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Introduction
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Retail investors have historically allocated less capital 
to private equity than institutional investors. There are a 
number of potential reasons for this, including a relative 
lack of awareness and understanding of the asset class, 
private equity’s high minimum investment thresholds, 
difficulty accessing the best private equity managers, 
administrative complexity, relative illiquidity compared to 
traditional equity and fixed income funds, and difficulty 
achieving diversification through portfolio construction, 
all of which have been cited as key roadblocks for retail 
investors. 

But there are two factors that could be set to challenge 
this situation. Firstly, the current high valuations and low 
yields across equity and fixed income markets – largely 
a result of expansionary monetary policy since the 2008 
financial crisis – may spur retail investors to search 
for alternative sources of alpha. Secondly, some asset 
management firms are responding to this perceived 
increase in appetite for alternatives by developing private 
equity solutions that are more tailored to the needs of 
retail investors. 

Despite this increased interest in the asset class, few 
commentators or industry players have conducted a 
detailed analysis of the role private equity can play in a 
private wealth portfolio. 

This paper seeks to address that information gap. Firstly, 
we discuss the gap between institutional and retail 
allocations to private equity and the likely drivers of this 
divergence. Secondly, we discuss whether listed private 
equity investment trusts could be uniquely positioned 
to offer potential solutions to the challenges for private 
wealth investors to invest in private equity. Finally, we 
compare historical data for two model portfolios to show 
the potential impact of listed private equity on risk-
adjusted performance1.  

Introduction

1 Institutional investors have historically had a 
much higher allocation to private equity than 
private wealth investors.

Key hurdles for retail investors to allocate 
to private equity include: lack of awareness 
and understanding of the asset class; high 
minimum investment thresholds; difficulty 
identifying and accessing the best private 
equity managers; administrative complexity; 
relative illiquidity compared to equity and 
fixed income asset classes; and difficulty 
achieving diversification through portfolio 
construction.

Listed private equity in the form of 
investment trusts could address most of 
these challenges. 

Historical data shows benchmark alternative 
allocations within private wealth portfolios 
could have benefited on a risk-adjusted basis 
from the inclusion of listed private equity.
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Key Findings

1 This publication has been prepared solely for illustration, educational and or discussion purposes.  It does not constitute independent research and under no 
circumstances should this publication or the information contained in it be used or considered as an offer, inducement, invitation, solicitation or recommendation 
to buy or sell any security or financial instrument or service or to pursue any investment product or strategy or otherwise engage in any investment activity or as 
an expression of an opinion as to the present or future value or price of any security or financial instrument. Nothing contained in this publication is intended to 
constitute legal, tax, securities or investment advice.

ALTERNATIVES, PRIVATE MARKETS, AND 
PRIVATE EQUITY (COLLECTIVELY REFERRED 
TO AS “ALTERNATIVES”)

Alternatives tend to encompass any asset class that falls 
out of traditional public equity and fixed income definitions, 
including: hedge funds, real estate, commodities, and private 
markets. Private markets is a broad category including non-
publicly traded asset classes such as private equity, venture 
capital, private debt, infrastructure and real assets.

The analysis in this paper does not reflect the severe market volatility that has been seen since the beginning of 2020 as a result of the Covid-19 
pandemic, the long-term effects of which remain highly uncertain. The analysis is designed to reflect the impact of investing through a full 
market cycle and so covers a period of 13 years, including the impact and aftermath of the 2008/2009 Global Financial Crisis.
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Institutional investors have long recognized the role 
that alternative investments can play in strategic asset 
allocation. In fact, in recent years amounts invested in 
alternatives have increased. Ivashina and Lerner (2018) 
report that allocations to alternatives by pension funds 
in developed markets expanded by 63%, from 7.2% of 
assets under management (AuM) in 2008 to 11.8% of 
AuM in 2017. The increase in the average private equity 
allocation of U.S. Defined Benefit (DB) schemes has been 
particularly dramatic, almost doubling from 3.4% in 2008 
to 6.5% in 2015. More broadly, Preqin’s 2020 global report 
documents that 95% of surveyed investors intend to 
maintain or increase their private equity allocations over 
the longer term.

