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Executive summary
While the fallout from the pandemic has accelerated several long-term trends, it has 
also given rise to some misguided expectations. The crisis has paved the way for a new 
economic cycle, which could be depicted by a resurgence of inflation. Real assets are 
emerging as the major beneficiaries of this new environment. They appear to meet 
the global economic challenges, as well as the expectations of institutional and retail 
investors with regards to both performance and impact.

After more than a year of the Covid-19 crisis, the health situation seems to be improving 
overall, despite some worries about the spread of the Delta variant. We can hope that a 
normalisation will be achieved, allowing us to emerge from the repeated ‘stop-and-go’ 
episodes experienced by the economic and financial world over the past 18 months. 
There is also hope for a return to a sustainable economic trajectory.

Inflationary pressures are on the rise, especially in the United States. Supply chain 
disruptions could fuel this inflationary situation. It is too early to know whether this trend 
will be temporary or structural, but it is vital to seek protection against a resurgence of 
inflation as certain safe asset classes could be exposed.

In this context, real assets appear to be the ‘winning bet’ for the post-Covid-19 world, 
as they have the potential to combine protection against inflation with the prospect of 
higher returns than traditional liquid assets. According to our analysis, over the next ten 
years, real and alternative assets could offer an extra return over traditional asset classes 
worth 200-500 bp, depending on the asset class. This extra income opportunity could 
approach the higher bound of this range through an active asset picking policy. Such a 
sizeable spread of anticipated yields should accelerate capital flows into real assets as 
investors seek to optimise their risk/return trade-off.

Vincent MORTIER
Deputy Group Chief 
Investment Officer

Pascal BLANQUÉ
Group Chief 
Investment Officer

Figure 1. Alternative assets under management and forecasts
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Source: Amundi CASM Model, Quant Solutions and Research teams, Bloomberg. Data as of 20 April 2021. Macro figures are as of latest 
release. Data is updated as of 31 March 2021. Figures shown are in local currency. Returns on credit assets include default losses. On 
real assets, we consider a core real estate strategy (moderate risk) and direct lending on the private debt side. The expected returns 
do not consider the potential alpha generated by portfolio management, which can be significant, above all for real and alternative 
assets. Forecasts of annualised returns are based upon estimates and reflect subjective judgments and assumptions. These results were 
achieved by means of a mathematical formula and do not reflect the effect of unforeseen economic and market factors on decision 
making. Forecast returns are not necessarily indicative of future performance, which could differ substantially. *Historical figures on 
real and alternatives are calculated using a quarterly sample.
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For the moderate-risk profile, the allocation to real assets accounts for around 10%, which 
is achieved through a marked reduction of the exposure to global equity and global 
HY. For the high-risk profile, the allocation to real assets accounts for the maximum 
portfolio share allowed (25%) and is financed by a reduction in the exposure to risky 
assets, particularly DM equities, with the allocation to global HY cut to 0%. This would 
help rein in portfolio volatility. In both cases, the optimisation confirms a preference for 
real estate and infrastructure within real and alternative assets.

The above analysis highlights the benefits of investing in alternative assets within 
a diversified portfolio. However, high scrutiny will be needed when investing in these 
assets, as the post-Covid-19 world will see high fragmentation and dynamics will vary 
across different areas and segments.

