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European Fund Survey

Key findings

1.	� Most funds have inflation-
linked return objectives and 
contractual inflation-linked 
returns will help them meet 
those targets.

2.	� Reducing portfolio volatility is 
the top priority for European 
pension funds.

3.	� Inflation continues to be high 
but most funds hedge less than 
half their liability risks.

4.	� Nearly half of European 
investors allocate more than 
10% to illiquid assets.

5.	� More than three-quarters of 
European investors expect 
to increase allocations to 
long‑dated inflation-linked 
income solutions.

6.	� European investors expect to 
increase their focus on ESG 
over the next few years.Where was this data gathered?

AlphaReal interviewed 100 pension fund investment professionals in Europe. 
Two-thirds were based in Germany and the Netherlands, with the balance 
spread across Northern Europe. More than half of the respondents were 
multi‑billion AUM pension funds. 

Country breakdown of respondents AUM breakdown of respondents

We asked European pension fund professionals, who 
collectively oversee €324 billion in assets, questions 
about their investments, including: 

•	 �Current investment objectives

•	 Investment priorities

•	 Inflation risk

•	 Illiquid assets

•	 Secure income assets

•	 �How their priorities may develop 
over the next 3 years

31% Germany
9% Ireland
36% Netherlands
6% Sweden
15% Switzerland
3% All others

2.0% Up to €250m  
19.6% €250m to €500m  
24.5% €500m to €1bn  
19.6% €1bn to €3bn  
21.6% €3bn to €5bn  
8.8% €5bn to €10bn  
2.0% €10bn to €25bn 
2.0% €25bn to €50bn 
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1. Investor objectives

What is your strategic asset allocation benchmark?

What is the return target for your investment portfolio?
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21% Our benchmark is risk-free 
bonds + x% target  

72% Our benchmark is inflation 
+ x% target  

8% We have an absolute return 
target 

AlphaReal comment

In a high inflation world, many 
assets will struggle to meet their 
inflation-plus benchmark due to a 
lack of inflation linkage. To protect 
portfolio performance, investors 
could consider assets that provide 
contractual, inflation-linked returns. 
Secure income real assets could 
therefore be an attractive option 
for investors. In addition, these 
assets can provide an attractive 
risk-adjusted return over the 
long term.

Key takeaway

Most funds have inflation-linked 
return objectives and contractual 
inflation-linked returns will help 
them meet those targets.

More than 70% of survey respondents manage their assets to an inflation-plus 
benchmark, with nine out of ten looking to surpass their strategic benchmarks 
by 1% to 3% over the long term. 
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2. Current priorities

What are your current strategic asset allocation priorities?

What is your main risk-management priority?

28% Increase portfolio expected return  
46% Increase diversification 

in the portfolio  
18% Increase portfolio income  
8%  Increase interest rate and 

inflation hedging 

AlphaReal comment

It makes sense that European 
pension funds’ top strategic 
priority is to reduce volatility and 
diversifying portfolios by investing 
in non-correlated assets is one way 
to achieve that. Investing in real 
assets with secure income flows 
that do not respond in the same 
way as traditional assets to rising 
inflation and interest rates can help 
to minimise the effects of market 
volatility, while simultaneously 
delivering strong inflation linkage. 
For example, AlphaReal’s secure 
income real estate investments 
continue to provide reliable 
income with annual inflation-linked 
increases to investors.

Key takeaway

Reducing portfolio volatility is 
the top priority for European 
pension funds.

European pension funds’ primary risk management priority is to reduce absolute 
portfolio volatility, with geopolitical tensions and high inflation continuing to 
impact global investment markets. Ongoing geopolitical tensions make for 
unpredictable markets and have contributed to ongoing heightened inflation.

Item
Overall 

rank
Rank  

distribution Score
No. of 

rankings

Reducing absolute volatility 
of the portfolio 1 408 102

Reducing volatility versus 
liabilities (sensitivity matching) 2 352 102

Meeting liability cashflows as 
they fall due 3 315 102

Offsetting the impact of 
rising inflation 4 287 102

Something else 5 168 102

Lowest rank Highest rank
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3. Inflation

Do you have inflation linked liabilities, and if so  
to what extent do you hedge inflation risks?

AlphaReal comment

In a higher inflationary world, 
many assets struggle to perform. 
Rising inflation may be a real 
threat to European pension funds’ 
performance unless they take 
steps to hedge their exposure. 
To protect portfolio performance, 
investors may well need assets 
that provide contractual, inflation-
linked returns. Investing in secure 
income real assets that include 
inflation-linked returns – such 
as infrastructure and real estate 
– can be a powerful way to help 
mitigate against the risk of rapid 
inflation increases.

Key takeaway

Inflation continues to be high but 
most funds hedge less than half 
their liability risks.

Annual inflation in the euro area remains high by historical standards and 
markets expect the ECB to continue the inflation fight by maintaining higher 
interest rates. Nearly 80% of European pension funds hedge their exposure to 
inflation to some degree. Interestingly, 56% of respondents hedge less than 50% 
of liability inflation risks while 20% do not hedge liability inflation risks at all. 

