
Key Takeaways
  �Innovative fund structures in private markets have opened the 

once closed door to alternatives investing to the intermediary 
and wealth management channels.

  �These structures, known as semi-liquid funds, offer a number 
of key advantages for wealth investors with features designed 
to meet their unique liquidity, risk and performance needs.

  �In our view, private credit is an asset class that exhibits 
essential liquidity, diversification1 and valuation features that 
are well suited to a semi-liquid fund structure.

Democratizing access to alternatives
A recent report projects that alternatives AUM will rise to $32.0 trillion by 
2030, having more than doubled since 2021.2 As alternative asset investing 
continues to see robust growth, the investor base is inevitably broadening out 
as fund providers innovate to meet a more diversified set of investor needs.

In particular, the wealth management segment is fast emerging as a key 
growth area. Our own research indicates that alternatives could reach 5% of 
U.S. wealth management assets by 2029, up from 3.5% in 2025, a rise of $2.7 
trillion in assets.3 Investor requests for increased liquidity and accessibility has 
been a an increasingly important feature of the alternatives’ quiet but steady 
take-off in the wealth channel.

Asset managers are responding to these needs by developing new fund 
structures and adjusting strategies to help address their varied requirements. 
In short, they are “democratizing” access by taking a range of private markets 

Please refer to page 4 for “Important information and Disclosure.”
1 Diversification does not eliminate the risk of loss
2 Preqin. “Private Markets in 2030.” October 16, 2025.
3 Morgan Stanley Research, “Private Wealth: Capturing the Next Wave of Growth.” May 22, 2025. 
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asset classes that have historically been 
the preserve of institutional investors 
and making them available to a wider 
investor audience.

Often called semi-liquid funds, these 
innovative structures offer several 
advantages for professional and 
non-professional investors catered to 

in the wealth management channel. 
There are also important liquidity and 
performance considerations to which 
investors should remain aware. In 
this paper, we walk through the main 
features of semi-liquid funds. We then 
highlight semi-liquid funds’ suitability 
for private credit, an increasingly in-
demand private markets sector.

Investing on an ongoing basis
Traditional private market funds, 
known as drawdown or close ended 
funds, typically have a pre-defined 
marketing period after which the 
investment manager (“General 
Partner” or “GP”) gradually calls 
down investor (“Limited Partner” or 
“LP”) capital subscriptions, typically 
over four to six years. In contrast, 
semi-liquid funds are open ended and 
provide ongoing access, allowing asset 
owners to remain invested for as long 
as they choose. From the investor 
perspective, this is often seen as the 
democratization of alternatives, placing 
them closer to traditional investments 
in how they are transacted. To attract 
investors into these new structures, 
investment minimums have also been 
lowered by some regulators through 
the introduction of new types of 
investment vehicles.

Beyond stop/start 
due diligence
Intermediaries and wealth managers 
spend a large part of their time 
performing due diligence on behalf 
of investors to put products “on 
platform.” When funds are closed-
ended, the process typically requires 
them to perform due diligence on the 
fund manager and the strategy. Then, 
they repeat that process each time the 
manager comes to market.

For each closed-end fund, the allocator 
must engage their due diligence team 
in an episodic fashion and then, upon 
approval of the due diligence work, 

DISPLAY 1A
Calls and distributions: Semi-liquid vs. drawdown funds
Drawdown fund structures
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Investors using traditional drawdown structures must invest in multiple funds to maintain their 
target exposure to a given asset class over time. Their total exposure will be the combined net 
asset value (NAV) of these funds, which can fluctuate due to varied timings for capital calls and 
cash distributions. These factors, crucial in determining a fund's NAV, often complicate the 
alignment of actual and targeted exposures. Consequently, investors must take greater care to 
manage commitment timings, multiple cash flows and consolidated reporting, including for taxes.
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DISPLAY 1B
Semi-liquid fund structures
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Fully-funded semi-liquid structures allow investors to achieve the desired exposure immediately 
through a single commitment, while maintaining exposure close to their target allocation. 
The funds aim to provide a regular cash flow stream. While not guaranteed and subject to caps, 
semi-liquid funds also aim to provide full liquidity in a single redemption. 

