
 

  
 
 
  

 
 
 

 

  
 

    
 

 

 

 

Private Placement Debt Helps 
Pensions to Diversify 

PRIVATE CAPITAL 

November 1, 2022 

Q  What beneft can private placement debt bring to well-funded 
pension funds? 

Based on our analysis upwards of 95 percent of the asset class is investment 
grade,1 so private placement debt is a complement to the public fixed 
income component of pension fund portfolios. Incorporating the asset 
class into the portfolio can help bring diversification benefits as well. If you 
look at the set of names in a typical private debt portfolio, the overlap with 
public indices tends to be less than 5 percent. This is beneficial for pension 
funds, which often seek to improve diversification by limiting exposure to a 
single issuer. 

Investors also benefit from the economics of private debt. There is an 
illiquidity premium built into the pricing of these assets and other sources of 
potential return enhancements throughout the lifetime of these deals. Debt 
covenants are structured so that these can be long-term investments; the 
intention is to manage them for the lifetime of the deal rather than quickly 
trade out of them. 

These covenants are designed to provide downside risk protection on the 
assets. Unlike in the public market, where financial covenants are more 
limited, private debt covenants are the hallmark of the asset class and 
include meaningful safeguards around a company or project’s performance 
with protections such as limitations on debt, minimum cashflow metrics and 
so forth. 

JENNIFER POTENTA 
Head of Corporate Private Placements 
and Structured Debt at 
MetLife Investment Management (MIM) 

“Investment grade private 

placement debt afords 

pension funds greater 

scope for managing their 

fxed income portfolio.” 
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Q  What do pension funds need to consider when 
allocating to private debt? 

First and foremost, we believe sponsors and 
consultants should focus on the depth and reach of 
the private placement asset manager’s platform, the 
leadership position of the manager in the industry, and 
the team that they have in place: do team members 
have the specialized sector expertise and experience 
through multiple market cycles to create the most 
diverse set of opportunities with appropriate risk 
adjusted returns to suit the pension funds’ investment 
objectives? Returns should be thought about over the 
longer term, as these assets are not actively traded in a 
total return context. 

The challenge of benchmarking is another important 
consideration. Pensions typically need total returns 
for benchmarking their investments. Bonds, unlike 
stocks, trade less frequently, and private placement 
bonds even less so. Typically, private placement bond 
values are estimated using bespoke pricing models, 
which are not standardized and can be calibrated 
against secondary market transactions, a basket of 
public bond comparables, or against public indices, 
for example. Because of the nature of the private 
placement asset class, these bond pricing models can 
be maintained by the asset originator or a third-party 
vendor. Therefore, we believe it is especially important 
in selecting the right investment manager to gain a 
thorough understanding of their valuation processes 
and consistency of approach. 

Q  One concern is liquidity: if the need arises to 
close out a fund, is an allocation to private debt 
problematic? 

I think about the liquidity question in a few ways. 
First, we’re not talking about allocating a majority of 
the portfolio to private placement debt. We’re talking 
about a modest allocation, maybe in the region of 10-20 
percent, as a complement to the public allocation of 
the fixed income portfolio. Liquidity becomes less of a 
concern in that case. 

Where there are valid liquidity concerns, it is possible to 
incorporate certain features into investment structures 
in order to address the issue. For example, open-end 
commingled funds can be used to provide investors 
with the ability to redeem their asset allocation should 
they need to. 

Moreover, an increased demand for the asset class 
from both pensions and insurers has created a fairly 
active secondary market for private placement debt, 
which makes it easier for investors to sell their positions 
if they need to. 

On top of this, pension funds often terminate or reduce 
their plans with a pension risk transfer to the large 
insurers that know the private placement market well 
and are comfortable taking on such investments. So, 
in fact, there might not even be the need for pension 
funds to liquidate these assets at all. All in all, we have 
found that once we are able to engage in a dialogue 
with plan sponsors and consultants about the asset 
class and the types of structures they can use to access 
it, many of their concerns about liquidity go away. 

Q Are private placement strategies a good ft for 
all pension funds? 

We believe that a private placement allocation makes 
sense for a variety of plans, including smaller to mid-
sized plans, larger ones and those at or near full-
funded status. The diversification benefits, attractive 
relative value and downside volatility dampening 
aspect inherent in private placements is a benefit to 
any size plan. There are, however, different types of 
structures we would recommend in order to access 
these assets, depending on plan size. Smaller or midsize 
plans may benefit from an allocation to a comingled 
private placement fund vehicle to achieve sufficient 
diversification. Larger plans will be able to allocate 
mandates of sufficient size via a separately managed 
account to achieve a diversified private placement 
portfolio. Fully-funded plans who are reducing equity 
exposure and increasing fixed income can benefit from 
the hedging and diversification benefits of an allocation 
to privates. 