Figure 1 provides some background by showing the 
2019 allocations to private markets of some of the most 
influential institutional investors.

The rise in private market activity in recent years is 
the latest chapter in a trend that has developed over 
decades. Among the early advocates of large allocations 
to private markets is David Swensen, who took over the 
management of the Yale endowment fund in 1985. A 
key part of Swensen’s revolutionary thinking (discussed 
in detail by Swensen (2000)), was his recognition that 
private markets carry an illiquidity premium and can 
therefore potentially command higher returns. That in 
theory presents an opportunity for patient investors with 
long-term horizons. 

Swensen’s allocation philosophy – commonly referred 
to as the “Yale Model” or “Swensen’s model” – was seen 
to be a major influence on the way endowment funds 
and other institutional investors consider private markets 
as part of their asset allocation. In recent years his 
approach appears to have been vindicated, at least as far 
as private equity is concerned: Brown and Kaplan (2019) 
show that private equity returns have consistently beaten 
those from public markets across all vintages from 1988 
to 2014 (see Figure 2 on page 3). 

In addition to providing relative outperformance, the 
continued growth in private equity allocations may also 
be related to the current low-interest rate environment. 
Ivashina and Lerner (2018) document an inverse 
correlation between the natural interest rate in the 
currency area of pension funds and their alternative 
allocations. The rationale here is straightforward: as 
institutional investors earn lower yields from traditional 
fixed income securities, higher-risk asset classes such as 
public and private equity are more likely to be considered 
to deliver target returns. 

The private equity allocation gap

Figure 1: Private market allocations for select institutional 
investors

Source: The Economist, 30th January 2020.
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Despite its prominence in asset allocations by 
institutional investors, private equity plays a smaller role 
in private wealth portfolios, as illustrated in Figure 3. While 
there are many potential factors driving this “allocation 
gap”, we believe four are key:  

1. High minimum investment thresholds

2. Relative lack of liquidity over longer-term investment 
horizons

3. Complexity of portfolio construction

4. Difficulty accessing the best private equity managers

If the demand from wealth managers for alternative 
assets increases, we expect the private equity 
industry to develop more solutions that can 
accommodate the objectives and constraints of a retail 
investor base. 

Figure 2: Outperformance of private versus public markets

Source: Brown and Kaplan (2019)
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Figure 3: The private equity allocation gap 

Source: 2020 Preqin Global Private Equity & Venture Capital report.
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In the UK, private equity investment trusts could go a 
long way towards solving many of the challenges faced 
by private wealth investors who might be interested in 
gaining exposure to private equity.

First of all, by wrapping private equity investments into 
a closed-ended structure listed on a stock market, an 
investment trust effectively transforms an illiquid portfolio 
into liquid shares that can be bought and sold just like any 
other stock of comparable trading volume. Importantly, 
the closed-ended structure also addresses the mismatch 
between underlying portfolio assets and the liquidity 
needs of retail investors. This removes the risk of the 
sort of “bank run” experienced in times of distress, and 
more recent high profile cases, by open-ended structures 
holding illiquid assets – for example real estate funds in 
the aftermath of the 2016 Brexit referendum2.  

Secondly, investment trusts transform the investment 
thresholds for private equity. Instead of having to make 
multi-million commitments to several funds in order to 
achieve an adequate level of diversification, an investor 
can acquire exposure to the asset class by buying as 
little as a single share in an investment trust stock. 

Thirdly, the complexities of portfolio construction are 
delegated to the investment advisor managing the 
investment trust. These activities include: 

 f Designing an investment strategy to include different 
geographic regions, stages, vintages and investment 
types 

 f Sourcing, reviewing, executing, and monitoring private 
equity funds and managers 

 f Maximizing investment exposure while ensuring there 
is sufficient liquidity to meet capital calls

 f Managing risk

 f Back-office operations including fund administration, 
treasury and reporting 

All of the above may be the bread and butter of 
institutional investors with in-house teams managing 
multi-billion commitments, but might be overwhelming 
for most retail investors. Importantly, being able to add 
or reduce exposure to private equity investment trust 
shares – assuming, of course, there is a market of 
buyers and sellers – enables investors to quickly and 
easily rebalance exposure to the asset class around their 
desired levels. 

