
The holy grail for UK pension schemes?

The purpose of a pension scheme is to pay out liabilities as they fall 
due and to provide members with a secure financial future.

In an ideal world, pension schemes would achieve 
this by investing a significant proportion of their 
assets in a low risk matching portfolio. 

This would typically contain index-linked gilts and 
investment-grade credit which could be structured 
to ensure all future liability cash flows would largely 
be met with the income and redemption proceeds 
from bonds and credit securities. 
 
The decline in UK government bond yields over the 
last decade has left many defined benefit schemes 
with significant funding deficits, and investment 
grade credit has become increasingly expensive, 
necessitating that investors cast their nets wider to 
meet their funding objectives. 
 
Against these economic challenges, the 
environmental and societal issues facing humanity 
today have also exacerbated. 
 
As stewards of capital, institutional investors 
have unrivalled influence in directing capital to 
investment opportunities that have the potential to 
deliver positive environmental and social impact. 

Gilt substitutes
In the current low-yield environment, pension 
schemes can no longer afford to invest as much of 
their portfolio in traditional matching assets.

In order to meet member benefit payments and 
close funding gaps, the spotlight has moved to 
substitute strategies that have the potential to 
provide a return above gilts, whilst also providing 
secure long term, inflation-linked cash flows.

The industry has dubbed these secure income assets.

Secure income is an umbrella term that refers 
to income-generating investments that offer 
attractive liability-matching characteristics, through 
predictable, resilient, inflation-linked cash flows. 

Secure income investing with purpose 

A key feature of secure income assets is 
that they offer a return in excess of risk-free 
government bonds whilst retaining strong long 
term matching attributes.

There is no litmus test for whether an asset can be 
considered ‘secure income’, however.

Cash flows will either be contractual in nature via 
long-term leases for example, or directly linked to 
revenues backed by long-term contracts with high 
quality counterparties.

In many cases, cash flows will be underpinned 
by collateral or benefit from other contractual 
protections.

A common feature of secure income assets is low 
economic sensitivity which helps maintain long-
term resilience.

The secure income universe encompasses a range 
of strategies across real estate, infrastructure, 
renewable energy and real asset debt, but the 
aim remains the same: to achieve superior risk-
adjusted returns above index-linked gilts over time 
and an attractive cash flow pick up.

The views expressed herein are at the time of publishing 
(January 2022) and are subject to change.



Investing with purpose

At Gresham House, we pride ourselves on being 
specialists in alternative investment solutions.

We have the dual objective of helping our clients to 
access specialist investment opportunities ahead 
of the crowd, whilst also making a meaningful 
contribution to advancing the world’s transition to 
a more sustainable way of life. 

Grehsam House offers a range of sustainable 
investment opportunities, providing our clients 
with solutions in less well-understood areas of 
the investment universe. This is where we believe 
superior investment outcomes can be found. 

We believe in purposeful investment where 
investment outcomes and positive environmental 
and social impact go hand-in-hand. 

If investors can combine secure income returns with the opportunity to deliver positive 
social and environmental impact – could this be the holy grail?

Our core strategies for investors searching for secure income aim to deliver benefits to our people and our 
planet. We call them secure income investing with purpose.

🏡  Shared ownership housing

Regardless of the economic environment, people 
need good quality, affordable homes. 

In the UK, home ownership is out of reach for 
all but the highest earners, leaving many middle 
and lower earners stuck in low quality, privately-
rented accommodation, earning too much for 
social housing and too little to buy and therefore 
struggling to put down roots.

Shared ownership housing is an ultra-long lease 
real estate investment strategy, which aims to 
provide an affordable route to home ownership 
for low and middle earners.

On average, shared owners will own 30% of the 
equity in their home, and rent the remaining 
portion from a registered provider.1 Unlike typical 
rental contracts of one to two years, shared 
ownership leases are ultra-long term (typically 
999 years). It is through this long term contracted 
rental income that the strategy delivers secure 
inflation-linked cash flows to investors.

Shared ownership customers risk voiding their 
share of their home if rental payments are not 
made, which creates a strong alignment of 
interest with investors. 

Shared ownership quadruples the number 
of people who meet the criteria needed 
to access home ownership. It does this 
through a lower deposit requirement and 
discounted rents.2

Registered providers of shared ownership 
can receive a government contribution of 
c.£30,000 per new shared ownership home 
making it an even more attractive asset 
class in which to invest.3

Increasing scarcity
Attractive assets with secure, long-dated 
inflation-linked income have seen significant 
demand, not only from domestic pension 
schemes but from global pension schemes, 
wealth funds and particularly large insurance 
companies seeking to match annuity liabilities.

Popular secure income sub-asset classes such 
as ground rents, senior infrastructure debt and 
housing association finance have experienced 
considerable yield compression.

Whilst these sectors remain highly attractive 
for secure income investing, investors can find 
greater levels of yield pickup if they cast their net 
a little wider into specialised sectors.