Private placement strategies can be further tailored 
depending on where a pension fund is in its glide path: 
whether it is looking for a longer-duration portfolio mix 
or whether it seeks more intermediate asset liability 
matching. Investments can also be tailored according to 
credit tilt. For example, one pension fund might prefer 
a strategy that targets mid-to-low triple-B investments, 
while the strategy of another pension fund might be 
skewed toward higher quality investments. 

Strategies can also be adjusted based on certain 
sectors. Perhaps a pension fund desires more exposure 
to infrastructure debt or to hard assets, for example. 
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The private placement market is highly customizable 
and, with the different pools of capital available, it is 
possible to create opportunities across the maturity and 
credit spectrums. 

Q  What does the future of the asset class look like? 

Interest in private placements has quickly picked up 
momentum over the past couple of years, and we are 
having many more conversations about the asset class 
with pension funds and the consultant community. 
Private placement debt is a bit of a newer asset class 
for pension plan sponsors, but the asset class itself has 
been around for more than a century, and the education 
process is well underway. As allocators become more 
familiar with it, understanding its potential benefits, and 
allocate to it, many more opportunities will emerge. 

The shift of pension funds towards fully funded 
status will likely continue to drive interest in private 
placements. As the funding position improves, 
pension funds typically want to reduce their riskier 

equity allocation and replace it with assets that hedge 
liabilities and protect funded status. Private placements 
meaningfully expand the fixed income opportunity 
set and, as bonds become increasingly important, we 
believe private placement debt will play a growing role 
for pensions. 

Endnote: 
1 MIM Internal Credit Ratings: Private Credit instruments are not rated by 

Public Rating Agencies so all statements regarding quality assessments 
were performed internally by MIM and have not been verifed by 
independent sources.  Such ratings are not recognized ratings used by 
other investment managers or funds, including those investing in the 
sectors in which MIM invests. Other ratings, including those published 
by an independent credit ratings agency, may be more relevant in 
evaluating creditworthiness or may present the credit quality of issuers 
or assets in a more or less favorable manner than such internal ratings 
do. MIM’s internal ratings are subjective; MIM has an incentive to 
assign internal ratings in a manner that more closely meet investor and/ 
or yield expectations, or otherwise provides an advantage to MIM. 
Accordingly, such internal ratings should be viewed as one factor 
among other factors for evaluating creditworthiness, and you should 
make your own determination as to the weight you place on such 
internal ratings. Please contact MIM for additional information on how 
such ratings are derived. 

About MetLife Investment Management  | Private Credit 
MetLife Investment Management’s1 Private Credit Group manages over $123.9 billion2 in assets as of October 31, 
2022 and brings over 100 years of investing in the asset class. We offer exceptional access to investment grade 
deals due to our significant scale, long-standing market relationships, and sector expertise. Given our standing in 
the infrastructure and corporate private placement markets we often fund an entire deal or become the cornerstone 
of the deal, which can lead to larger allocations for our clients. Our investment decisions are informed by a 
team-based risk culture with a time-tested approach to managing risk, combined with proprietary research, and 
layered independent oversight. We have more than 70 seasoned industry specialists working together to develop 
customized portfolio solutions to help meet client needs. 

For more information, visit: investments.metlife.com/private-capital 

https://investments.metlife.com/investment-strategies/private-capital/


 

 
 

  
 

 
 

 

 
  

 

 
 

 
   

 

 

 

  

  
  

 
  

 

 
  

  
 

   

 

 
  

 

 
   

  
  

 

 

  

Disclaimer 

This material is intended solely for Institutional Investors, Qualified Investors and Professional Investors. This analysis is not intended for distribution 
with Retail Investors. This document has been prepared by MetLife Investment Management (“MIM”)1 solely for informational purposes and does not 
constitute a recommendation regarding any investments or the provision of any investment advice, or constitute or form part of any advertisement 
of, offer for sale or subscription of, solicitation or invitation of any offer or recommendation to purchase or subscribe for any securities or investment 
advisory services. The views expressed herein are solely those of MIM and do not necessarily reflect, nor are they necessarily consistent with, the 
views held by, or the forecasts utilized by, the entities within the MetLife enterprise that provide insurance products, annuities and employee benefit 
programs. The information and opinions presented or contained in this document are provided as of the date it was written. It should be understood that 
subsequent developments may materially affect the information contained in this document, which none of MIM, its affiliates, advisors or representatives 
are under an obligation to update, revise or affirm. It is not MIM’s intention to provide, and you may not rely on this document as providing, a 
recommendation with respect to any particular investment strategy or investment. Affiliates of MIM may perform services for, solicit business from, hold 
long or short positions in, or otherwise be interested in the investments (including derivatives) of any company mentioned herein. This document may 
contain forward-looking statements, as well as predictions, projections and forecasts of the economy or economic trends of the markets, which are not 
necessarily indicative of the future. Any or all forward-looking statements, as well as those included in any other material discussed at the presentation, 
may turn out to be wrong. 

