why they are still investing in 
hedge funds. I think Swiss investors would like higher 
allocations to alternatives, broadly speaking, because 
they don’t trust equity and bond markets. You have to 
be brave to still keep banging the drum for alternatives, 
especially given the disappointing results of hedge funds 
in recent years.

“Swiss investors are conservative and not all that 
interested in hedge funds. Some are actively allocating 
but I would say that on average there are still net 
redemptions,” comments the LP, confirming that a 
number of funds on its watch list are liquidating.

TRANSPARENCY 
One of the ongoing issues and sources of frustration 
among LPs is the level of transparency they receive. 
The survey findings underscore this, with more than half 
of respondents (54%) confirming that there were only 
“somewhat satisfied” with the level of transparency they 
receive from fund managers (see Figure 2).

Only one in five LPs said that they were “very satisfied,” 
suggesting that there is still a long way to go to bridge 
the gap in expectations. Some might suggest that it is 
counter-intuitive to want detailed transparency on private 
equity funds, which adopt a long-term ‘buy and hold’ 
strategy. 

However, this is to miss the point. Regardless of the 
illiquidity of the fund, institutional investors increasingly 
want to review their portfolios in aggregate, across 
the liquidity spectrum. They want to know how their 
investments are performing, regardless of whether they 
are deemed traditional or alternative investments. It is, 
in effect, illustrative of the mainstream nature with which 
investors now view alternatives. 

“There are regulatory pressures being placed on 
investment firms – not just LP pressures – to be 
more transparent. LPs are following the lead from the 
regulators and asking for greater levels of transparency 
from a lot of their fund managers but it’s far from 
a level playing field, as the survey results suggest,” 
comments McAlpine.

The pension fund LP says that it is used to receiving 
different levels of transparency with different managers. 
“As far as reporting goes, they are all transparent on 
what they hold. If it’s an investment in a private equity 
fund, it’s pretty clear what the assets are. 

“Most of our GPs want to provide us with more 
communications than we even need. They’re quite 
focused about it. I think what they are trying to do is keep 
the consulting community happy. If they lose faith among 
that community, they are history,” suggests the LP.

A recent survey by Northern Trust2, in conjunction with 
The Economist Intelligence Unit, found that whereas 
transparency was considered an important factor, 
pre-2008, by only 3% of respondents, post-2008 it had 
increased to 17%.

More than 60% of respondents ranked transparency as 
the most important factor. 

Those GPs who take transparency more seriously could 
gain a strategic edge over their peers when it comes to 
attracting more investors into their funds. There are signs 
that this is starting to happen. According to the Intralinks 
survey, 53% confirmed that the level of transparency had 
indeed increased. But it is hard to determine from how 
low a base that increase had risen. 

Given that only one in five LPs are satisfied with fund 
transparency, confirmation of the increase probably 
suggests that it has simply gone from ‘bad’ to 

Fig 2: Satisfaction with amount of transparency
received from fund managers

● Very satisfied 17.7%

● Somewhat satisfied 54.6%

● Somewhat dissatisfied 18.4%

● Very dissatisfied 9.2%
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‘average’: in other words, there is still plenty of room 
for improvement. Approximately 43% of LPs confirmed 
that in their experience, the level of transparency had 
remained the same (see Figure 3).

“I also found it interesting that only 30% of LPs were 
asking for the ILPA template. There seems to be a 
big push for standardisation but it doesn’t appear as 
though many LPs are actually asking for that. Often, 
GPs will have investors asking for different templates 
but they don’t always know what LPs are looking for, 
or in what specific format they want the data. They 
need to get a better understanding from LPs on where 
they want transparency and meet their needs that way, 
rather than just providing a blanket template approach,” 
says McAlpine. 

USE OF LEVERAGE
The Swiss LP says that he would like to see managers 
become a bit more open, but not too open.

“Their job is to find good investment opportunities,” he 
says. “I don’t see a problem with managers using a one- 
or two-month time lag in terms of reporting to LPs. It’s 
good to know what’s in their portfolio as a check, but it’s 
not necessary to have daily or weekly transparency.