■ Fund 1 Calls
■ Fund 1 Distributions

 Target NAV Fund 1 NAV
■ Total NAV

Source: Morgan Stanley Investment Management. As of November 12, 2024. The statements above 
reflect the views and opinions of MSIM as of the date hereof and not as of any future date and will not 
be updated or supplemented. For illustrative purposes only and is not representative of any actual or 
anticipated transactions. Historical trends are not indicative of future results. All forecasts are subject 
to change and may not come to pass due to changes in market or economic conditions.



3PRIVATE MARKETS DISTRIBUTION  |  MORGAN STANLEY INVESTMENT MANAGEMENT

promote the offering within a typical 
short and constrained marketing 
window. Open-end semi-liquid solutions 
alleviate stop/start due diligence. Their 
structure allows the intermediary or 
allocator to underwrite upfront and 
then focus on monitoring and ongoing 
marketing rather than continuously 
reengaging a new process each time.

“On the shelf” product availability 
allows investors to gain exposure at 
the time of their choosing. In a way, the 
convenience is not unlike allocating to a 
series of funds over time, but in a much 
more efficient manner that grants 
investors greater choice in their given 
exposure and vintage diversification. 
Unlike closed-end funds, if conditions 
change, semi-liquid structures provide 
investors the flexibility to halt 
allocations as they see fit.

Operational simplification
From an operational standpoint, 
avoiding the demands of periodic 
capital calls appeals to intermediaries 
and end investors alike. In semi-liquid 
structures, capital is committed and 
called just once, after which time 
investors can opt to make additional 
subscriptions. For many investors, the 
ability to make a one-time commitment, 
as they would in traditional funds, is 
highly valued. Compare this to a typical 
private markets closed-end fund: 
Capital calls and investment occur over 
several years, obligating the investor to 
carefully manage capital that has been 
committed in order to meet future calls.

For intermediaries and wealth 
managers, semi-liquid funds are less 
resource intensive. The need for 
operational teams to monitor and 
communicate upcoming capital calls 
or past calls that an investor may have 
delayed or missed is far reduced in the 
semi-liquid format.

Considerations
INVESTMENT RETURN

Traditional closed-end funds are 
designed for specific investment 
reasons. For example, by calling capital 
only when needed, fund managers try 
to maximize clients’ internal rate of 
return (IRR) and multiple of invested 
capital (MOIC) by investing in the best 
opportunities when they come to 
market. The arrangement gives investors 
optionality on their use of that cash in 
the period when their closed-end fund 
manager is not calling capital.

The upfront investment for semi-
liquid funds may have different 
return implications. Responsibility 
for capital deployment passes to the 
fund manager, who must endeavor 
to act promptly to avoid “cash drag” 
on returns, i.e. the lower return of 
cash sitting in the portfolio diluting 
the overall return. But by trading 
off control of cash flow timings, 
the manager of the semi-liquid fund 
typically has to maintain a “liquidity 
sleeve,” consisting of cash and/or public 
market investments, to hold capital if it 
cannot immediately be matched with a 
private investment opportunity.

The untapped capital in the liquidity 
sleeve may affect the overall return, 
depending, of course, on how it 
performs in comparison to the private 
market targeted. Investors evaluating 
semi-liquid funds will have to consider 
this feature and decide if the illiquidity 
premium is acceptable and whether 
having some liquidity is justified.

RISK PROFILE

With upfront capital calls in semi-liquid 
funds, the investment manager must 
deploy the capital fully. As mentioned, 
managers unable to invest quickly into 
private markets may invest elsewhere, 
such as mainstream asset classes. 
Inevitably, such exposure could increase 
the correlation to traditional markets. 
Understanding how such exposure 
affects the risk profile warrants some 
consideration by investors.

VALUATION

Confidence and accurately calculating 
valuations for both incoming and exiting 
investors is paramount in semi-liquid 
structures. For instance, issues could 
arise if investors exit at heightened 
valuations and this occurs at the 
expense of remaining investors. Likewise, 
investors coming in at undervalued entry 
points could disadvantage other fund 
participants. Valuation issues can, of 
course, be mitigated through appropriate 
valuation procedures. Investors should 
test the procedures through the due 
diligence process and select only those 
strategies that display a consistent 
ability to price investments in a fair 
manner for all investors.