Figure 2. Including real and alternative assets in diversified portfolios

Source: Amundi, CASM model as of July 2021. In this figure we present a set of efficient portfolios obtained by applying Conditional 
Value at Risk (CVaR) optimisation to a cross-asset investment universe over ten years. Such an investment universe includes euro 
aggregate bonds, global equity, EM equity, EMBI bonds and global high yield (HY) as far as traditional asset classes are concerned. For 
real and alternative assets, we include real estate, private debt, private equity, and infrastructure. Every asset class is considered in euros 
(unhedged). We have analysed two global portfolios which include real and alternative assets, considering 3% and 5% average expected 
return targets, which correspond to moderate and high-risk profiles, respectively. We ran an optimisation exercise for both targets, both 
excluding and including alternative assets. Constraints include 25% maximum of real and alternative assets. The alternative and real 
assets basket is derived using a constrained risk parity approach. This analysis is illustrative of the diversification benefits of adding 
alternative assets to a diversified asset allocation. RE: real estate. PD: private debt. PE: private equity. INF: infrastructure.
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As illustrated in figure 2, the inclusion of real and alternative assets into portfolios might 
bring significant benefits in terms of diversification for those investors with an adequate 
long-term investment horizon. For both moderate and high-risk profile investors, the 
inclusion of alternative assets warrants the achievement of their respective targeted 
returns of 3% and 5%, with lower volatility and Conditional Value at Risk (CVaR).
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Prospects for real assets
Structural forces are at play in the post-Covid-19 world and will shape real asset investing. 
The economy is experiencing a strong economic rebound after the 2020 slump, a sort of 
V-shaped recovery, which hides divergences and fragmentation at a sector level.

At the same time, after decades of disinflationary forces, we see a resurgence of inflation. 
While the market debates if this will be temporary or structural in nature – and the jury 
is still out here – we believe that in the coming years inflation will be stickier and higher 
than in the previous decade, due to a regime shift, as highlighted in our paper “Don’t give 
up on fundamental valuations”.

The post-Covid-19 world could not only feature higher inflation, but could also see further 
long-term trends being reinforced. The digitalisation of economic activity and trade, as 
well as the strategic importance of supply chains, cannot be denied. The crisis has also 
rekindled the willingness of governments and central banks to steer economies and 
financial markets by means of aggressive policies. These efforts are ongoing and could 
help keep interest rates low. Lastly, the main lesson of this crisis is greater global awareness 
of the fragility of our environment and way of life, as well as a growing recognition of 
environmental, social and governance issues.

In this context, real assets appear to be a compelling opportunity for investors with 
an adequate time horizon, as they could combine protection against inflation with the 
prospects of higher returns than traditional liquid assets, despite their embedded risk of 
liquidity and capital loss. The performance of real assets remains equally attractive in the 
context of contained inflation. In our view, they may offer the best risk-return prospects 
of all asset classes. 

However, investors should keep in mind that the Covid-19 crisis has caused increased 
fragmentation and divergences both across and within asset classes. This will require 
high selectivity and research at a single-deal level, as the recovery will be uneven and 
some re-pricing is still ongoing.

Dominique 
CARREL-BILLIARD
Global Head of Real & 
Alternative Assets

“Private markets could offer plenty of business opportunities as the global 
economy recovers from the Covid-19 crisis and new deals arise. Investors 
should combine high scrutiny and in-depth research to select the ones 
with the best risk-return profile.”

https://research-center.amundi.com/article/do-not-give-fundamental-valuations
https://research-center.amundi.com/article/do-not-give-fundamental-valuations
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Private equity: seize opportunities while 
market activity is accelerating
Despite the depth and suddenness of the Covid-19 crisis, private equity markets have 
done very well in 2020, with many funds posting a double-digit performance over the 
year. Today, transaction valuation multiples are back to their pre-crisis levels on average. 
This overall trend masks wide divergences.

On one hand, there are still few transactions in the sectors that were most affected by 
the restrictions implemented to fight the pandemic (e.g., catering, travel agencies, event 
organisations). Nevertheless, market activity is increasing and we expect to see many 
opportunities build up in these sectors. On the other hand, many sectors are benefiting 
from the reinforcement of some long-term themes (e.g., technology, healthcare). Today, 
most transactions are centred on these sectors, as their strong growth prospects attract 
investors. Furthermore, it is worth mentioning that the amount of dry powder (i.e., cash 
available for investments into funds) is stable relative to the market size for private equity 
as well as for private debt, thanks to the parallel slowdown in fund raising and market 
transactions last year. We see no major imbalances in private equity markets and expect 
the continuation of positive market trends in H2 2021.

“We see no major 
imbalances in private 
equity markets and 
expect the continuation 
of positive market 
trends in H2 2021.”

