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Alternative investments are the investments that don’t fall into the traditional
categories of shares, bonds, property and cash, which investment funds like the
PruFund range of funds invest in. Your financial adviser has given you this article
to help explain this topic to you. Read on to learn more.

Introducing alternative investments
As well as shares, bonds, property and cash,
a balanced investment portfolio may also
include alternative investments. The PruFund
range of funds invests in three categories
of alternative investment: private equity,
infrastructure and diversifying strategies.
We invest in these alternatives because
many don’t usually respond to economic
developments in the same ways that
shares, bonds and property do. That makes
alternatives a valuable source of diversification
(or variety) for PruFund funds.

Because alternatives represent a vast
and growing set of global opportunities,
PruFund funds’ alternative investments
aren’t constrained by geography. Instead,
the M&G Alternatives team is free to invest
anywhere in the world and to seek out the
best opportunities wherever they arise. This
gives our alternatives portfolio the widest
possible scope for diversification. Over
the coming pages, we take a look at our
investment strategy and the different types
of alternative investments.

We recommend that you read this article about alternative investments and get in touch
with your financial adviser if you have any questions. Your adviser is best placed to help you
understand what investment options are right for you. Please bear in mind that the value of
your investments can rise as well as fall, and you may get less back than what you invest.

Private equity explained
When we invest in private equity for PruFund funds, the M&G Alternatives team
appoints experienced investment managers to buy shares in companies that
aren’t listed on public stock exchanges.
These shares aren’t widely traded and can’t be easily bought or sold. This
means that holding these shares could be riskier than buying shares in a publicly
listed company, because there is no guarantee that they can be sold quickly.
But in return for taking on this higher risk, we’re usually able to get higher
investment returns.
The two main approaches to private equity are buyouts and venture capital.
Buyouts involve buying a controlling stake in a private company and often
borrowing money to do this.
Venture capital involves buying stakes in companies when they are still
young and small. The aim here is to provide these companies with finance
and expertise to help them grow.

Infrastructure explained
Investments in infrastructure can cover both economic infrastructure (such
as airports, telecommunications and sources of renewable energy) and social
infrastructure (such as hospitals, schools and prisons). As well as offering
potential returns to investors, each of these types creates different benefits
for society.

Investments in infrastructure tend to be long term in nature. There are many
different ways to invest in this asset class. For example, the investment
managers can buy and hold infrastructure assets that are already in operation.
Or they can help to create infrastructure assets and hold an investment in them
throughout their development.

PruFund funds invest in infrastructure because it tends to offer strong income
and a degree of protection from inflation.

Another strategy is operational improvement, whereby our investment
managers seek to improve the operating and financial efficiency of an
established asset, allowing it to be sold on at a profit.

For example, if inflation rises and central banks raise interest rates in response,
returns from bonds, in particular, are likely to be lower. This means that investing
in infrastructure provides a good source of diversification. And returns from
infrastructure should prove steadier.

Inflation is the general increase in the price of goods and
services in an economy. Ask your adviser to send you our
article about how the current climate of higher inflation and
low interest rates impacts cash-based savings, if you want to
know more. Plus we have articles like the one you’re reading
that explain bonds, property and shares, which your adviser
can also send you.

Our investment managers use various diversifying strategies
Diversifying strategies aim to target investments in different areas within
this category of investments, and we’re going to look at hedge funds, special
situations and royalties here.

Hedge funds
Hedge funds are investment funds whose investment managers use a wide
range of strategies that aim to produce positive returns in all market conditions.
Their managers use different strategies in pursuit of this aim.
One strategy that many hedge funds use is short selling. This involves
borrowing shares in a company and then selling them. If the price falls, the
hedge fund can buy the shares back more cheaply before returning them – and
make a profit from the fall in price. Short selling is risky because if the borrowed
shares rise instead of fall, the hedge fund makes a loss. But it does offer the
potential for hedge funds to make money in the stock markets when they
are falling.
Hedge funds can also use leverage to enhance their returns. This involves
borrowing money to magnify the effects of a particular investment decision.
Of course, if it goes wrong, it can magnify losses.

Special situations
Another strategy used by hedge funds managers is considering special
situations. This means they look for opportunities in companies that are
experiencing difficulties or undergoing mergers or acquisitions. This can allow
the hedge funds to buy holdings in these companies cheaply and then work to
turn their fortunes around. The COVID-19 pandemic has created many special
situations around the world, providing opportunities for investment.

Royalties
Royalties are the payments made for the use of artistic creations, such as
art or music, and other intellectual property. Royalties funds buy the rights
to intellectual property and make returns by selling their use to other parties.
One advantage of investing in royalties funds is that their performance is often
not linked to traditional investments such as shares or bonds, which offers
more diversification.

Our investment strategy in practice
Here we take a look at the M&G Alternatives team, who manage the PruFund range of funds’ alternative investments.

Introducing M&G Alternatives

A look at some infrastructure investments

M&G Alternatives is the alternatives investment division of M&G. This
team of investment professionals is part of M&G’s Private Assets
business and is supported by the wider M&G infrastructure, including its
key functions like compliance, legal, accounting and tax. They manage
alternative investments and oversee any other external managers who
manage alternative investments for the PruFund range of funds.

PruFund funds’ infrastructure investments include Think Gas, which
is building a network to distribute natural gas in India. Networks of
this sort are essential to help the country improve its air quality and
reduce its carbon emissions – thus benefiting all of us. Another of
our infrastructure investments is Pelicano. This is a solar farm in the
Atacama Desert in Chile, which helps power the metro system in
Santiago, Chile’s capital. Santiago’s metro is the first public transport
system in the world to run largely on renewable energy.

Taking into account the wider impact on society
Environmental, social and governance concerns are important to many of
our investors who want to make the world a better place. So these factors
are considered when the team is deciding where PruFund funds should
invest. We believe that alternative assets can lead the way in meeting
global sustainability targets. In fact, our alternatives team has been
investing in renewable energy for close to a decade. Many of our other
alternatives investments have a focus on sustainability or the environment.

A look at some private equity investments
In private equity, M&G Alternatives has invested in Village Roadshow, an
Australian leisure and entertainment business that focuses on theme parks
and cinemas. Not all our private-equity investments are in new companies.
M&G Alternatives invest in Huws Gray, which operates a leading chain
of builders’ merchants in the UK. Based in Wales, the company has been
operating for over three decades and now has branches in Wales, the
Northwest, Yorkshire, the West Midlands and East Anglia.

And a look at some royalty-based fund investments
The PruFund range of funds invests in royalties funds across a range
of industries, including music and healthcare, to provide a diversified
revenue stream. While investments are currently in royalties funds, the
M&G Alternatives team is also considering opportunities to participate
in co-investments (minority investments in a company made by
private investors alongside a private equity fund manager or venture
capital firm).
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If you have any questions after reading this
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We hope that you’ve found this insight into alternative investments interesting and helpful.
If you have any questions, it’s always best to speak to your adviser. Only your adviser will
have a complete view of your situation and be able to answer questions with your financial goals in mind.

