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If you want to be a successful private equity investor, you need to think 
long term. Manager selection will always be the key to outperformance at 
the investment level, but it helps if you can identify and target long-term 

trends. Finding and creating value is much, much easier in a growing market. 
The biggest trend in the $25tn (that’s $25,000,000,000,000 in numbers) 

global pensions industry is the inexorable shift from defined benefit (DB) 
to defined contribution (DC) schemes. At the end of 2014, DC assets 
accounted for 46.7 per cent of P7 pension funds (Australia, Canada, Japan, 

Pantheon channels $33bn of LP capital to GPs through funds of funds, co-mingled funds, 
secondaries and co-investments. Its business is built on delivering outperformance over 
25-plus years. Now the firm is ready to pull the trigger on the vast DC market

DC pensions – the holy 
grail for private equity?

the Netherlands, Switzerland, the US and the UK), according to consultancy 
Towers Watson, with DC schemes now accounting for the majority of assets 
in Australia and the US. 

DC schemes have grown 7 per cent per annum over the past decade, 
compared with 4.3 per cent in DB. In the US it has been a takeover by stealth. 
In the early 1980s people were encouraged to invest in a ‘401K’ tax-efficient 
savings plan, alongside their pension. Corporations slowly convinced 
employees the 401K should replace their pension fund, sweetening the deal by 
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increasing match funding or some other machination that made it palatable. 
Within a couple of decades everyone thought of the 401K as their pension. 

Corporations had successfully moved the liabilities – and the risk – from 
themselves to their employees. Where the private sector has led, the public 
sector will inevitably follow.

Creating a market
Historically, PE has relied on DB funds and investors with a very long-term 
time horizon, such as endowments and family offices. If the industry is to 
attract more pension fund money in the future, it will need to appeal to DC 
funds. 

Pantheon is one of the oldest private equity fund managers. Founded 
in 1982, it now has approximately $33bn assets under management, with 
70 investment professionals and 200 staff operating globally from offices 
including London, San Francisco, New York and Hong Kong. Now it is 
trying to crack the DC nut.

“It’s taken a long time but the move from DB to DC schemes by 
corporations and governmental entities, where they are not on the hook for the 
results, is becoming palpable,” says Kevin Albert, New York-based partner 
at Pantheon. “It started small and hasn’t really advanced that far in the public 
sector because it becomes political, but it has taken off like wildfire in the 
corporate private sector. It is catching on in the public sector, which is the 
biggest funder of private equity and has been for many years.”

Pantheon established Pantheon Defined Contribution back in 2013 to 
tap into the $3.5tn US DC market. The firm hired Michael Riak, former 
director of savings and affiliate plans at Verizon Communications, to lead the 
push. The vehicle allows DC participants and plan sponsors to incorporate 
comprehensive, institutional-quality private equity investments into their 

retirement savings plans.
The vehicle is also designed to attract individual investors through their 

Individual Retirement Accounts (IRAs). Pantheon hired Sheldon Chang, 
Susan Giacin and Doug Keller from Merrill Lynch Investment Management 
to access the private wealth market.

“Each of those markets has different regulatory regimes and different 
preferences,” says Albert. “DC plans look for daily pricing, daily liquidity, a 
treasury function to deal with capital calls and distributions and reinvesting. 

“Individuals focus more on commitment size than daily pricing, 
transparency and valuation. They don’t need to know what it’s worth on 
a daily basis, but they want to know what it’s worth on a quarterly basis. 
Liquidity is also an issue. Individuals have a hard time locking up their money 
for 15 years, whereas DB plans didn’t.”

Albert concedes it has been a slow burner. Nonetheless the schedule 
remains on track. “In terms of our positioning, we’re in the seventh innings 
and – if you know anything about baseball – there are nine innings to a 
game,” he says. “But in terms of really contributing to our AUM, we don’t 
expect our DC channel to deliver immediate meaningful growth. Our 
longer-term objective is to raise hundreds, if not billions of dollars over the 
coming years. We think we’re now well positioned to do that because of the 
early groundwork and infrastructure we’ve built. A key focus for investors 
will be to see us invest to give them a feel for the kind of investments we’ll be 

About Pantheon
Pantheon was founded in 1980 in London by Rhoddy Swire, 
a scion of Hong Kong’s famous trading family. It opened its 
first office in London in 1982 and made its first investments in 
Europe, the US and Asia the following year.

Geographic expansion has been steady, with offices opened 
in San Francisco in 1987, Hong Kong in 1992, New York in 2007, 
and Seoul and Bogota both opening for business in 2014. 