All investments involve risks including the potential for loss of principle and past performance does not guarantee similar future results. More specifically, 
investments in private credit involve significant risks, which include certain consequences as a result of, among other factors, borrower defaults and, 
fluctuations in interest rates.  Private debt instruments have a limited number of potential purchasers and sellers. This factor may have the effect of 
limiting the availability of these investments for purchase and may also limit the ability to sell such investments at their fair market value in response to 
changes in the economy or the financial market. The investments and strategies discussed herein may not be suitable for all investors. 

 In the U.S. this document is communicated by MetLife Investment Management, LLC (MIM, LLC), a U.S. Securities Exchange Commission registered 
investment adviser. MIM, LLC is a subsidiary of MetLife, Inc. and part of MetLife Investment Management. Registration with the SEC does not imply a 
certain level of skill or that the SEC has endorsed the investment advisor. 

This document is being distributed by MetLife Investment Management Limited (“MIML”), authorised and regulated by the UK Financial Conduct 
Authority (FCA reference number 623761), registered address 1 Angel Lane, 8th Floor, London, EC4R 3AB, United Kingdom. This document is approved 
by MIML as a financial promotion for distribution in the UK. This document is only intended for, and may only be distributed to, investors in the UK and 
EEA who qualify as a “professional client” as defined under the Markets in Financial Instruments Directive (2014/65/EU), as implemented in the relevant 
EEA jurisdiction, and the retained EU law version of the same in the UK. 

MIMEL: For investors in the EEA, this document is being distributed by MetLife Investment Management Europe Limited (“MIMEL”), authorised and 
regulated by the Central Bank of Ireland (registered number: C451684), registered address 20 on Hatch, Lower Hatch Street, Dublin 2, Ireland. This 
document is approved by MIMEL as marketing communications for the purposes of the EU Directive 2014/65/EU on markets in financial instruments 
(“MiFID II”). Where MIMEL does not have an applicable cross-border licence, this document is only intended for, and may only be distributed on request 
to, investors in the EEA who qualify as a “professional client” as defined under MiFID II, as implemented in the relevant EEA jurisdiction. 

For investors in the Middle East: This document is directed at and intended for institutional investors (as such term is defined in the various jurisdictions) 
only. The recipient of this document acknowledges that (1) no regulator or governmental authority in the Gulf Cooperation Council (“GCC”) or the 
Middle East has reviewed or approved this document or the substance contained within it, (2) this document is not for general circulation in the GCC or 
the Middle East and is provided on a confidential basis to the addressee only, (3) MetLife Investment Management is not licensed or regulated by any 
regulatory or governmental authority in the Middle East or the GCC, and (4) this document does not constitute or form part of any investment advice or 
solicitation of investment products in the GCC or Middle East or in any jurisdiction in which the provision of investment advice or any solicitation would 
be unlawful under the securities laws of such jurisdiction (and this document is therefore not construed as such). 

For investors in Japan: This document is being distributed by MetLife Asset Management Corp. (Japan) (“MAM”), 1-3 Kioicho, Chiyoda-ku, Tokyo 102-
0094, Tokyo Garden Terrace KioiCho Kioi Tower 25F, a registered Financial Instruments Business Operator (“FIBO”) under the registration entry Director 
General of the Kanto Local Finance Bureau (FIBO) No. 2414. 

For Investors in Hong Kong S.A.R.: This document is being issued by MetLife Investments Asia Limited (“MIAL”), a part of MIM, and it has not been 
reviewed by the Securities and Futures Commission of Hong Kong (“SFC”). MIAL is licensed by the Securities and Futures Commission for Type 1 
(dealing in securities), Type 4 (advising on securities) and Type 9 (asset management) regulated activities. 

For investors in Australia: This information is distributed by MIM LLC and is intended for “wholesale clients” as defined in section 761G of the 
Corporations Act 2001 (Cth) (the Act). MIM LLC exempt from the requirement to hold an Australian financial services license under the Act in respect of 
the financial services it provides to Australian clients. MIM LLC is regulated by the SEC under US law, which is different from Australian law. 

1 MetLife Investment Management (“MIM”) is MetLife, Inc.’s institutional management business and the marketing name for subsidiaries of MetLife 
that provide investment management services to MetLife’s general account, separate accounts and/ or unafliated/third party investors, including: 
Metropolitan Life Insurance Company, MetLife Investment Management, LLC, MetLife Investment Management Limited, MetLife Investments Limited, 
MetLife Investments Asia Limited, MetLife Latin America Asesorias e Inversiones Limitad 

2 At estimated fair value. Includes MetLife general account and separate account assets and unafliated/third party assets. 

L1122027178[exp1124][All States][DC,PR] L1122027071[exp1124][All States][DC,PR] L1122027079[exp1124][All States][DC,PR] L1122027313[exp1124][All 
States][DC,PR] L1122027398[exp1124][All States][DC,PR] 

© 2022 MetLife Services and Solutions, LLC 
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