Private debt: investing at the top of the 
capital structure
The Covid-19 crisis has had a significant impact across private debt markets, with fund 
raising and deal making having been affected from early 2020. While the onset of this 
crisis was unexpected, concerns were already being raised about late-cycle conditions 
in private debt markets relating to underlying economic conditions and to emerging 
risks associated with demand-supply imbalances, tightening spreads and looser credit 
standards, which showed up in the prevalence of covenant-lite transactions, increased 
EBITDA adjustments and rising leverage.

Figure 3. Private equity dry powder, $bn
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All this led to a challenging year for private debt in 2020. However, prospects point to 
an improvement. In H2 2021 the focus will be on new opportunities, which should be 
plentiful, as lower financing from banks will leave the door open for private debt funds 
to cover issuers’ financing needs. Historically, private debt has delivered diversification, 
stable income streams and consistent premium returns over liquid and traditional debt, 
with modest drawdowns over the long term. Additionally, it has been a systemically 
important contributor to economic growth, thanks to the support it provides to the real 
economy, counterbalancing the lower contribution from banks after the Great Financial 
Crisis due to more stringent regulation.

Private debt encompasses a wide investment universe (e.g., senior debt, direct lending, 
distressed debt, etc) which have different goals, underlying dynamics and risk-return 
profiles. In H2 2021, investors with a long-term view could focus on safer strategies at 
the top of the capital structure where risk-adjusted returns are attractive, resulting in a 
key test arising for general partners (GPs), as some of them might even exit the market. 

“In H2 2021 the 
focus will be on new 
opportunities, which 
should be plentiful as 
lower financing from 
banks will leave the 
door open for private 
debt funds to cover 
issuers’ financing 
needs”.

Real estate: strong investor appetite in 
H2 2021
Real estate market activity was hit significantly in 2020, although capital values held up 
relatively well. According to MSCI, capital values in Europe declined by less than 1% YoY in 
2020, leading to positive total return performance, with significant discrepancies across 
asset classes, hotels and retail asset having been hit hard. The expected economic 
rebound in H2 2021 should favour relative improvements for real estate leasing activity, 
which should remain constrained by tenants’ wait-and-see attitude, as long as uncertainty 
remains. Tenant demand – both qualitative and quantitative – will be key in the short run 
and could make the market rents of prime assets in sought-after locations more resilient. 
Investors’ appetite for real estate should remain strong in H2 2021, fostered by a wide 
gap between prime real estate yields and ten-year government bonds. 

Figure 4. Spread between office prime yields and domestic ten-year government bond 
yields since 2000, end of period

800

600

400

200

0

-200

-400

-600

-800

 2021Q1   2000-Q1 2021 average   Historical spread range

Source: Amundi Immobilier on CBRE Research (Q1 2021) and ECB data. Data as of 7 May 2021.
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Infrastructure: a key element in many 
fiscal plans
With the Covid-19 crisis, infrastructure investing has experienced significant differences 
across sectors in terms of both transaction levels and valuations. In safe-haven sectors –  
e.g., healthcare, technology and renewable energy – the number of transactions and 
valuations have remained stable.

The crisis is expected to lead to a favourable political and regulatory environment for 
infrastructure investing, as the pandemic has not only brought to light the need for health 
and communication infrastructure, but also stressed the urgency of the energy transition.

We believe that diversification will be key in order to generate attractive returns, while 
buy-and-hold strategies are gaining traction. Assets relating to the energy transition will 
remain resilient after Covid-19, disseminating waves of economic shock given their critical 
nature for business continuity. Infrastructure projects are expected to be a key element 
of many stimulus plans. A significant share of the EU 2021-27 multi-year budget and of 
the Next Generation EU plan has been committed to the green transition and to digital 
infrastructure.

“The crisis is 
expected to lead to a 
favourable political and 
regulatory environment 
for infrastructure 
investing.”