“Sometimes it just doesn’t make sense. Take a market 
neutral fund, for example, which might have thousands 
of positions in the portfolio. Or a niche private credit 
strategy. Being too transparent would hurt the GP. At the 
end of the day, if you don’t like the level of transparency 
being offered by the GP, don’t invest.”

Divgi says that, from his vantage point, one area of 
improved transparency he would like to see with respect 
to PE funds is their use of capital call facilities.

“By doing so, it would enable us to compare GPs more 
effectively by adjusting for the use of facilities because 
some managers use the lines more aggressively than 
others do. For more aggressive managers, if their 
portfolios do well they have enhanced returns because 
they have used leverage. It doesn’t necessarily mean 
they are a better manager. How do you normalise that? 
Having more transparency on this issue would help,” 
says Divgi. 

More than 86% of LP respondents said that they were 
either “somewhat satisfied” or “very satisfied” with 
the ability of GPs to respond to ad hoc requests. This 
throws up a bit of a paradox as it would seem to slightly 
contradict LPs’ concerns over transparency cited above. 

Granted, it is not possible to divine what level of 
transparency is provided in these ad hoc reporting 
requests, but it would suggest that fund managers are 
improving their middle-office capabilities – either internally 
or by appointing third party fund administrators – to meet 
these demands. 

This is perhaps unsurprising when one considers the 
extent of global regulation that has been introduced 
over the last few years. GPs face numerous reporting 
demands, from Form-PF and CPO-PQR to Annex IV, 
EMIR and FATCA in the US (and Common Reporting 
Standards globally) and, as of January 2018, transaction 
reporting under MiFID II regulation. 

GDPR AND CYBER RISK
One of the more significant regulatory developments in 
Europe is the impending introduction of the General Data 
Protection Regulation (GDPR) on 25th May 2018. This will 
impact not just European fund managers, but any global 
fund manager with European investors. In short, the aim 
of GDPR is to shore up the way that businesses secure 
personally identifiable information. 

Fig 3: Level of transparency from fund managers
in the past two years

● Increased 53.1%

● Remained the same 43.4%

● Decreased 3.5%
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GDPR has the potential to wipe out fund managers 
who do not take data protection seriously. Whether this 
has been fully realised among GPs and LPs is hard 
to say. It was somewhat surprising that 79% of survey 
respondents said that they had no concerns over how 
GPs were handling their personal information, in light 
of GDPR. 

One inference to draw from this is that LPs perhaps do 
not know exactly what questions to ask to be certain 
that GPs are making the necessary GDPR modifications. 
There could be a ‘blind trust’ element to the level of 
confidence being cited. 

“I think the reason the figure was so high was because 
of a lack of real awareness. Investors perhaps treat it 
merely as a check-the-box exercise. It’s the same thing 
we saw with cybersecurity a couple of years ago. Now, 
however, LPs are asking more detailed questions to try 
and understand it a lot better,” explains McAlpine.

GDPR and cybersecurity overlap in the sense that both 
relate to data protection, the latter focusing specifically 
on personally identifiable information. 

With that in mind, Divgi is hopeful that GDPR will prove 
to be a good cybersecurity measure for the whole 
industry not just Europe. 

“Cybersecurity is not an area I’ve been focusing too 
much on, in part because the approval process for the 
managers we invest with involves a lot of compliance 
work. Our compliance team goes through numerous 
checks with GPs who we become an LP of, and I 
believe one of those checks looks at cybersecurity,” 
confirms Divgi.

DIRECT INVESTING & CO-INVESTING
Of those that were interested in direct investing, 60% 
said that they had increased their pace of direct investing 
– as opposed to allocating to funds – over the last three 
years. If this is the start of a new trend, it means that 
GPs can expect to face growing competition when it 
comes to putting dry powder to work. 

When one considers that there was an estimated 
USD846 billion of PE dry powder as of March 2017, the 
more that LPs look to invest directly the more potential 
there will be for asset prices to rise and for deal 
opportunities to contract. 

