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Aegon Asset Management’s specialist Indirect Property Investment Team provide a 

solutions-based approach for institutional investors seeking exposure to commercial 

property.  This document introduces the new Aegon Active Beta DC Property Fund, a 

quasi-passive property fund designed specifically for DC pension schemes. 

For more information, please contact Shaun McWilliam or visit 

www.aegonam.com/activebeta.  

The Aegon Active Beta DC Property Fund 

The benefits of investing in property mean that it can play an important role for DC pension 

schemes. However, some of the challenges of investing in this asset class mean that DC 

investment has been relatively low to date.  In response to this, Aegon’s Indirect Property 

Investment Team has designed a DC-friendly version of their successful Active Beta strategy, 

which brings quasi-passive exposure to the UK property market for DC schemes.  

Product summary 

Name Aegon Active Beta DC Property Fund 

Fund Provider Mobius Life 

Investment advisor Aegon Asset Management 

Launch date December 2020 

Investment 

objective 

The fund aims to provide a property market return by matching 

the return of the MSCI/AREF UK All Balanced Property Fund Index 

with a tracking error of less than 1.0% p.a. 

Benchmark MSCI/AREF UK All Balanced Property Fund Index 

Strategy The fund will target exposure to a portfolio of property funds that 

are constituents of the Index.  A core allocation of 70-80% will be 

invested in the Aegon Active Beta Property Fund and 20-30% will 

be invested in daily dealt life-wrapped property funds or cash. 

Fund structure Life-wrapped investment fund (investment open only to HMRC 

UK-registered pension schemes) 

Number of holdings Typically 4-6 funds held directly and 12-15 funds on a see-through 

basis 

Fees 24 bps (18 bps to Aegon AM and 6 bps to Mobius Life)  

Investment 

guidelines 

• Maximum deviation from Index weights of +/-10 percentage 

points on a see-through basis 

• 70-80% invested in the Aegon Active Beta Property Fund 

• 20-30% invested in any investment which forms part of the 

Index or cash or near-cash instruments. 

• See-through gearing will be less than 10% on a debt-to-gross 

asset value basis at any point in time. 
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The role of property within a multi-asset investment portfolio 

The benefits of investing in property as part of a multi-asset portfolio are widely recognised by institutional investors 

and their advisers. Specifically, property can offer: 

• Attractive long-term returns with characteristics of both equities and bonds; 

• Relatively low volatility compared with other asset classes; 

• Diversification, through low correlations with other asset classes; 

• Stable and attractive income returns, with the potential for capital growth; and 

• Some inflation-hedging characteristics. 

Property can therefore hold an important place in a DC investor’s portfolio, especially the accumulation phase when the 

focus is on building capital over the long term.   This can be demonstrated by the asset-liability modelling undertaken by 

our Aegon Investment Solutions team which shows the benefits of adding property to a DC plan that follows a typical 

glidepath to retirement.   

The DC dilemma 

Despite the positive and compelling case for including property in 

DC investment plans, figures showing DC investment into property 

do not indicate any meaningful allocation to property from DC 

schemes to date.  According to research commissioned by the 

Investment Property Forum1, only 30% of all DC schemes have 

exposure to property, compared to 63% for DB schemes.  

Furthermore, if we look at asset allocations of DC schemes, only 

1.8% of workplace DC assets is allocated to property. This 

compares with the typical 5-15% allocations that our own DB 

clients have typically invested in property.   

This begs the question – why is exposure to commercial property 

so low for DC schemes when it would appear to be a sensible 

home for long term investments such as pensions?  

The challenges for DC schemes investing in property 

There are several ways in which DC schemes can access property returns. A scheme could invest directly, for example by 

buying, owning and managing its own direct property portfolio. However, direct investment outside of a pooled 

structure is not a viable option for nearly all DC schemes, due to the scale requirements to construct a fully diversified 

property portfolio. 

Alternatively, schemes can invest in listed Real Estate Investment Trusts (REITs) or other quoted property companies.  

However, this is not always appealing due to performance volatility and equity market correlations.  This means that the 

common route for DC schemes to access property market returns - much like their DB scheme counterparts - tends to 

be through unlisted open-ended property funds which offer returns directly linked to bricks and mortar property. 