Figure 5. EU 2021-27 budget and Next Generation EU

As a growing concern for investors has been the possible acceleration of inflation in 
the coming years, some long-term institutional investors see real estate as a way to 
hedge their income return from inflation, as when an asset is leased rents are generally 
indexed. Market fundamentals and conditions will remain key, as market rent and capital 
values may vary. Investors’ appetite for assets such as logistics or housing, which have 
proved resilient during the pandemic, should stay strong, particularly as the Covid-19 crisis 
could have accelerated structural trends such as e-commerce. The focus of long-term 
investors on cashflows visibility should favour competition for prime assets – including 
offices – and ensure that prime yields remain low in our central scenario during H2 2021. 

“Investors’ appetite 
for real estate should 
remain strong in H2 
2021, fostered by a wide 
gap between prime real 
estate yields and ten-
year government bond 
yields.”
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Definitions

■ Basis points: One basis point is a unit of measure equal to one one-hundredth of one percentage 
point (0.01%).

■ Closed-ended fund: In these funds, there is no internal mechanism for investors to redeem their 
subscriptions. Investors’ subscriptions are tied-up for the lifetime of the fund unless investors 
can find a buyer for their shares on the secondary market.

■ Core real estate investment strategy: ‘Core’ is synonymous with ‘income’ in the stock market. 
Core property investors are conservative investors looking to generate stable income with 
very low risk. Core properties require very little hand-holding by their owners and are typically 
acquired and held as an alternative to bonds.

■ Correlation: The degree of association between two or more variables; in finance, it is the 
degree to which assets or asset class prices have moved in relation to each other. Correlation is 
expressed by a correlation coefficient that ranges from -1 (always move in opposite direction) 
through 0 (absolutely independent) to 1 (always move in the same direction).

■ Covenant: It is a promise in an indenture, or any other formal debt agreement, that certain 
activities will or will not be carried out or that certain thresholds will be met. Often they relate 
to terms in a financial contract – such as a loan document or bond issue – stating the limits at 
which the borrower can lend further.

■ Covenant-lite: A covenant-lite loan is a type of financing that is issued with fewer restrictions 
on the borrower and fewer protections for the lender. By contrast, traditional loans generally 
have protective covenants built into the contract for the safety of the lender. On the other hand, 
covenant-lite loans are more flexible with regard to the borrower’s collateral, level of income, 
and the loan’s payment terms.

■ CVaR: Conditional Value at Risk. Also known as the expected shortfall, it is a risk-assessment 
measure that quantifies the amount of tail risk an investment portfolio has. CVaR is derived 
by taking a weighted average of the extreme losses in the tail of the distribution of possible 
returns, beyond the VaR cut-off point. Conditional value at risk is used in portfolio optimisation 
for effective risk management.

■ Drawdown: The peak-to-trough decline during a specific record period of an investment, fund 
or commodity, usually quoted as the percentage between the peak and the trough.

■ Dry powder: It refers to cash reserves kept on hand by a company, venture capital firm or 
individual to cover future obligations, purchase assets or make acquisitions. Securities 
considered dry powder could be Treasuries or other short-term fixed income investment that 
can be liquidated on short notice in order to provide emergency funding or allow an investor to 
purchase assets.

■ EBITDA: Earnings before interest, taxes, depreciation, and amortisation.

■ GP: General partner, a fund manager that raises capital from institutional investors through 
open-ended or closed-ended fund structures or non-fund vehicles with fund-like economics.

■ IRR: Internal rate of return. This is a method of calculating an investment’s rate of return. The 
term internal refers to the fact that the calculation excludes external factors, such as the risk-
free rate, inflation, the cost of capital, or financial risk.

■ LP: Limited partner, an institutional investor that commits capital to private funds through 
limited partnerships.

■ Office vacancy rate: Share of unoccupied office space immediately available relative to all 
existing office space.

■ Open-ended funds: In these funds, investors have the choice of whether to partially or 
completely redeem their subscription on each redemption day, subject to the redemption terms 
specified in the fund’s offering document. 

■ Prime rent: Rent of the most sought-after assets relative to available supply. This is the highest 
rent for a given asset class and geographical area.

■ Prime yield: Yield provided by leasing under the market conditions of the assets - sometimes 
few in number – most sought-after by investors relative to available supply. This was the lowest 
yield for a given asset class and geographic area.

