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Could Private
Markets hold the key
to better outcomes
for DC members?




Challenges facing the
traditional approach

Defined Contribution (DC) schemes,
including master trusts, are now the

most common type of pension in the

UK, with 23.6 million employees enrolled
in a qualifying scheme as of mid-2025."
Increasingly, people will rely solely on their
DC pots for income in retirement.

Unfortunately, contributions to these

DC arrangements are often insufficient,
resulting in a significant pension savings
gap, that will only worsen due to the rapidly
aging population.

According to the Department for Work &
Pensions, 4 in 10 working-aged people
(equivalent to 14.6 million) are not saving
enough for retirement.? Clearly there is a
pressing need for greater education on
the importance of adequate retirement
savings, with higher contribution levels
being essential. While investment returns
alone cannot close this gap, private
markets offer a way to help member assets
achieve higher long-term returns and
improve retirement outcomes.

Traditionally, DC growth portfolios,
designed to save for retirement, have
focused predominately on asset classes
such as public equities and growth fixed
income. These portfolios are aimed at
achieving returns significantly above
inflation. This contrasts with other
institutional investors with long time
horizons, who have allocated to private
markets to access their potential for higher
returns.

This matters because many people will
continue to rely on investment returns
to grow their pensions and secure good
retirement outcomes. Private markets is
an asset class that could potentially both
increase member returns over the long
term while also providing diversification
during periods of public equity market
stress.
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The growing opportunity
in private markets

Think of private markets as an iceberg:
what you see above water, public
companies listed on stock exchanges, is
just the tip. Beneath the surface lies a vast,
hidden world. For example, in the US, 87%
of firms with revenue greater than $100m
are private, demonstrating the potential
significance of exposure to private markets,
which represent the hidden part of the
economic iceberg.?

Private markets used to be seen as a
playground for early and growth stage
companies. But that's changed. Big-ticket
deals (acquisitions of £1 billion+) have
quadrupled since 2010, and nearly half

of the UK's largest companies (those with
revenues over £5 billion) are now owned by
private capital investors.® Companies that
might have previously turned to banks for
financing are increasingly tapping private
markets instead.

Globally, investors have been putting a lot
of money into private tech companies like
Anthropic, Coreweave, Databricks, OpenAl,
Perplexity, ScaleAl, and xAI with some
people now calling these companies the
“Private Magnificent Seven.” The combined
value of these private companies grew by
40% in just six months, much faster than
their public counterparts.”

According to the British Private Equity

& Venture Capital Association’s (BVCA)
comprehensive performance survey,
private equity funds based in the UK
delivered a 15.8% internal rate of return

(a common measure of performance in
private markets) over the ten years to
December 2024, compared to 6.2% for the
FTSE All Share and 8.0% MSCI Europe Index
(a stock market index of 15 developed
markets in Europe).

This demonstrates the potential for private
markets to enhance returns for investors
in the future, despite strong global equities
returns in recent years.®

For pension schemes, tapping into private
markets offers access to a broader

and more diverse range of investment
opportunities that are not visible in public
markets. So, could private markets be the
key to better outcomes for DC members?

Nearly half of the UK's
largest companies are
now owned by private
capital investors.



Targeting a private
markets allocation

UK pension schemes currently invest less in
private markets, compared to their international
counterparts. For example, in 2022 five of
Canada’s Maple-8 (the major Canadian public
pension funds) allocated over 50% of their asset
allocation to private markets.” In Australia in
2025, their super funds, allocated 23% of their
total investments to private assets.?

In contrast, UK DC schemes allocate
approximately 4% (3% to infrastructure and 1%
to private equity) to private markets.’

The government's Pension Schemes Bill and
the Mansion House Accord are encouraging
DC schemes to increase their investments in
private markets, including into the UK. These
investments include backing young businesses;
infrastructure projects like improving transport
networks and clean energy; and housing
developments.'® These investments have
potentially attractive returns; but they also
help the economy by supporting businesses
and projects that create jobs and encourage
innovation.

The 17 signatories of the Mansion House
Accord, representing about 90% of active DC
savers and currently overseeing £252 billion in
assets, have committed to allocating at least
10% of their main default fund assets to private
markets. Of this at least 5% will be invested in

UK private market assets.

Both the Mercer Master
Trust and now:pensions
Master Trust have signed the
Accord and aim to achieve a
10% minimum allocation to
private markets by 2030.







Managing the challenges
and leveraging expertise

Managing private market portfolios is more
complex than public markets and needs
specialist expertise and experience.