However, open-ended property funds are not a perfect solution and have specific challenges linked to the unique 

underlying characteristics of property as an asset class. On the following page we highlight three particular issues with 

open-ended property funds. 

 

 
1 Source: IPF: Real Estate Investment in UK Defined Contribution Pension Schemes: The Current State of Play (March 2018) 
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Issue 1: The requirement for daily dealing from DC investment platforms 

For DC schemes where investments are made through investment platforms, property funds currently must be daily 

priced and daily dealt. This is not a regulatory requirement and it could certainly be argued that DC schemes do not 

need daily dealing, given what should be long-term investment horizons. Nevertheless, the requirement of daily dealing 

is a necessary function of the current infrastructure for DC schemes and leads to a couple of notable consequences.  

One is the potentially higher risk of gating where 

large outflows in a short space of time might force a 

daily dealt property fund to halt dealing, or defer 

redemptions, because of the illiquid nature of the 

underlying property assets. This is less of a risk for 

institutional property funds, where flows tend to be 

broadly stable, especially when compared to flows 

from daily dealt property funds that are designed for 

retail investors.   

Instead, we believe a more important impact of the 

daily-dealing requirement for property funds has 

been less choice and fewer property funds for DC 

schemes to select from.  Of the 27 funds in the 

MSCI/AREF UK All Balanced Property Fund Index, a 

peer group of institutional UK balanced property 

funds, only five are what we would consider to be DC-

friendly by offering daily dealing. This restriction of 

choice for DC schemes means that some of the very 

high-quality managers and property portfolios which 

are open to DB schemes are not open to DC schemes. 

To exacerbate matters, Chart 3 shows that the 

performance of current DC-friendly property funds 

has generally been poor. This can be attributed to a 

combination of higher cash weightings, which reduce 

return potential, and fund-specific issues. 

Issue 2: Transaction costs 

A second issue with open-ended property funds is high transaction costs. Property is an expensive asset class to invest 

in, with stamp duty, legal fees and agency fees all meaning that it can cost 6-7% for property funds to buy physical 

buildings and 1-2% to sell them. These costs are usually reflected in property funds’ primary market dealing.    

In our experience, some pension schemes may have legitimate concerns over the management or performance 

prospects of their incumbent property manager, but they are reluctant to exit or switch to another property fund 

because of the high round-trip transaction costs. As a result, some schemes may find themselves ‘trapped’ with an 

incumbent manager because of the barrier of high switching costs. 

Issue 3: Active manager risk 

A third challenge is active manager risk, or in other words the difficulty of selecting a suitable property manager. When 

we look at the performance history of open-ended property funds, it is clear that active manager risk is a key issue to 

consider - history shows that it is difficult to pick a property manager that consistently performs well. Strong performing 

funds over one period can suddenly suffer performance issues in the next period, with poor performance arising for 

various reasons. For example, strategy mistakes, style drift, management changes and heavy outflows are all examples 

of issues that can have a detrimental long-term impact on performance. 

These challenges go some way to explaining why allocations to property from DC schemes are relatively low. So, can we 

construct a DC-friendly strategy which addresses these issues and allows DC schemes to access property returns in an 

efficient, low risk and cost-effective manner?  
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Introducing the Aegon Active Beta property strategy 

The Active Beta property strategy is an innovative, yet simple, strategy designed by the Aegon Indirect Property 

Investment Team which aims to track the return of the MSCI/AREF UK All Balanced Property Fund Index by investing in a 

diversified portfolio of open-ended institutional property funds.  One of the attractions of the strategy is its intentional 

simplicity – the strategy limits investments to open-ended property funds that are constituents of the MSCI/AREF UK All 

Balanced Property Fund Index, and risk controls ensure that the structure of the portfolio cannot deviate too far from 

the structure of the Index.  The potential tracking error of the strategy is therefore limited with returns unable to 

deviate too far from the Index.   

However, the Active Beta property strategy requires a degree of limited, risk-controlled active management to achieve 

the objective of tracking the Index net of fees. This is principally due to the unique challenges of investing in property 

(such as transaction costs and illiquidity), which mean that it is not possible to create a genuine passive property index 

solution using replication techniques. Our active management involves a combination of an underlying fund allocation 

strategy (risk-controlled overweight positions to outperforming funds and underweight positions to underperforming 

funds) and use of the secondary market to mitigate transaction costs and add value through cost-effective switching or 

investment of cashflows. 