■ Take-up: Spaces leased or acquired for own use. It does not include lease renewals.



INVESTMENT INSIGHTS BLUE PAPER | AUGUST 2021

9 Document for the exclusive attention of professional clients, investment services providers and any 
other professional of the financial industry

Important information
The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in 
any form and may not be used as a basis for or a component of any financial instruments or products or 
indices. None of the MSCI information is intended to constitute investment advice or a recommendation to 
make (or refrain from making) any kind of investment decision and may not be relied on as such. Historical data 
and analysis should not be taken as an indication or guarantee of any future performance analysis, forecast or 
prediction. The MSCI information is provided on an “as is” basis and the user of this information assumes the 
entire risk of any use made of this information. MSCI, each of its affiliates and each other person involved in or 
related to compiling, computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly 
disclaims all warranties (including, without limitation, any warranties of originality, accuracy, completeness, 
timeliness, non-infringement, merchantability and fitness for a particular purpose) with respect to this 
information. Without limiting any of the foregoing, in no event shall any MSCI Party have any liability for any 
direct, indirect, special, incidental, punitive, consequential (including, without limitation, lost profits) or any other 
damages. (www.mscibarra.com). In the European Union, this document is only for the attention of “Professional” 
investors as defined in Directive 2014/65/EU dated 15 May 2014 on markets in financial instruments (“MIFID”), 
to investment services providers and any other professional of the financial industry, and as the case may be in 
each local regulations and, as far as the offering in Switzerland is concerned, a “Qualified Investor” within the 
meaning of the provisions of the Swiss Collective Investment Schemes Act of 23 June 2006 (CISA), the Swiss 
Collective Investment Schemes Ordinance of 22 November 2006 (CISO) and the FINMA’s Circular 08/8 on Public 
Advertising under the Collective Investment Schemes legislation of 20 November 2008. In no event may this 
material be distributed in the European Union to non “Professional” investors as defined in the MIFID or in each 
local regulation, or in Switzerland to investors who do not comply with the definition of “qualified investors” as 
defined in the applicable legislation and regulation.

This document is solely for informational purposes. This document does not constitute an offer to sell, a solicitation 
of an offer to buy, or a recommendation of any security or any other product or service. Any securities, products, 
or services referenced may not be registered for sale with the relevant authority in your jurisdiction and may 
not be regulated or supervised by any governmental or similar authority in your jurisdiction. Any information 
contained in this document may only be used for your internal use, may not be reproduced or redisseminated 
in any form and may not be used as a basis for or a component of any financial instruments or products or 
indices. Furthermore, nothing in this document is intended to provide tax, legal, or investment advice. Unless 
otherwise stated, all information contained in this document is from Amundi Asset Management S.A.S. and is as 
of 8 July 2021. Diversification does not guarantee a profit or protect against a loss. This document is provided 
on an “as is” basis and the user of this information assumes the entire risk of any use made of this information. 
Historical data and analysis should not be taken as an indication or guarantee of any future performance analysis, 
forecast or prediction. The views expressed regarding market and economic trends are those of the author and 
not necessarily Amundi Asset Management S.A.S. and are subject to change at any time based on market and 
other conditions, and there can be no assurance that countries, markets or sectors will perform as expected. 
These views should not be relied upon as investment advice, a security recommendation, or as an indication 
of trading for any Amundi product. Investment involves risks, including market, political, liquidity and currency 
risks. Furthermore, in no event shall Amundi have any liability for any direct, indirect, special, incidental, punitive, 
consequential (including, without limitation, lost profits) or any other damages due to its use.

Date of first use: 23 August 2021.
Document issued by Amundi Asset Management, “société par actions simplifiée”- SAS with a capital of 
€1,086,262,605 - Portfolio manager regulated by the AMF under number GP04000036 – Head offce: 90 boulevard 
Pasteur – 75015 Paris – France – 437 574 452 RCS Paris – www.amundi.com
Photo credit: ©shunli zhao - iStock/Getty Images.
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