DISPLAY 2 

IDEA IN BRIEF

IMPROVED ACCESS: 
Innovative fund solutions have emerged 
to streamline allocation and redemption 
procedures, extending investment access to 
intermediary and wealth investors within 
private markets.

DIFFERENCE: 
Semi-liquid structures have been designed to 
meet the unique needs of the intermediary 
and wealth channel, resulting in several 
differences vis-à-vis traditional closed-end 
funds that investors should weigh up.

FIT FOR PURPOSE: 
Certain private markets assets fit more 
neatly into semi-liquid structures, most 
notably, private credit—an asset class with 
consistent payouts, known investment 
liquidity, established valuation methods and 
diversification potential.
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Like semi-liquid structures, reliable 
valuation methods for closed-end 
funds are also key. However, the more 
synchronous nature of calling and 
distributing capital to all fund investors 
on a simultaneous basis reduces the 
complexity on pricing that is faced by 
semi-liquid funds.

REDEMPTION BENEFITS

Investors will always find the ability 
to make redemptions at their own 
discretion to be an attractive feature. 
Semi-liquid structures facilitate choice 
in redemptions compared to less 
liquid conventional private market 
solutions. Specifically, semi-liquid 
funds feature an option that allows 
periodic redemptions, typically on 
a quarterly basis subject to fund 
level gates (a mechanism in place 
to restrict redemptions when over 
a set percentage). The redemption 
mechanism lets fund managers pay 
out cash in an orderly fashion, giving 
investors the option to adjust their 
exposure over time and to tap liquidity 
from a hitherto less liquid solution.

Other liquidity provision mechanisms 
include subscriptions replacing 

redemptions and, in some cases, credit 
lines; both, while helpful, should not 
be fully depended on. Investors should 
assess the redemption options to 
determine what is most appropriate 
for their needs. They must also 
consider any potential trade-offs in 
their sought-after illiquidity premium 
and whether they believe they will 
receive a commensurate level of return 
and risk. Answers will vary for each 
semi-liquid strategy and individual 
investor appetite.

OTHER INVESTOR BEHAVIOR

By introducing additional liquidity 
demands, manager behavior may 
change and influence the fund’s risk-
and-return profile. In a semi-liquid 
structure, the manager may be under 
pressure to deploy cash quickly to 
avoid cash drag and in response lower 
underwriting standards. They may also 
need to satisfy redemptions by selling 
to meet investor orders. In contrast, 
more traditional structures grant 
managers the flexibility to deploy and 
liquidate as they see fit over time.

Consequently, the investment process 
is not as straightforward for the semi-

liquid fund manager. They have to 
employ a disciplined approach to asset 
sales in order to avoid becoming a 
forced seller. Gating mechanisms, which 
allow managers to limit redemptions, 
do help with this. However, they may 
risk some client dissatisfaction if 
mishandled. Managers can also mitigate 
liquidity risks by having a diversified 
investor base.

Strategy Fit for  
Semi-liquid Funds
Bearing in mind these considerations, 
the key question centers on which 
private markets strategies are best 
suited to semi-liquid structures. Clearly, 
the most illiquid investments make 
little sense, as it would be impossible 
to realize the investments when 
needed and suggests a clear asset 
liability mismatch. In our opinion, 
strategies that are best suited to this 
structure should have some of the 
following characteristics:

	� Some form of scheduled consistent 
pay out over time

	� Known liquidity or term of 
investments

DISPLAY 3
Key differences

SEMI-LIQUID FUNDS CLOSED-END FUNDS

	� RETURNS: A portion of capital is typically held as cash and/or public 
investments in a liquidity sleeve, which implies that a slice of fund 
returns derive from mainstream markets.

	� Fund managers try to maximize clients’ IRR and MOIC by calling 
capital to invest only when the best opportunities come to market.

	� RISK: Correlations for assets held in the liquidity sleeve may be 
higher to traditional assets versus the fund’s private 
market holdings.

	� Public asset holdings are limited compared to semi-liquid vehicles, 
which should deliver an extra degree of diversification to 
traditional assets.