The performance track record of the Active Beta strategy is demonstrated by the Aegon Active Beta Property Fund, 

which was launched in June 2017 and designed specifically for DB pension schemes, with the aim of tracking the 

MSCI/AREF UK All Balanced Property Fund Index with open-ended liquidity. Since launch, the fund has successfully 

achieved its aim of closely matching the performance of the Index and has demonstrated the quasi-passive nature of 

the Active Beta investment strategy. This is shown by standard risk statistics (tracking error, beta and r-squared) and is 

visually demonstrated by Chart 4 which shows the cumulative performance of the Fund against the Index. 

Chart 4:  Cumulative performance since inception of the Aegon Active Beta Property Fund 

 
 
Source: Aegon Asset Management and MSCI. From 30/06/2017 to 31/12/2020. NAV to NAV. Fund returns are net of fees. GBP total returns. Past 

performance should not be seen as a guide to future performance as it may not be repeated. Past performance is net of fees. As the Fund launched 

on 30 June 2017, past performance data does not exist for the periods 1 year to 2017, 2016, 2015, 2014 and 2013. 

 

The success of the Active Beta property strategy for our DB scheme clients has led to enquiries from DC schemes and 

their advisors about whether the strategy can work for DC schemes. After carefully considering the daily dealing and 

liquidity requirements of DC investment platforms, we have constructed a DC-friendly version of the strategy which we 

believe meets the objectives of DC schemes seeking a near-passive exposure to the UK commercial property market. 
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Risk statistics (based on quarterly data) 

Tracking error (p.a.) 0.3% 

Volatility (p.a.) 2.9% 

Beta 1.01 

R-squared 0.99 
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Constructing a DC-friendly Active Beta property strategy  

In a similar manner to the Aegon Active Beta Property Fund, our Aegon Active Beta DC property strategy is intentionally 

simple and comprises an allocation to two investment ‘pots’: 

1. Aegon Active Beta 

Property Fund (70-80%) 

 

• A core allocation of 70-80% to the Aegon Active Beta Property Fund. 

• This provides the Aegon Active Beta DC Property Fund with an anchor exposure 

to the Aegon Active Beta Property Fund’s diversified portfolio of 13 institutional 

open-ended property funds, 1,032 underlying properties and £21 billion of 

underlying assets. 

• The open-ended nature of the Aegon Active Beta Property Fund means that 

liquidity can be sourced from this core holding at three months‘ notice, if 

required. 

2. Daily-dealt life-wrapped 

property funds (20-30%) 

 

• To facilitate daily dealing and meet the liquidity requirements of DC investment 

platforms, the Aegon Active Beta DC Property Fund also allocates 20-30% of its 

portfolio to a diversified portfolio of daily dealt life-wrapped property funds. 

• Investable funds in this part of the portfolio include daily-dealt, institutional 

property funds managed by Aberdeen Standard Investments, Legal & General 

Investment Management, Columbia Threadneedle, M&G and Aviva Investors.    

We will flex allocations between the Aegon Active Beta Property Fund and daily dealt life-wrapped property funds, 

depending on market conditions and expected liquidity requirements. 

In addition, the Aegon Active Beta DC Property Fund has similar risk controls to the Aegon Active Beta Property Fund, 

whereby the portfolio weightings of underlying fund holdings cannot deviate too far from Index weightings, on a see-

through basis. Again, this is to limit tracking error by ensuring the composition of the portfolio does not deviate too far 

from the Index. The diagram below illustrates the structure of the Aegon Active Beta DC Property Fund and its link to 

the established Aegon Active Beta Property Fund. 
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The benefits of the Aegon Active Beta DC Property Fund 

We believe the Active Beta DC Property Fund offers DC schemes three important benefits. 

1. Diversification 

Firstly, the Active Beta strategy considerably reduces the risk of investing in property, through its exposure to a fully 

diversified portfolio of property funds.   

Not all balanced property funds are the same – different property funds have different managers, investment styles, 

strategies and risk characteristics. This is demonstrated by Chart 5 where the light grey lines show the wide spread of 

performance of institutional balanced property funds over the past three and a half years. Remarkably, the top 

performing fund has outperformed the bottom fund by 17% over this period. 