Finally, investment trusts enable their shareholders 
to access funds from high-quality managers in niche 
segments of the market that might otherwise be 
unattainable for smaller investors.

Investment trusts: A potential solution?

2 For further details, see the AIC’s 2020 report “Square peg in a round hole”.
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Investment trusts may be an effective way for private 
wealth investors to access private equity. But what does 
the historical data tell us that could quantify the potential 
benefit of including listed private equity as part of an 
alternative asset allocation? 

To examine this, we adopt a simple and intuitive 
approach. We model two alternative allocation portfolios 
– one containing a listed private equity component and 
one that does not – and compare their risk-adjusted 
performance. 

As a reference allocation, we consider an equally-
weighted allocation to gold (spot rate), real estate 
(FTSE 350 Real Estate Total Return index), and hedge 
funds (HFRX Global Hedge Fund index). We denoted 
this portfolio as “BMK”, shorthand for “benchmark”. The 
assets and weightings were chosen for simplicity and 
robustness: while actual alternative allocations vary by 
investor, our view based on conversations with private 
wealth managers is that the assets included in BMK 
are likely to be broadly representative of alternative 
allocations across the sector. Furthermore, despite the 
apparent naivety, equal weighting is sometimes seen as 
preferable to more sophisticated approaches (see for 
instance DeMiguel et al (2007)). 

For the allocation comprising listed private equity, 
we consider a second equally-weighted portfolio 
that includes all the asset classes of BMK, plus listed 
private equity. We denoted this portfolio as “+LPE”. We 
use Pantheon International Plc (PIP)3, a private equity 
investment trust listed on the London Stock Exchange 
(LSE) with the stock ticker “PIN”, to implement the listed 
private equity component of +LPE. We regard PIP as a 
good proxy for the private equity universe because it is 
highly diversified across geographies, stages, sectors, 
vintages and managers. Thanks to its long trading 
history, it also allows an assessment of the performance 

of a listed private equity stock throughout a full market 
cycle, including the 2008 financial crisis. 

For this analysis we assumed both BMK and +LPE are 
rebalanced monthly. Figure 4 summarizes the allocations 
in both portfolios.

Private equity: Back-testing the benefits

We analysed allocations for the period 2007 – 2019 in 
order to assess performance throughout a full market 
cycle. Figure 5 on page 6, provides some context by 
illustrating the cumulative returns in Sterling for the 
alternative asset classes included in both BMK and 
+LPE, as well as for global fixed income (Barclay Global 
Aggregate Bond Total Return Index GBP Hedged) and 
global equities (MSCI ACWI Total Return). 

In terms of total cumulative return over the cycle, global 
equities and fixed income delivered multiples of 2.27x and 
1.74x respectively. Total performance of alternatives was 
mixed: gold and PIP outperformed; hedge fund returns 
were in line with global fixed income; commodities and 
real estate posted losses. In general, the assets delivering 
the best returns carried the highest risk in terms of 
volatility and drawdowns, underlining the importance of 
risk adjustments when making comparisons. 

Figure 4: Allocation schemes assumed by methodology in 
back-tests

These value do not reflect the weights of any actual portfolio and 
are for information purposes only.

Weight in portfolio

BMK +LPE

GOLD 33% 25%

HF 33% 25%

RE 33% 25%

Listed private equity 25%

3 Pantheon International, PLC (“PIP”). PIP is a UK investment company listed on the London Stock Exchange managed and advised by Pantheon Ventures (UK) LLP. 
PIP invests in a diversified portfolio of private equity assets managed by third party managers across the world. Private wealth may find listed private equity  
products other than PIP to be more suitable for their needs and objectives. Past performance does not guarantee future results and loss of principal may occur.
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Figure 6 compares the performance of BMK vs +LPE 
from 2006 to 2019.

From a total return perspective, +LPE outperformed BMK 
by 0.5x over the full period, or around 2.4% per annum. 
This additional performance came at additional risk: the 
annualized standard deviation of +LPE was 12.2%, vs 
9.4% of BMK. This is reflected in the cumulative return 
chart, that shows a more prominent drawdown for +LPE 
during the 2008 financial crisis. 