The firm has been an early participant in the evolution of the 
private equity industry, making its first secondary investment 
in 1998, launching its first US fund of funds in 1993, quickly 
followed by an Asian fund of funds and an infrastructure fund 
of funds in 1994, with a European fund of funds following in 
1997. A maiden global secondaries fund was launched 2000, 
co-investments started in 2005, infrastructure in 2009 and real 
assets in 2015.

A key moment in its development came in 2003 when 
Swire sold the business, which then managed $7bn, to Russell 
Investment Group, pocketing a reported £35m in the process. 
Pantheon enjoyed stellar growth in AUM to $22bn under 
Russell’s stewardship but it was not a strategic fit for the 
investment manager. 

Pantheon was sold to New York-listed financial services 
specialist AMG and its own management in February 2010 for 
$775m in cash, with the potential for additional payments over 
the next five years contingent on the growth of Pantheon’s 
business. With Pantheon now managing $33bn of assets, it is 
probable that AMG had to dig further into its pockets.

Denis McCrary: Private equity has long-term structural advantages
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“Our objective is to raise 
hundreds if not billions of 
dollars from the DC market 
over the coming years. We 
think we’re now well 
positioned to do that”
Kevin Albert

making and an early look at the performance. We’ve been creating materials 
so the information is available when and to whom it needs to be.” 

The Washington State Investment Board, which has $71.1bn AUM in DB 
schemes and $14.1bn AUM in DC, earlier this year approved a 2016 strategic 
plan that will look at whether the board should offer options for deferred 
compensation and defined contribution members to invest in private equity 
and real estate strategies. 

Washington State, which was one of the first five US state funds to invest 
in private equity, is looking at managing the move internally and could make 
a start by shifting some of its DB exposure into the DC pot. “I expect DC to 
grow geometrically after two, three or four investors come into the market,” 
says Albert. “I expect it to take two or three years to get two, three or four 
early adopters to buy into it. Then, just like the DB market which started with 
just a handful of pension funds in the early 1980s, it will take off at a very 
steep rate.”

There are also establishment calls for DC funds to take a good look 
at private equity. In his 2012 Report on Institutional Investment, British 
politician Baron Paul Myners noted that “it cannot be right to argue that an 
asset class is by its nature too risky to form any proportion, however small, of 
the scheme’s overall investment offering. There is a danger here that just when 
more defined benefit schemes are coming to reject as irrational an investment 
strategy that ignores certain asset classes on the grounds that they are ‘too 
risky’, defined contribution schemes may repeat similar mistakes.”

Solid foundations
For all the attention it has been given, the DC programme is merely a 

new wrapper on the present model. “It will not change what the GPs we 
invest with are doing,” says Albert. “When we make an investment in a 
co-investment, a secondary, or a primary, we may be making it across our 
investor base. 

“For DC investors we need to keep a certain amount of liquid assets, say 
about 20 per cent, so that we can make capital calls and handle the daily 
switching. Instead of having 100 per cent of the money invested in private 
equity the way our traditional clients do, these vehicles are likely to have 
about 20 per cent of their money in a liquid vehicle that will produce a market 
return, but not a private equity return. The private equity investments will be 
identical.”

Private equity is a gift that has continued giving. A year ago, global private 
equity performance was in the same ball park as public equities over a five-
year time horizon, largely a result of major stock markets doubling in value 
from their nadir in 2008-09, due in no small part to the efforts of central banks 
to pump money into economies. The US Federal Reserve printed $4.5tn of 
new money under its QE1, QE2 and QE3 programmes. While there is heated 
debate over whether QE programmes in the US, the UK, Europe and Japan 
did anything to boost economic growth or bank lending, they certainly helped 
push asset prices higher. 

Now the performance gap between private and public equity is widening 
again. In its 2016 Global Private Equity Report, consultancy Bain & 
Company talked about private equity returns under the heading ‘Confidence 
Regained’. Using data from Cambridge Associates, widely regarded as the 

CVs
Kevin Albert

A pioneer in the private equity industry, Kevin Albert’s career 
includes 24 years with Merrill Lynch, where he was managing 
director and global head of the Private Equity Placement Group. 

In 2005 he joined Elevation Partners as managing director, 
helping raise $1.9bn for the firm’s first fund for investment in 
media and entertainment businesses. Elevation was founded by 
Silver Lake veterans Roger McNamee and Marc Bodnick, but is 
better known for its association with U2 front man Bono.

He joined Pantheon in 2010 as global head of business 
development and is a partner, a member of the partnership 
board, and holds responsibility for global business development 
and client service. He holds a BA in Economics and an MBA in 
Finance, both from the University of California, Los Angeles.