Chart 5 – Spread of returns of investable balanced property funds (3.5 years net-of-fees to 31 December 2020)  

 

Source:  Mobius, Aegon Asset Management, MSCI/AREF. 

One of the clearest benefits of the Active Beta strategy is therefore diversification. The Aegon Active Beta DC Property 

Fund not only provides exposure to a blend of manager styles, strategies and property portfolios, but also offers 

diversified sources of liquidity and reduces the risk of being exposed to a single fund which may consistently 

underperform due to poor management. This underperformance can occur due to poor sector or property selection, or 

external influences such as redemption pressures. In addition, the Fund allows DC schemes to access, for the first time, 

exposure to high-quality open-ended property funds that have been popular with DB schemes but have previously been 

inaccessible to DC schemes because of daily dealing requirements.   

2. Efficient portfolio management and governance from a specialist indirect property manager 

The Aegon Indirect Property Team has over 40 years combined experience of managing portfolios of indirect property 

funds. The team has developed an investment philosophy and process which focuses on the cost-effective construction 

and management of indirect property portfolios through an in-depth knowledge of their investment universe, strong 

relationships with underlying property managers and expertise in the use of the secondary market to transact units in 

funds. In particular, the team’s specialist expertise in utilising the secondary market has allowed them to efficiently 

manage client portfolios by reducing transaction costs, and in some cases make gains, when implementing changes to 

underlying fund allocations.   

0%

5%

10%

15%

20%

25%

Jun 17 Dec 17 Jun 18 Dec 18 Jun 19 Dec 19 Jun 20 Dec 20

Aegon Active Beta Property Fund (net-of-fees) 
MSCI/AREF UK All Balanced Property Fund Index 



 

     7 

    Aegon Active Beta DC Property Fund 
    March 2021 
  For UK institutional investors and consultants only 
 

The two case studies below are examples of cost-effective switch trades the team have implemented in the last few 

years for the Aegon Active Beta Property Fund, either to further diversify the portfolio or in response to rating 

downgrades on particular funds.  

Case study 1: Cost-effective 

switch to further diversify 

the portfolio  

In January 2018, the team made a part-sale of Property Fund A to facilitate a 

purchase of Property Fund B units to add further diversification to the 

portfolio.  Using the secondary market, the team were able to execute a 

cost-neutral switch instead of incurring the usual c.7% primary spread. Units 

in Property Fund A were sold at December 2018 NAV price and immediately 

reinvested into Property Fund B at the December 2018 NAV price. 

Case study 2:  Cost-effective 

switch to lower an 

allocation to a downgraded 

fund 

In January 2019, the team made a part-redemption of Property Fund X due 

to concerns over retail exposure and liquidity of this underlying holding.  

The redemption proceeds were cost-effectively reallocated the next month 

through the secondary market to Property Fund Y at 3.0% discount to NAV 

and Property Fund Z at 1.5% discount to BID. As a result, the portfolio made 

a small gain instead of incurring a cost from these switch transactions.  

In addition, the team can utilise the secondary market to efficiently invest cashflows. By acquiring units on the 

secondary market, the team can efficiently maintain full - or near-full - exposure to the property market and moderately 

add value for investors at the same time. Table 1 below shows example trades where units have been acquired in 

certain funds at significant discounts to NAV. 

Cost-efficient management is not the only benefit of 

a specialist indirect property manager. The 

governance of the underlying property funds by the 

team is just as important. The COVID-19 pandemic 

has highlighted the importance of good governance, 

with issues such as valuation uncertainty, dealing 

suspensions and possible redemption pressures all 

requiring attention from the team to ensure fair 

treatment by underlying managers during a period 

of market stress. One of the benefits of the Fund is 

therefore a specialist team that can engage with 

underlying managers on a range of governance 

issues, including ESG considerations, to ensure the 

interests of investors are best served.  

 

3. Cost-effective transitions for clients with existing property fund holdings 

Switching property funds may not be attractive for DC schemes because of the transaction costs required to switch - the 

round-trip cost to switch property managers on the primary market can be c.7%. As explained earlier, this means 

schemes can be understandably reluctant to switch out of an existing property fund and into another, even if they have 

concerns over the management or performance prospects of their incumbent property manager. 