3% No we do not have inflation 
linked liabilities  

20% Yes and we do not hedge 
inflation risks  

56% We hedge less than 50% of 
our liability inflation risk

22% We hedge up to 75% of our 
liability inflation risk 
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4. Illiquids

Many investors allocate to illiquid assets to earn a premium 
above more liquid assets, does your fund allocate to illiquid 
assets and if so to what extent?

AlphaReal comment

There are many attractions to 
illiquids such as diversification, 
predictable income, inflation 
linkage and low volatility. We 
believe European investors 
could continue to increase their 
illiquid allocations over the next 
few years; if inflation remains 
higher for longer, inflation-linked 
products could continue to become 
more attractive. We believe 
the investment focus will be on 
areas such as long-income real 
estate, social infrastructure and 
renewable infrastructure. 

Key takeaway

Nearly half of European investors 
allocate more than 10% to 
illiquid assets.

Illiquids remain popular with European pension funds, with 98% of respondents 
having some allocation to illiquid assets and nearly half allocating more than 10%.

2% No we don’t have an explicit 
allocation 

50% We allocate up to 10% of our 
portfolio to illiquid assets  

45% We allocate up to 25% of our 
portfolio to illiquid assets

3% We allocate more than 25% 
to illiquid assets 
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5. Secure income

How do you see your allocation expectations to long-dated 
index-linked income changing over the next three years?

AlphaReal comment

Secure income real assets, such as 
commercial ground rents, could be 
an attractive option for European 
pension funds. In addition to 
inflation protection, these assets 
can also provide attractive risk-
adjusted returns for an investment 
grade asset.

These characteristics have meant 
that, in the UK for example, 
commercial ground rents have 
been one of the fastest growing 
segments of the long income real 
estate market in recent years, 
growing from virtually nothing to 
circa £5 billion in just over five 
years. We are now seeing potential 
for similar growth in Europe 
with pension funds and insurers 
across Europe now evaluating this 
opportunity.

Key takeaway

More than three quarters of 
European investors expect to 
increase allocations to long-dated 
inflation-linked income.

The survey shows that European investors are demanding assets that can 
provide long-dated index‑linked income, with more than half expecting to 
increase their allocation and a further quarter of respondents expecting to 
increase their allocations dramatically. The survey also found that three-
quarters of investors expect a yield of 2.5%‑3.0% per annum from long-lease 
index-linked real estate assets, with a further 20% of investors expecting yields 
of 3.0% to 3.5%. 

12% Maintain  
59% Increase slightly  
26% Increase dramatically
4% Decrease slightly 
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6. �Looking ahead -  
Priorities for the next 3 years

How do you see your focus on the following ESG priorities 
changing over the next three years?

How do you see your focus on the following asset classes 
changing over the next three years?

AlphaReal comment

Commercial ground rents have 
grown quickly in recent years in 
the UK. We now believe the time is 
ripe for European investors to move 
forward with these strategies. For 
investors, they can help match 
cashflow to their longest dated 
inflation-linked liabilities while 
generating attractive investment 
returns given the risk level. In 
addition, these asset classes 
can also make a positive ESG 
contribution.

Key takeaway

European investors expect to 
increase their focus on ESG over 
the next few years.

Our research shows that ESG and real estate are key priorities for European 
pension funds. Nearly 90% of respondents expect to increase their focus on real 
estate over the next three years, while 88% expect to increase their focus on 
major ESG issues over the same timeframe.

Climate change 
reporting targeting net 

zero pledges

Ensuring supportive 
social iimpact on 

communities

Increase dramatically 49.0% (50) 42.2% (43)

Increase slightly 42.2% (43) 43.1% (44)

Stay the same as today 8.8% (9) 13.7% (14)

Decrease 0.0% (0) 1.0% (1)

Don’t know 0.0% (0) 0.0% (0)

Responses 102 102
 
Numbers in brackets denote the response count

Real estate
Private  

Credit /Bonds Alternatives

Increase dramatically 50.0% (51) 40.2% (41) 28.4% (29)

Increase slightly 38.2% (39) 36.3% (37) 40.2% (41)

Stay the same as today 9.8% (10) 17.6% (18) 25.5% (26)

Decrease 2.0% (2) 5.9% (6) 3.9% (4)

Don’t know 0.0% (0) 0.0% (0) 2.0% (2)

Responses 102 102 102
 
Numbers in brackets denote the response count
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What next:
��Based on this research we believe European pension funds are primed to 
increase their allocation to secure inflation-linked income assets. 

These can help funds to: 

•	� Diversify their portfolios, thereby reducing volatility and helping 
investors to de-risk versus liabilities, achieving both without 
materially sacrificing returns. 

•	� Achieve long-term contractual inflation-linked cashflows to 
match liabilities. 

•	 Create predictable cashflows. 

•	 Achieve measurable ESG benefits.



AlphaReal is a specialist real assets investment manager. 
We focus on secure income strategies that deliver 
predictable, inflation-linked cashflows to support our 
clients in meeting their investment objectives. 

We provide market leading and innovative real asset 
solutions across the UK and Europe, specialising in 
commercial ground rents, social infrastructure, and 
renewable infrastructure.
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