1. gov.uk – Help to Buy; Gresham House analysis 2021
2. Gresham House analysis, May 2021

3. Subject to individual circumstances and as such subject 
to change.

http://gov.uk – Help to Buy; Gresham House analysis 2021)


🔋  Unsubsidised Renewables and Battery 
Energy Storage Systems (BESS)

The need for increased renewable energy capacity 
presents a clear investment opportunity (three 
times existing renewable capacity).4

Subsidy schemes for renewable assets in the 
UK no longer exist, meaning all new renewable 
capacity built in the UK will be unsubsidised.

Unsubsidised renewables such as solar and wind 
assets on the other hand typically offer a 1%+ 
premium versus subsidised assets.5

The technologies are well established and the 
availability of long-term fixed price contracts 
mitigates power price risk and provides cash flow 
certainty for investors.

Battery storage is essential to facilitate UK 
renewable build-out, and further revenue 
streams can be secured using enhanced 
Power Purchase Agreement (PPA) strategies 
through the addition of collocated battery 
storage assets. 

Rather than being an obstacle, the private nature of secure income assets 
means that many are naturally aligned with ESG objectives by virtue of their 
purpose and function – from clean energy to social housing.

For these reasons, we believe the time is right for investors to consider allocating to secure income 
strategies such as those cited above.  Investors can capitalise on the new energy revolution and 
have the potential for a healthy income, at a time when traditional asset classes are falling short.

At Gresham House, we deliver effective and alternative investment solutions to help clients 
achieve their financial objectives whilst making a meaningful contribution to advancing the world’s 
transition to a more sustainable way of life.

As the world faces multiple crises – from the pandemic to climate change – we believe that now is 
the time for us all to commit to responsible investing.  

4.Aurora scenario analysis, based on meeting “net zero” with 
moderate renewable energy increase

5. Past performance is not a reliable indicator of  future 
performance. Gresham House analysis, January 2022



6. As at 9 December 2021 Gresham house plc Trading Statement
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About Gresham House

Gresham House is an LSE-quoted specialist 
alternative asset management group, 
dedicated to sustainable investing across a 
range of strategies, with expertise in forestry, 
housing, sustainable infrastructure, renewable 
energy and battery energy storage, public and 
private equity. 

We actively manage over £6bn6 of assets on 
behalf of institutions (including pension funds), 
family offices, charities and endowments, and 
private individuals. 

Gresham House is well-positioned to provide 
differentiated alternative investment 
opportunities to pension funds, allowing them 
to diversify their asset allocation and deliver 
on income requirements, without exposure to 
‘traditional’ stock market volatility.  

As a signatory to the UN-supported Principles 
for Responsible Investment (PRI), Gresham 
House is committed to operating responsibly 
and sustainably, taking the long view in delivering 
sustainable investment solutions.
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Important information and risks to be aware of

The views expressed in this article are at the time 
of publishing (January 2022) and are subject to 
change. This document is a financial promotion 
issued by Gresham House Asset Management 
Limited (Gresham House) as Investment Manager 
for Gresham House plc under Section 21 of the 
Financial Services and Markets Act 2000. 

Gresham House is authorised and regulated by the 
Financial Conduct Authority with reference number 
682776 and has its registered office at 5 New 
Street Square, London EC4A 3TW. The information 
in this document should not be construed as 
an invitation, offer, solicitation of any offer, or 
recommendation to buy or sell investments, shares 
or securities or an invitation to apply for securities 
in any jurisdiction where such an offer or invitation 
is unlawful, or in which the person making such an 
offer is not qualified to do so.

Whilst the information in this document has been 
published in good faith, Gresham House provides 
no guarantees, representations, warranties or 
other assurances (express or implied) regarding the 
accuracy or completeness of this information. 

Gresham House and its affiliates assume no liability 
or responsibility and owe no duty of care for any 
consequences of any person acting in reliance on the 
information contained in this document or for any 
decision based on it. 

Past performance is not a reliable indicator of how 
the investment will perform in the future. Your 
capital is at risk. 

The value of investments and/or funds may rise 
or fall, and investors may not get back the amount 
invested. This document is provided for the purpose of 
information only and before investing you should read 
the Prospectus and the Key Information Document 
(KID) available from www.greshamhouse.com as they 
contain important information regarding the funds, 
including charges, tax and fund specific risk warnings. 

Prospective investors should seek their own 
independent financial, tax, legal and other advice 
before making a decision to invest. This document has 
not been submitted to or approved by the securities 
regulatory authority of any state or jurisdiction. This 
document is intended for distribution in the United 
Kingdom only. 

Any dissemination or unauthorised use of this 
document by any person or entity is strictly prohibited. 
Please contact a member of the Gresham House 
team if you wish to discuss your investment or provide 
feedback on this document. Gresham House is 
committed to meeting the needs and expectations 
of all stakeholders and welcomes any suggestions to 
improve its service delivery.