The Aegon Active Beta DC Property Fund offers schemes the opportunity to switch from their existing property fund 

holding to the diversified Active Beta property strategy without having to incur these typically high transaction costs.  

This can be achieved through an in-specie process, which involves a managed cost-effective transition using the Aegon 

Indirect Property team’s expertise in transacting units in property funds on the secondary market instead of the primary 

market. This is an established process which we have operated for DB clients switching to the Aegon Active Beta 

Property Fund, with a similar transition process on offer for DC schemes looking to switch to the Aegon Active Beta DC 

Property Fund.  

Table 1:  Efficient investments through the secondary market 

Fund acquired Date of trade Secondary market price 

Property Fund A May 2019 April 2019 NAV price less 6.6% 

Property Fund B Sept 2019 Aug 2019 NAV price less 3.0%  

Property Fund C Jan 2020 Dec 2019 NAV price less 4.5% 

Property Fund D May 2020 Apr 2020 NAV price less 12.0% 

Property Fund E Sept 2020 Aug 2020 NAV price less 10.0% 

Source:  Aegon Asset Management 
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Table 2 below summarises the transitions we have completed for DB schemes that have switched to the Aegon Active 

Beta Property Fund, and our seed DC scheme that has switched to the Aegon Active Beta DC Property Fund. 

Table 2:  Client transitions to the Aegon Active Beta strategy 

Pension client Original Holding(s) Size 

Transition 

length Completed 

Net cost/gain 

from transition* 

Net cost/gain 

from transition* 

DB Scheme 1 LGIM Managed Property Fund £5m 2 months  Sep 2019 +1.4% +£67k 

DB Scheme 2 LGIM Managed Property Fund £9m 2 months Nov 2019 +0.7% +£65k 

DB Scheme 3 SLI PP Property Fund Hermes PUT £17m 2 months  Feb 2020 +0.3% +£43k 

DB Scheme 4 LGIM Managed Property Fund £31m 2 months  Feb 2020 +0.4% +£129k 

DB Scheme 5 Cash £20m 9 months Nov 2020 +4.9% +£990k 

DB Scheme 6 LGIM Managed Property Fund  £4m 9 months Nov 2020 +3.8% +£149k 

DB Scheme 7 SLI PP Property Fund; LGIM 

Managed Property Fund  

£7m 2 months Nov 2020 +2.1% +£145k 

DB Scheme 8 LGIM Managed Property Fund £10m 1 month Dec 2020 +0.7% +£69k 

DC Scheme 1 SLI PP Property Fund; 

Threadneedle Pensions PF 

£9m 1 month Dec 2020 +0.3% +£30k 

 Total: £112m    Total: +£1.688k 

Source:  Aegon Asset Management. *Net cost of sales and purchases, relative to NAV. 

 

Using our transition process, most schemes in Table 2 successfully transitioned their original holdings to the Aegon 

Active Beta strategy within two months. Two client transitions took longer, due to property fund suspensions in 2020.  

Importantly all schemes saved significant transaction costs through the process, due to our ability to acquire component 

funds of the Active Beta strategy on the secondary market at discounts to NAV in the market conditions at the time. 

This meant that all schemes, including our seed DC scheme, made a small net transactional gain from the transition 

process. We would stress that this may not be achievable all the time, as the outcome of any client transition will 

depend on secondary market pricing available at the time, although these examples demonstrate the significant 

potential cost savings that can be made through our transition process. 

How can DC schemes invest in the fund? 

The fund is structured as a life-wrapped investment fund on the Mobius Life platform and is currently available for 

investment from DC schemes directly, or on the LGIM DC investment platform. 

We are working to add the fund to further platforms, with current discussions already in place with the Aegon UK and 

Fidelity DC investment platforms. 
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Summary 

The benefits of investing in property mean that it can play an important role for DC pension schemes. However, some of 

the challenges of investing in property mean that DC investment into the asset class has been relatively low to date. In 

response, Aegon’s Indirect Property Investment Team has designed a DC-friendly version of their successful Active Beta 

strategy, which brings quasi-passive exposure to the UK property market for DC schemes.  The launch of the Aegon 

Active Beta DC Property Fund can now offer DC schemes: 

✓ A DC-friendly version of the Aegon Active Beta property strategy – a strategy with a performance track record of 

tracking the MSCI/AREF UK All Balanced Property Fund Index and delivering diversified, quasi-passive exposure to 

the property market. 