As reported by Bloomberg3 on 3rd May 2017, 
approximately 81% of family offices now have at least 
one full-time employee sourcing and evaluating direct 
investments. This is based on an annual survey by the 
Family Office Exchange. 

In Roberts’ view, there is a level of disintermediation 
going on in the marketplace, partly to reduce manager 
fees. Some pension funds and family offices are thinking, 
‘Can I do a portion of this myself in-house?’ 

“I think the jury is still out on that and we’ll have to 
wait and see how that plays out. You have to be very 
thoughtful about how you do your position levels. In a 
traditional private equity portfolio, you might have 10 or 
15 names, and you need to think about that in a portfolio 
context. By investing directly, the risk is you over-allocate 
to certain investments and impact the risk profile of the 
portfolio. At present, I’m looking at a couple of direct 
investment opportunities in infrastructure, which I’m more 
interested in than getting broad exposure through a 
fund,” explains Roberts.

Another option aside from direct investing is the 
co-investment opportunity, which more GPs are now 
looking to provide. According to the latest Preqin4 
figures, 44% of real estate managers plan to increase 
the number of co-investment opportunities (outside of 
their main funds) to accommodate LPs, with 40% of 

By investing directly, the risk 
is you over-allocate to certain 
investments and impact the 
risk profile of the portfolio.”
Mark Roberts, Biltmore Family Office

“
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infrastructure managers planning to increase the number 
of opportunities, year-on-year. Two-thirds of LPs surveyed 
said that they regarded co-investing as either “somewhat 
important” or “very important” (see Figure 4).

“We have been co-investing in real estate and private 
credit for the past few years,” confirms Divgi. He says 
this is yet to happen in private equity, “but we always ask 
in side-letters for the ability to engage in co-investments 
with GPs”. 

LPs want to be kept up-to-date on co-investment 
opportunities, even though they might not execute on them. 

DOUBLE-EDGED SWORD
Divgi warns, however, that he doesn’t necessarily want 
smaller GPs doing co-investment deals, as that could 
lead to style drift in the strategy. 

“I don’t necessarily want all the GPs in our portfolio to 
offer co-investing,” states Divgi. “LPs do co-investing for 
many reasons averaging down the fee drag as there 
are no fees for co-investing, getting more idiosyncratic 
exposure to specific deals, etc. But there are potential 
downsides: adverse selection and strategy drift, among 
others. Co-investing can be a double-edged sword. If it’s 
done prudently, fine. Now it seems everyone is offering it.”

The US pension fund LP confirms that it has been 
making both direct investments with the likes of 
Apollo Global Management as well as engaging in 
co-investments with GPs, such as IFM Investors for 
infrastructure, over the last three to five years. 

“We also co-invest through OMERS (Ontario Municipal 
Employees Retirement Scheme), who own an asset 
manager that specialises in infrastructure, called Borealis. 
Generally, one of the main benefits of co-investing is 
more transparency. 

“We enter into limited partnership arrangements with 

certain expectations that we will be able to participate 
in all investment opportunities. IFM gives us a regular 
opportunity to increase our allocation in their fund before 
they try to raise new capital. We had to opt in to that. 
Other LPs might decide to opt out,” says the LP.

MARKET SECTOR INSIGHTS
One might be forgiven for thinking that the level of 
political uncertainty that has emerged over the last 12 
months might have given LPs cause for concern, with 
respect to their alternative allocations. But as the survey 
results reveal, nearly three-quarters of investors (73%), 
said they had no plans to reduce the number of funds 
they invest in. 

To balance this out, one LP, who asked to remain 
anonymous, said that not all of its alternative investments 
are performing well, partly due to the market challenges 
of the past few years. 

“We’ve put a number of hedge funds on a watch list and 
for at least one of them we’ve started the redemption 
process. In terms of the overall market environment, 
we are sceptical that the run-up in pretty much every 
market will continue. We are purposely avoiding the 
largest alternatives funds, those with USD10 billion or 
more in AUM. They are great firms but I’m sceptical that 
these funds can achieve returns similar to their historical 
performance,” says the LP. 