	� VALUATION: Clear, reliable valuation procedures are critical for fair 
treatment on pricing for incoming and outgoing investors.

	� Closed-end funds face less complexity on valuing assets, given the 
relatively straightforward pattern of a fund’s contribution and 
distribution schedule.

	� REDEMPTIONS: For investors, redemption mechanisms provide 
greater flexibility in redeeming capital on a more predictable and 
regular basis.

	� The frequency of distributions typically depends on when assets 
held in the fund are realized, which can be difficult for 
investors to time.

	� INVESTOR BEHAVIOR: Managers must balance the need for liquidity 
availability with holding less liquid assets in the portfolio, which 
places added emphasis on discipline in buying and selling.

	� The reduced pressure to maintain liquidity provides managers 
greater flexibility for choosing when to buy and sell their private 
market holdings.
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	� Contractual end to the investment 
or an end that is not subject to 
unknown catalysts

	� Plentiful availability of 
investible assets

	� Diversification opportunities
	� Lower susceptibility to specific 

vintage risk
	� Ability to value assets effectively 

and consistently using 
standardized metrics

	� Strategies with limited spread in 
returns between the conventional 
closed-end structure and the 
open-ended semi-liquid structure

Many of the above criteria match well 
with the characteristics of private credit. 
The asset class tends to be contractual 
in nature, with many of the investments 
paying regular coupons and self-
liquidating when principal is paid back 
through refinancing or at the end of the 
loan term, thereby providing liquidity. 
As such, it is not surprising to see the 
large growth of semi-liquid solutions 
focused on the private credit space.

Launches of private credit investment 
vehicles have grown steadily in recent 
years, particularly over 2023 to 2025. 
(Display 4). The principal investment 
structures include BDCs, European 
Long-Term Investment Funds (ELTIF), 
interval funds and tender offers. 

Part II SICAV structures are also 
becoming recognized and available in 
Europe and Asia.

Private credit is a growing private 
markets segment with gross invested 
assets of roughly $3 trillion globally.4 
Private credit is also an area where 
fund investing tends to be diversified in 
nature and where it is possible to apply 
consistent methods for valuation.

Conclusion
The growth of semi-liquid funds is 
likely to continue and, as highlighted, 
there are many positives for investors 
seeking exposure to private markets 

through these vehicles. Importantly, 
there are a number of key differences 
when compared to traditional 
closed-end funds that merit investor 
consideration. Investors should also 
consider which asset classes are best 
suited to an open-ended structure and 
how an allocation could complement 
their overall investment strategy. In 
our opinion, private credit is an ideal 
asset class for semi-liquid vehicles, 
as it features several of the essential 
liquidity, diversification and valuation 
characteristics that grant these 
structures greater durability without 
sacrificing the benefits of a private 
markets exposure.

DISPLAY 4 
Private credit funds proliferate to meet investor demand
Private credit fund launches
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Source: Preqin, Morgan Stanley Investment Management. As of December 31, 2025.

4 PitchBook. 2029 Private Markets Horizons report. As of December 31, 2024.
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Risk Considerations
Alternative investments are speculative and include a high degree of risk. Investors could lose all or a substantial amount of their 
investment. Alternative investments are suitable only for long-term investors willing to forego liquidity and put capital at risk for an 
indefinite period of time. Alternative investments are typically highly illiquid—there is no secondary market for private funds, and there 
may be restrictions on redemptions or assigning or otherwise transferring investments into private funds. Alternative investment funds 
often engage in leverage and other speculative practices that may increase volatility and risk of loss. Alternative investments typically 
have higher fees and expenses than other investment vehicles, and such fees and expenses will lower returns achieved by investors.

In the ordinary course of its business, Morgan Stanley engages in a broad spectrum of activities including, among others, financial 
advisory services, investment banking, asset management activities and sponsoring and managing private investment funds. In engaging in 
these activities, the interest of Morgan Stanley may conflict with the interests of clients.