✓ Exposure to a diversified portfolio of open-ended institutional property funds, thereby providing access to a 

blend of manager styles, strategies and property portfolios, diversified sources of liquidity and high-quality 

institutional property funds that have been inaccessible to DC schemes to date.   

✓ Portfolio management and governance from a specialist indirect property team, including the use of the 

secondary market to efficiently manage the portfolio. 

✓ Cost-effective transitions of existing scheme property holdings to the Aegon Active Beta DC Property Fund. 

For more information on the Aegon Active Beta Property Fund and other property strategies managed by Aegon 

AM’s Indirect Property Team, please contact Shaun McWilliam. 

 

Contacts 

Shaun McWilliam 

Real Assets Business Development  

Tel: 07740 897 129 

shaun.mcwilliam@aegonam.com 

 

www.aegonam.com/activebeta  

London office 

Aegon Asset Management 

The Leadenhall Building 

122 Leadenhall Street 

London 

EC3V 4AB 

Head office 

Aegon Asset Management 

3 Lochside Crescent 

Edinburgh 

EH12 9SA 
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Important information 

For Professional Clients only and not to be distributed to or relied upon by retail clients.  

Opinions and/or example trades/securities represent our understanding of markets both current and historical and are 

used to promote Aegon Asset Management's investment management capabilities: they are not investment 

recommendations, research or advice. Sources used are deemed reliable by Aegon Asset Management UK at the time of 

writing. Please note that this marketing is not prepared in accordance with legal requirements designed to promote the 

independence of investment research and is not subject to any prohibition on dealing by Aegon Asset Management UK 

or its employees ahead of its publication. 

The Fund is a managed pension fund and investment is facilitated by applying for a Mobius Life Trustee Investment 

Plan. 

The asset allocation and choice of asset managers are at the discretion of Mobius Life Limited and may be changed 

without notification to the investor. Mobius Life Limited is unable to provide advice and can only provide information 

on its own products and services.  

An investment in unlisted property funds may be illiquid and may not be realisable. Redemptions or liquidations may be 

wholly or partially deferred for unspecified periods of time. The value of property funds, and any income from them 

may go up or down. 

Where a fund is invested with another life company by means of a reinsurance arrangement, Mobius Life monitors the 

way the reinsurer manages its business, but does not guarantee the solvency of the reinsurer, so the risk of default by 

the reinsurer is borne by policyholders who invest in the relevant fund(s). 

No content in this document is intended as tax advice. Fund Charges are taken from income but will be taken from 

capital where income is insufficient to cover charges. 

All data is sourced to Aegon AM UK unless otherwise stated. The document is accurate at the time of writing but is 

subject to change without notice. 

Data attributed to a third party (“3rd Party Data”) is proprietary to that third party and/or other suppliers (the “Data 

Owner”) and is used by Aegon AM UK under licence.  3rd Party Data: (i) may not be copied or distributed; and (ii) is not 

warranted to be accurate, complete or timely.  None of the Data Owner, Aegon AM UK or any other person connected 

to, or from whom Aegon AM UK sources, 3rd Party Data is liable for any losses or liabilities arising from use of 3rd Party 

Data. 

Aegon Asset Management UK plc  

Aegon Asset Management UK includes both Aegon Asset Management UK plc and Aegon Asset Management Ltd.  

Aegon Asset Management UK plc is the investment adviser to the Aegon Active Beta Property Fund and Aegon Asset 

Management Limited is the distributor for the Aegon Active Beta Property Fund. Aegon Asset Management UK plc is 

authorised and regulated by the Financial Conduct Authority.  Aegon Asset Management Limited is an appointed 

representative of Mobius Life Limited which is authorised by the Prudential Regulation Authority and regulated by the 

Financial Conduct Authority and the Prudential Regulation Authority. 

Mobius Life 

Mobius Life Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct 

Authority and the Prudential Regulation Authority. Registered in England and Wales at: 7th Floor, 20 Gresham Street, 

London, EC2V 7JE. Registered No. 3104978.  

For your security telephone conversations may be recorded. 

 

 

 