However, the statistics also suggest that the higher 
returns compensated for the additional risk. +LPE had 
a Sharpe Ratio – which measures annualised returns in 
excess of an assumed “risk-free” rate against annualised 

Figure 5: Performance across asset classes 

Source: Bloomberg, 19th February 2020.
Past performance is not indicative of future performance. 
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Figure 6: Price-based performance of +LPE vs BMK 

Source: Pantheon analysis on Bloomberg data  accessed on 
19th February 2020. 
Past performance is not indicative of future performance.

standard deviation – of 0.56, compared with 0.47 for 
BMK. That suggests the inclusion of listed private equity 
led to better risk-adjusted performance. 

It is also interesting to assess the performance of 
+LPE with returns calculated based on the net-asset 
value (NAV) of the underlying investment portfolio, 
instead of share prices. Arguably, this may be a better 
metric of underlying performance for buy-and-hold 
investors focussed on long-term growth potential, 
rather than short-term NAV discount opportunities . On 
the other hand, NAV figures based on fund manager 
appraisals are not market prices, which means they 
may understate the level of volatility incurred (the “stale 
pricing” effect). 

 BMK +LPE

mean p.a. 4.4% 6.8%
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Figure 7 shows a similar analysis to 
that in Figure 6, but in this case we 
calculated PIP’s performance using 
NAV figures instead of stock price data. 
Since NAV data is available only at 
quarterly frequency in the early part of 
the sample, we assume the portfolios 
are rebalanced quarterly. 

The risk-return profile of BMK is 
improved versus Figure 6; switching 
from monthly to quarterly rebalancing 
led to slightly higher returns and lower 
volatility, increasing the Sharpe Ratio 
from 0.47x to 0.55x. Despite the higher 
hurdle, +LPE continues to outperform 
BMK on a risk-adjusted basis, posting 
a Sharpe Ratio of 0.79x. Interestingly, 
+LPE saw both higher returns and lower 
volatility, although this may be driven by 
aforementioned “stale pricing” effects.

Figure 7: NAV-based performance of +LPE vs BMK

Source: Pantheon analysis on Bloomberg data  accessed on 19th February 2020. 
Past performance is not indicative of future performance.

 BMK +LPE

mean p.a. 4.6% 6.0%

stdev p.a. 8.3% 7.5%

Sharpe Ratio p.a. 0.55 0.79

5 PIP stock returns are net of product costs, but other asset classes are proxied by indices and are therefore not taking into account the fees associated with 
index-tracking products. 

This paper explores the gap between institutional and retail 
allocations to private equity; discusses how investment trusts 
may be the key to unlocking the private equity opportunity for 
UK-based private wealth investors by enabling liquid access 
to the asset class; and shows how an allocation to listed 
private equity can improve the risk-adjusted performance of 
alternatives portfolios. 

The purpose of the paper is educational, so a number of 
assumptions and caveats apply. First, actual allocations 
of private wealth portfolios may be substantially different 
from BMK and +LPE. Second, the performance objective of 
private wealth investors may not be adequately articulated 
by the Sharpe Ratio as implicitly assumed in this analysis. 

Thirdly, private wealth investors may find listed private equity 
products other than PIP to be more suitable for their risk 
profile and investment objectives. Fourthly, while the shares of 
investment trusts are traded on stock exchanges, the level of 
liquidity that can be supported by actual trading volumes may 
not be sufficient to meet the requirements of the target private 
wealth portfolio. Share prices of investment trusts may also 
deviate from the underlying NAV. Finally, the analysis ignores 
the implementation costs of the strategies, including trading 
fees, advisory fees, and product fees5.

Despite these limitations, we believe the analysis shows 
listed private equity solutions could be a valuable addition for 

private wealth portfolios. 

Conclusion
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PIP: Important Notice

This document and the information contained herein is the proprietary information of Pantheon International Plc (“PIP”); it 
may not be reproduced, amended, or used for any other purpose, without the prior written permission of PIP.