For example, one of the challenges with
private market investments is that they
can't be sold quickly when members want
their money, they're “illiquid.” Because

of this, investors need to be comfortable
locking up their money for several years.
The good news? Investors are usually
rewarded for this patience with an
“illiquidity premium”, extra returns for
accepting less flexibility. This requires
careful planning and expertise to balance
long-term growth with members’ ability to
access their savings at retirement or if they
transfer out.

Mercer’s experience and size make a big
difference here. We've been advising on
private markets for institutional asset
owners for decades across the globe,
including managing the Mercer Super in
Australia, where private market investing in
DC is well established.

Our global private footprint includes
around 282 private markets professionals
in 38 offices, managing $50 billion in
private markets assets, worldwide." We
were also an early adopter in the UK,
helping a DC client allocate to private
markets in its default strategy back in 2017.

To manage private markets effectively, we
have and will continue to partner closely
with highly rated managers, to carefully
curate and develop bespoke solutions. In
December 2025 we announced the launch
of the new Schroders Mercer Private Assets
Growth Long-Term Asset Fund (LTAF), a
customised LTAF exclusively for members
of Mercer's Workplace Savings solutions
including the Mercer Master Trust and the
now:pensions Master Trust.

Our global private
footprint includes
around 282 private
markets professionals
in 38 offices,
managing $50 billion
in private markets
assets, worldwide.



Building a private markets
portfolio for long-term growth

The Schroders Mercer Private Assets
Growth LTAF has been thoughtfully
designed for long-term investing with a
focus on the growth phase of members
investment journeys where the desire is
for higher investment returns and volatility
can be better tolerated. At this stage of the
journey, we can adopt a long-term view,
investing in private markets with higher
potential returns and a capacity to accept
shorter term losses and variability.

With this in mind the initial allocation of
the LTAF in 2026 invests only in the highest
returning private market asset classes as
below:

+  50% in private equity, focusing on early
and mid-stage companies with strong
growth potential.

+  25% in infrastructure equity, focusing on
vital infrastructure required to support
economic growth.

* The remaining 25% will be held in
more liquid investments, 23% in listed
equities (to retain the growth focus)
and 2% in cash, ensuring funds can be
accessed when needed.

Getting the allocation to different private
markets asset classes right really matters.

Over the 20 years ending 30 June 2025, the
internal rate of return for Private Equity
was 13.1%, significantly exceeding the 8.3%
return for Private Debt."

DC investors need to think very carefully
about when to introduce more defensive
private markets allocations for members.

Mercer's decades of experience working
with institutional asset owners and deep,
long-standing relationships with top-tier
managers worldwide, combined with our
global scale gives us access to attractive
deals and co-investment opportunities.

The majority of the LTAF investments will be
co-investment opportunities, as investing
alongside General Partners in individual
deals can reduce fees, accelerate returns,
and introduce attractive deals, all for the
benefit of our members. We can also be
more selective about the deals we access,
ensuring that only the best make their way
into portfolios.

Over the 20 years ending 30 June 2025, the internal
rate of return for Private Equity was 13.1%, significantly
exceeding the 8.3% return for Private Debt.






Looking ahead to 2026

Looking specifically at the asset classes we
are focused on, here’s what we see shaping
private markets and our investments in
2026:

Private equity

The LTAF will invest in private companies,
helping them grow and improve
profitability. We expect to hold the private
equity holdings for several years, allowing
managers to focus on long-term growth
without worrying about short-term market
swings. In 2026, deal activity is expected
to pick up, with greater optimism among
private equity firms.” The pursuit of
higher-growth sectors like healthcare and
technology is expected to continue.™

Infrastructure

Infrastructure investments include roads,
bridges, energy networks, and digital hubs.
In 2026, a particular focus will be on clean
energy and electrification. This isn't just
about switching to electricity; it's about
moving to clean, renewable energy. Energy
security, keeping data safe, and cutting
carbon emissions will be front and centre.™

Secondaries and co-investments

Private market investments often follow a
“l-curve” pattern, early on, returns might
be negative as investments are made and
costs incurred, but over time, as companies
grow, returns improve.

Co-investments are particularly attractive
for DC investors, and we are leveraging

the approached used by Mercer Super in
Australia in leading their introduction in the
UK. Co-investments are also effective at
managing the “J-curve” typically associated
with private markets.

The majority of our private market and
infrastructure assets will be co-investments,
with smaller allocations to primary and
secondary fund opportunities. Secondary
markets let investors buy stakes in existing
private market investments, potentially
seeing returns sooner. Think of it like
buying a fruit tree that's already grown

for a few years instead of planting a seed
yourself. You get to enjoy the fruit sooner.

UK investing

Through our Mansion House Accord
ambition we support investing in UK assets
to drive UK growth, as long as it's not at the
expense of investment returns to members.
The approach within the LTAF is consistent
with this, with the fund managers having

a wider opportunity set where appropriate
but investing in UK assets when investment
opportunities are attractive.