Dennis McCrary
Dennis McCrary is a partner based in San Francisco and Chicago.  
He is a senior member of the investment team and is a member 
several investment committees, including the international 
investment committee. 

Before joining Pantheon in 2010, Dennis was head of the US 
partnership team at Adams Street Partners. He has also worked 
at Bank of America and Continental Bank. McCrary holds a BA 
in Accounting from Michigan State University and an MBA from 
the University of Michigan.
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Kevin Albert: The move from DB to DC schemes is accelerating

most reliable among a frustratingly variable data set, PE’s 10-year returns to 
large public pension funds outpaced the S&P 500 by 3.7 per cent net of fees. 
Bain said that as the legacy effects of the financial crisis retreat further into 
the past, PE should “consistently perform at a level close to or above public 
equities over one-, three- and five-year time horizons”.

Dennis McCrary, a senior investment partner at Pantheon, believes private 
equity has long-term structural advantages over the performance of the public 
markets. “Private equity can generate better returns if you’re with the right 
managers,” he says. 

“An important differentiator is the private equity corporate governance 
model. Management can be better motivated and shareholders better aligned 
in terms of their interest because of the tight ownership structure, which 
means there is greater accountability to the board. It’s that part of the model, 
along with strong operating expertise, that allows private equity in general, if 
it’s properly executed, to outperform.”

Governance structures
It is not that public companies are prevented from following the governance 
and incentivisation structures that are common in private equity, it’s just that 
they don’t as a rule. 

“Some publicly traded businesses have great boards that do hold their 
management accountable. They have well-structured compensation systems 
that allow for strong alignment and great managers that perform really well,” 
says McCrary. 

“It’s not that it can’t be done in a public company context, but we see the 
opportunity in that environment for the model becoming distorted. In the 
private equity model, the owners, the board, and the management team are 
typically very well aligned and focused on long-term performance and value.”

Pantheon has taken this belief into parallel investment classes, including 
credit, infrastructure and real assets. Some of the mechanics are different, but 
the principles that make a group successful are the same. These businesses 
are at an earlier stage of their evolution than the core private equity business, 
but that will change and LPs will develop from funds of funds through 
secondaries, co-investment and management accounts. 

Albert is happy to acknowledge that Pantheon is more open to taking 
LPs’ money on different models than it was in the past. “We now offer 
format options,” he says. “If an LP is big enough and wants to have even 
more control over how it works with us, we are much more willing to do 
separate accounts or have a consultative type relationship with that investor. 
At the smaller end we are able to be more responsive to requests for tailored 
portfolios. Requesting veto rights is another trend Albert has noted. 

Then, of course, there are the fees. “We are much more flexible in terms of 
offering different fee models” he says. “Instead of insisting on a committed 
capital fee and a carry, we offer invested capital fees, a higher management 
fee with lower carry, higher carry with lower management fee. We can really 
be responsive to what the client wants.”

The composition of Pantheon’s business has changed over time, with more 
emphasis today on secondaries, co-investment and managed accounts, though 
the original fund-of-funds business is still a substantial operation. In 2015, of 
the $4bn-plus the firm raised, a meaningful chunk was for traditional fund-of-
funds vehicles, compared with just $1bn in 2010. “It does make a difference 
how you allocate to buyouts, growth, special situations, venture, credit or real 

estate,” says McCrary. “You get some benefit from doing that wisely. But the 
bottom-up manager selection is critical. 

“Over recent years we’ve moved the portfolio in the US to include more 
sector-focused groups. We believe sector-focused groups have advantages of 
not only creating value at the company level strategically and operationally 
because they understand that particular industry better and can guide it better, 
whether it’s through acquisitions or otherwise, but also at the origination level. 
The more GPs understand the industry, the more context they have, the better 
their network, the more wisely they can buy. 

“Generalist buyout funds – and there are some very good ones – are often 
competing in auctions for their deals. Over time I think the sector-focused 
groups are likely to outperform generalist firms competing in a given sector.” 

Important Notice

The above is a reprint from AltAssets Limited Partner Magazine: 
Defining the Future, Q2 2016.  AltAssets and its publisher, Investor 
Networks Limited, have provided Pantheon with the permission and 
authority to make this article available on Pantheon’s websites.

 Under no circumstances should these views and opinions in this 
article be construed by any reader as investment, securities, legal, or 
tax advice.  The information contained herein should not be deemed 
as a recommendation to purchase or sell any securities or investments.  
No representation or warranty, express or implied, is made or can be 
given with respect to the accuracy or completeness of the information 
in this article.  In general, alternative investments such as private 
equity involves a high degree of risk, including potential loss of 
principal invested, are highly illiquid, and typically have higher fees 
than other investments.
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