When asked which three sectors they were keen for 
GPs to invest in, investors cited Technology (50.4%), 
Healthcare (48.9%) and Infrastructure (44.4%) as the most 
attractive (see Figure 5).

“We have had historic exposure to healthcare so I 
wouldn’t say we are looking to grow that but equally 
we’re not looking to reduce it,” says Roberts. “For 
infrastructure, I actually worry about the dollars being 
raised by managers.”

Fig 4: Importance of co-investment

● Very important 24.3%

● Somewhat Important 43.6%

● Somewhat unimportant 24.3%

● Very unimportant 7.8%

Co-investing can be a double-
edged sword. If it’s done 
prudently, fine. Now it seems 
everyone is offering it.”
Adi Divgi, NYC-based family office  
investor
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The construction workers’ pension fund views 
infrastructure as an important asset class, confirming that 
its current allocation is 5.5%. 

“It’s not yet fully funded and that’s the hard part about 
private equity and infrastructure investing; it takes a while 
for the capital to be called and invested. We plan on 
getting to 10% in private equity but we’re some way from 
getting there,” they confirm. 

Interestingly, the pension plan observes that technology 
has started creeping in to infrastructure, with the 
construction of server farms and data centres. 

“Most US utilities are still not yet connected to one 
another. If they want to adjust the electricity flow from 
one power station on the grid to another, they still send 
a fax. So there’s a ton of technology potentially coming 
into the infrastructure space. Healthcare is not an area 
we have invested much in. That said, I know that a 
number of pharmaceutical limited partnerships have been 
extremely successful. It’s something we would consider 
but it would have to be the right opportunity,” they add. 

Most LPs prefer to invest in hedge funds with 
multi-sector expertise, rather than putting all their eggs 
in one basket with sector specialists. “We haven’t 
yet decided to allocate to sector specialists in either 
healthcare or technology, but we think there might be 
opportunities. We currently prefer to get that exposure in 
a multi-sector format. When markets get frothy, greater 
flexibility in investment mandate might be warranted,” 
says Divgi.

Being a hedge fund investor, the Swiss LP says that 
while technology and healthcare are interesting areas: 
“Our investors don’t want to influence managers in terms 
of how they invest, or where they invest”.

He says that there is no pressure to invest in sector 
specialists: “One comment that I really liked in the 
Intralinks survey was, ‘It’s up to the fund manager’. In 
our portfolio, there are funds that are very aggressively 
long technology names for good reason, because 
valuations are still low and revenues are growing. 
Compared to Nestle, Apple has the same valuation but 
much higher revenue growth.”  

KEY TAKEAWAY
McAlpine concludes by suggesting that one of the key 
takeaways of the survey is that whilst transparency is 
clearly a big issue for LPs, what is more important is 
how GPs are communicating with them. 

“Having good communication lines is even more 
important than blindly giving investors a range of different 
templates. In an investor’s mind, they’d rather have a 
dialogue with the manager, even if an investment is 
going south, and be made aware of what is happening. 
How GPs are engaging with their end investors is really 
the key point and why we conducted this survey in the 
first place,” she concludes. 

Sources:
1.	 Internal	Preqin	data	on	private	capital	funds	(private	

equity,	real	estate,	infrastructure)
2.	Northern	Trust	survey:	www.northerntrust.com/

documents/campaign-landing/cis/2017/path-to-
transparency.pdf

3.	www.bloomberg.com/news/articles/2017-05-03/rich-
families-go-solo-on-deals-moving-away-from-private-
equity	

4.	www.preqin.com/docs/reports/Preqin-Special-Report-
Real-Estate-Co-Investments-and-Separate-Accounts-
March-2017.pdf

Fig 5: Sectors LPs are keen to see GPs invest in
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Having good communication 
lines is even more important 
than blindly giving investors a 
range of different templates.”
Meghan McAlpine, Intralinks

“
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