Impact investing

More than 80% of UK pension savers want
their investments to generate positive
social and environmental impact alongside
financial returns.’ This is supported by
government ambitions to make the UK a
leader in sustainable finance."” The LTAF
will invest in impact investments where the
financial return also stacks up.

More than 80% of UK
pension savers want
their investments to
generate positive social
and environmental
impact alongside
financial returns.



The road ahead for UK
pensions and private markets

Private markets provide UK pension schemes with access

to a broad and diverse range of investment opportunities
unavailable in public markets. This opportunity can play an
important role in helping pension savers spread risk, increase
returns and improve their chances of better outcomes.

However, private markets are just one piece of the puzzle.
Success depends on combining them with other asset classes
and working with top-quality asset managers who have strong
teams, proven strategies, consistent results, and a focus on
environmental, social, and governance (ESG) principles. This is
precisely the approach Mercer and now: pensions are taking to
support its Master Trust members.

With the right strategy and expertise, private markets can be

a valuable part of a diversified investment approach that helps
DC schemes move closer to their goal of providing savers with
a more secure and comfortable retirement.




afmm



Endnotes

https://www.pensionspolicyinstitute.org.uk/media/ppznjvft/20251023-ppi-the-dc-future-
book-edition-11.pdf

Analysis of Future Pension Incomes 2025 - GOV.UK

Many More Private Firms in the US - Apollo Academy

UK Public and Private Markets report.pdf

Wall Street’s Magnificent Seven lose their shine

Private Capital continues to outperform public markets over the long term, despite a more

challenging 2024

Policy briefing_note_-_the_Canadian_model.pdf
2512-Super-stats.pdf

Pension fund investment and the UK economy - GOV.UK

10 Pensions Investment Review: Final Report - GOV.UK
11 Assets Under Management as of December 31, 2024. Please refer to the important notices.
12 Pitchbook. Data as of June 30 2025.

13 Deal activity in Europe gains momentum heading into 2026
14 Exploring Alternative Dimensions Across Private Markets in 2026 - Goldman Sachs Asset

Management

15 Private Markets 2026 Outlook | Federated Hermes Limited
16 Pension capital should support pension holders’ interests and drive economic growth |

Impact Investing Institute

17 Unlocking green growth: Why the UK is the smart bet for sustainable finance | FCA

12


https://www.pensionspolicyinstitute.org.uk/media/ppznjvft/20251023-ppi-the-dc-future-book-edition-11.pdf
https://www.pensionspolicyinstitute.org.uk/media/ppznjvft/20251023-ppi-the-dc-future-book-edition-11.pdf
https://www.gov.uk/government/statistics/analysis-of-future-pension-incomes-2025/analysis-of-future-pension-incomes-2025
https://www.apolloacademy.com/many-more-private-firms-in-the-us/
https://www.ukfinance.org.uk/system/files/2025-03/UK Public and Private Markets report.pdf
https://www.ft.com/content/fa5d3b2d-b3b3-4bb4-a5a4-765b7560e02c
https://www.bvca.co.uk/resource/private-capital-continues-to-outperform-public-markets-over-the-long-term-despite-a-more-challenging-2024.html
https://www.bvca.co.uk/resource/private-capital-continues-to-outperform-public-markets-over-the-long-term-despite-a-more-challenging-2024.html
https://www.hymans.co.uk/media/uploads/Policy_briefing_note_-_the_Canadian_model.pdf
https://www.superannuation.asn.au/wp-content/uploads/2025/12/2512-Super-stats.pdf
https://www.gov.uk/government/publications/pension-fund-investment-and-the-uk-economy/pension-fund-investment-and-the-uk-economy
https://www.gov.uk/government/publications/pensions-investment-review-final-report/pensions-investment-review-final-report#scale
https://www.aoshearman.com/en/insights/global-ma-insights/transactional-activity-in-europe-gains-momentum-heading-into-2026
https://am.gs.com/en-gb/institutions/insights/article/investment-outlook/private-markets-alternatives-2026
https://am.gs.com/en-gb/institutions/insights/article/investment-outlook/private-markets-alternatives-2026
https://www.hermes-investment.com/uk/en/intermediary/insights/alternatives/private-markets-2026-outlook/
https://www.impactinvest.org.uk/pension-capital-should-support-pension-holders-interests-and-drive-economic-growth/9414/?_gl=1*lt84ux*_up*MQ..*_ga*MTY0NDIyOTcwNy4xNzYzNTQ4Nzg4*_ga_SGZH7ZJGJZ*czE3NjM1NDg3ODUkbzEkZzEkdDE3NjM1NDg5MzkkajYwJGwwJGgw
https://www.impactinvest.org.uk/pension-capital-should-support-pension-holders-interests-and-drive-economic-growth/9414/?_gl=1*lt84ux*_up*MQ..*_ga*MTY0NDIyOTcwNy4xNzYzNTQ4Nzg4*_ga_SGZH7ZJGJZ*czE3NjM1NDg3ODUkbzEkZzEkdDE3NjM1NDg5MzkkajYwJGwwJGgw
https://www.fca.org.uk/news/speeches/unlocking-green-growth-why-uk-smart-bet-sustainable-finance