This document is distributed by Pantheon Ventures (UK) LLP (“Pantheon UK”), a firm that is authorised and regulated by the 
Financial Conduct Authority (“FCA”) in the United Kingdom, FCA Reference Number 520240. Pantheon UK is PIP’s Manager 
and receives a monthly management fee at the rate of 1.5 per cent. per annum on the value of PIP's investment assets (that is, 
all assets excluding cash and fixed interest near-cash investments) up to £150 million and at the rate of 1 per cent. per annum 
on the value of investments assets above £150 million. Pantheon UK also receives a monthly fee at the rate of 0.5 per cent. per 
annum on the amount committed by PIP to investments which is for the time being outstanding and unpaid, up to a maximum 
amount equal to the total value of PIP’s investment assets.  Further Pantheon UK is entitled to an annual performance fee 
equal to 5 per cent. of all growth in PIP's fully diluted total net asset value above 10 per cent. per annum calculated on a 
compounded basis. Further information on the fees payable to Pantheon UK can be found in The Directors’ Report section of 
PIP’s latest annual report and accounts. 

The information and any views contained in this document are provided for general information only. Nothing in this document 
constitutes an offer, recommendation, invitation, inducement or solicitation to invest in PIP. Nothing contained in this 
document is intended to constitute legal, tax, securities or investment advice. You should seek individual advice from an 
appropriate independent financial and/or other professional adviser before making any investment or financial decision. This 
document is intended only for persons in the UK and persons in any other jurisdiction to whom such information can be lawfully 
communicated without any approval being obtained or any other action being taken to permit such communication where 
approval or other action for such purpose is required. This document is not directed at and is not for use by any other person.

You should remember that the value of an investment in PIP, and any income from it, may go down as well as up, and is 
not guaranteed, and investors may not get back the amount of money invested. There is no assurance that the investment 
objective of PIP will be achieved.  Further, the market price of PIP shares may not fully reflect their underlying net asset value 
and it is not uncommon for the market price of PIP shares to trade at a substantial discount to their net asset value. This 
discount may increase or reduce due to market factors which are unrelated to PIP's net asset value or performance. You 
should also remember that past performance cannot be relied on as a guide to future performance and that rates and levels 
of taxation may change. The spread between the purchase and sale prices for certain investment trusts, and classes of 
investment trust, can be wide. This means the purchase price can be considerably higher than the sale price.

You should note that PIP invests in private equity funds and unquoted companies which are less readily marketable than 
quoted securities and may take a long time to realise. In addition, such investments may carry a higher degree of risk than 
investments in quoted securities. PIP may be adversely affected by these risks notwithstanding the level of diversification 
which PIP seeks to achieve in relation to its investment portfolio. In addition, most of PIP’s investments are in funds whose 
principal investment focus is outside the UK. Movements in exchange rates between sterling and other currencies therefore 
affects the value of PIP’s investments. Losses may be multiplied since PIP invests in a range of private equity strategies 
including buyouts that commonly use gearing. PIP’s investment valuation method is reliant on financial information provided 
by underlying funds and companies into which it invests. Valuation methods used by those funds and companies may 
be inconsistent. At any given time, PIP typically has outstanding, unpaid commitments to private equity funds which are 
substantial relative to PIP's assets. PIP's ability to meet these commitments (and avoid the potentially adverse consequences 
of default) depends on PIP receiving cash distributions from its investments and, to the extent these are insufficient, on the 
continuing availability of PIP's financing facilities. Other principal risks associated with PIP’s activities are described in PIP’s 
latest annual report and accounts.

All information and data is sourced from Pantheon unless expressly mentioned. Pantheon has taken reasonable care to ensure 
that the information contained in this document is accurate at the date of publication. However, no warranty or guarantee 
(express or implied) is given by Pantheon as to the accuracy of the information in this document, and to the extent permitted 
by applicable law, Pantheon specifically disclaims any liability for errors, inaccuracies or omissions in this document and for 
any loss or damage resulting from its use.

Copyright © Pantheon 2020. For more information regarding Pantheon, please consult our website: https://www.pantheon.
com/legal-regulatory-notice/. All rights reserved.
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