Alternative investment funds are often unregulated, are not subject to the same regulatory requirements as mutual funds, and are not 
required to provide periodic pricing or valuation information to investors. The investment strategies described in the preceding pages may 
not be suitable for your specific circumstances; accordingly, you should consult your own tax, legal or other advisors, at both the outset 
of any transaction and on an ongoing basis, to determine such suitability. No investment should be made without proper consideration of 
the risks and advice from your tax, accounting, legal or other advisors as you deem appropriate.

Morgan Stanley is a full-service securities firm engaged in a wide range of financial services including, for example, securities trading 
and brokerage activities, investment banking, research and analysis, financing and financial advisory services. Morgan Stanley Investment 
Management is the asset management division of Morgan Stanley.

IMPORTANT NOTICE 
The views and opinions and/or analysis expressed are those of the author 
or the investment team as of the date of preparation of this material 
and are subject to change at any time without notice due to market or 
economic conditions and may not necessarily come to pass. Furthermore, 
the views will not be updated or otherwise revised to reflect information 
that subsequently becomes available or circumstances existing, or changes 
occurring, after the date of publication. The views expressed do not reflect 
the opinions of all investment personnel at Morgan Stanley Investment 
Management (MSIM) and its subsidiaries and affiliates (collectively “the 
Firm”), and may not be reflected in all the strategies and products that the 
Firm offers. 
Forecasts and/or estimates provided herein are subject to change and may 
not actually come to pass. Information regarding expected market returns 
and market outlooks is based on the research, analysis and opinions of 
the authors or the investment team. These conclusions are speculative in 
nature, may not come to pass and are not intended to predict the future 
performance of any specific strategy or product the Firm offers. Future 
results may differ significantly depending on factors such as changes in 
securities or financial markets or general economic conditions.
This material has been prepared on the basis of publicly available 
information, internally developed data and other third-party sources 
believed to be reliable. However, no assurances are provided regarding 
the reliability of such information and the Firm has not sought 
to independently verify information taken from public and third-
party sources.
This material is a general communication, which is not impartial and 
all information provided has been prepared solely for informational 
and educational purposes and does not constitute an offer or a 
recommendation to buy or sell any particular security or to adopt 
any specific investment strategy. The information herein has not been 
based on a consideration of any individual investor circumstances and 
is not investment advice, nor should it be construed in any way as tax, 
accounting, legal or regulatory advice. To that end, investors should 
seek independent legal and financial advice, including advice as to tax 
consequences, before making any investment decision.
Any charts and graphs provided are for illustrative purposes only. Any 
performance quoted represents past performance. Past performance 
does not guarantee future results. 
The indexes are unmanaged and do not include any expenses, fees, or sales 
charges. It is not possible to invest directly in an index. Any index referred 
to herein is the intellectual property (including registered trademarks) 
of the applicable licensor. Any product based on an index is in no way 
sponsored, endorsed, sold, or promoted by the applicable licensor and it 
shall not have any liability with respect thereto.
This material is not a product of Morgan Stanley’s Research Department 
and should not be regarded as a research material or a recommendation.

The Firm has not authorized financial intermediaries to use and to 
distribute this material unless such use and distribution is made in 
accordance with applicable law and regulation. Additionally, financial 
intermediaries are required to satisfy themselves that the information 
in this material is appropriate for any person to whom they provide this 
material in view of that person’s circumstances and purpose. The Firm 
shall not be liable for, and accepts no liability for, the use or misuse of this 
material by any such financial intermediary.
This material may be translated into other languages. Where such a 
translation is made this English version remains definitive. If there are any 
discrepancies between the English version and any version of this material 
in another language, the English version shall prevail.
The whole or any part of this material may not be directly or indirectly 
reproduced, copied, modified, used to create a derivative work, performed, 
displayed, published, posted, licensed, framed, distributed, or transmitted 
or any of its contents disclosed to third parties without the Firm’s express 
written consent. This material may not be linked to unless such hyperlink 
is for personal and non-commercial use. All information contained herein is 
proprietary and is protected under copyright and other applicable law.
Morgan Stanley Investment Management is the asset management division 
of Morgan Stanley.

DISTRIBUTION
This material is only intended for and will only be distributed to persons 
resident in jurisdictions where such distribution or availability would 
not be contrary to local laws or regulations. 
MSIM, the asset management division of Morgan Stanley (NYSE: MS), 
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