MERCER

A MARSH BUSINESS

Important notices

© 2026 Mercer LLC. All rights reserved. References to Mercer shall be construed to include all Mercer entities and/or
its associated companies.

This contains confidential and proprietary information of Mercer and is intended for the exclusive use of the parties to
whom it was provided by Mercer. This content may not be modified, sold or otherwise provided, in whole or in part, to
any other person or entity without Mercer’s prior written permission.

Mercer does not provide tax or legal advice. You should contact your tax advisor, accountant and/or attorney before
making any decisions with tax or legal implications.

This does not constitute an offer to purchase or sell any securities.

The findings, ratings and/or opinions expressed herein are the intellectual property of Mercer and are subject
to change without notice. They are not intended to convey any guarantees as to the future performance of the
investment products, asset classes or capital markets discussed.

For Mercer’s conflict of interest disclosures, contact your Mercer representative or see http://www.mercer.com/
conflictsofinterest.

This does not contain investment advice relating to your particular circumstances. No investment decision should
be made based on this information without first obtaining appropriate professional advice and considering your
circumstances. Mercer provides recommendations based on the particular client’s circumstances, investment
objectives and needs. As such, investment results will vary and actual results may differ materially.

Information contained herein may have been obtained from a range of third party sources. While the information is
believed to be reliable, Mercer has not sought to verify it independently. As such, Mercer makes no representations or
warranties as to the accuracy of the information presented and takes no responsibility or liability (including for indirect,
consequential, or incidental damages) for any error, omission or inaccuracy in the data supplied by any third party.

The assets under advisement data (AUA Data) reported here include aggregated assets under advisement for
Mercer Investments LLC and their affiliated companies globally (Mercer). The AUA Data have been derived from a
variety of sources, including, but not limited to, third-party custodians or investment managers, regulatory filings, and
client self-reported data. Mercer has not independently verified the data sourced from third parties in compiling the
AUA Data. Where available, the AUA Data are provided as of the date indicated (the Reporting Date). To the extent
information was not available as of the Reporting Date; information from a date closest in time to the Reporting Date,
which may be of a date more or less recent in time than the Reporting Date, was included in the AUA Data. The AUA
Data include assets of clients that have engaged Mercer to provide ongoing advice, clients that have engaged Mercer
to provide project-based services at any time within the 12-month period ending on the Reporting Date, as well

as assets of clients that subscribe to Mercer’s Manager Research database delivered through the Mercerlnsight®
platform as of the Reporting Date.

The assets under management data (the AUM Data) reported here include aggregated assets for which Mercer
Investments LLC (Mercer Investments) and their global affiliates provide discretionary investment management
services as of the dates indicated. The AUM Data reported here may differ from regulatory assets under management
reported in the Form ADV for Mercer Investments. For regulatory assets under management, please see the

Form ADV for Mercer Investments which is available upon request by contacting Compliance Department, Mercer
Investments 99 High Street, Boston, MA 02110.

Past performance is no guarantee of future results. The value of investments can go down as well as up, and you
may not get back the amount you have invested. Investments denominated in a foreign currency will fluctuate with
the value of the currency. Certain investments, such as securities issued by small capitalization, foreign, or emerging
market issuers, real property, and illiquid, leveraged (including through the use of derivative instruments), or high-
yield funds, carry additional risks that should be considered before choosing an investment manager or making an
investment decision.

ESG investing refers to environmental, social, and governance considerations that may have a material impact on
financial performance, and therefore are taken into account, alongside other economic and financial metrics, in
assessing the risk and return potential of an investment. Thematic investing involves investing with a goal, at least
in part, to achieve an impact on an environmental, social, or governance issue, alongside generating return and
mitigating risk. As always, the decision whether to invest in ESG-themed options, like all options, must be made
pursuant to a prudent process with the objective of advancing the financial interest of the plan and its participants.

Issued in the United Kingdom by Mercer Limited which is authorised and regulated by the Financial Conduct
Authority. Registered in England and Wales No. 984275. Registered Office: 1 Tower Place West, London, EC3R 5BU
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