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Inflows into private
markets asset classes,  
such as private equity,
have been consistently
strengthening over  
the past few years.

As volatility in public equity and bond markets  

relaxed its rules to allow retail investors to access

has increased, investors have sought out new  

private equity in their 401k retirement accounts, while

asset classes to access growth and income, as  

the Financial Conduct Authority in the UK is exploring

well as diversification benefits.



similar changes to allow access for defined
contribution pension funds [2].



The total value of assets currently allocated to  
private markets – including private equity, private  

Established LPs’ appetite for private equity and  

debt, unlisted real estate and infrastructure, and

other diversifying asset classes is growing. Almost  

natural resources – topped $8.6 trillion as of 30  

a third of investors polled by Preqin in April 2020 –  

June 2021, according to Burgiss, including more  

at the height of the pandemic-induced volatility in

than $5 trillion in private equity [1].



public markets – said they planned to increase their
exposure to private markets [3]. More recently, a

With the deepening and maturation of the private

second-quarter 2021 survey of 231 investors found

equity ecosystem has come an increase in the

that 43% planned to add to private equity holdings [4].



number and complexity of strategies, from buyout to
distressed funds, secondaries to venture capital as

Many larger investors such as pension funds,

well as specialist strategies within those. From total

endowments and sovereign wealth funds allocate

industry assets of $1.3 trillion at the end of 2008, the

significant portions of their capital to private markets

private equity sector has grown to reach more than $5

– typically around 20% and sometimes even more.



trillion as of the end of 2020, according to Preqin.


This is because the higher risk-adjusted  
As assets under management in unlisted assets  

returns of private markets can help to increase  

have grown, so have the options available to limited

overall performance across a portfolio. There are

partners (LPs). Within private equity, for example,

significant barriers to accessing the private markets

investors can access buyout, growth, distressed,  

asset classes for smaller investors. Thus, these

and venture capital funds targeting companies  

smaller investors are unable to benefit from higher

across the market capitalisation spectrum and  

returns in private markets.



in all regions of the world.


Investing into private markets has been shown  
Regulatory changes are also set to broaden the

to enhance portfolio returns and improve Sharpe

investor base for private markets. The Securities and 


ratios – Research indicates that diversification

Exchange Commission (SEC) in the US has recently

opportunities have arisen as the private equity
industry has matured and institutionalised [5].
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Private equity and
economic growth
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It is important for investors to have robust, resilient
and above all diversified private equity portfolios to
access the full range of opportunities on offer.


Research has shown that private equity has a  
positive relationship with economic growth, at  
least in some countries, as it helps companies  
to commercialise technological innovations and
enhance investment in research and development
(R&D) [6]. However, this link varies according to
strategy and sector: those with more exposure to R&D
and innovation – such as venture capital – may be
more correlated to economic growth, for example.


In addition, academic studies have shown any direct
correlation between private equity performance and
GDP growth to be loose at best, and may indeed be
inversed – that is, higher economic growth can be
seen to boost private equity performance. Indeed,
while Europe’s economy shrank by almost 6% in 2020,
according to Eurostat, European private equity funds
posted a healthy average net internal rate of return
approaching 10% [7, 8].

A similar story played out just over a decade ago. As
public equity markets collapsed and economies fell
into recession on the back of the banking crisis that
began in 2007, short term returns from private equity
assets also declined. However, internal rates of return
measured over one, three and five years outperformed
public equity markets up to the end of 2009, according
to Bain Capital [9].


The illiquid and slow-moving nature of private  
equity as an asset class means any correlation, if  
it materialises at all, is likely to lag public markets.  
In 2020, for example, the extreme volatility of March
and April in developed public equity markets gave  
way quickly to a strong and sustained rally as
Covid-19 vaccines were developed and distributed.  
In many cases, leading indexes recovered and even
surpassed their pre-pandemic levels within a matter  
of months of the crash.


Whilst private equity markets were also affected by
the Covid-19 shutdowns, performance held up. The
number of deals completed dropped and fundraisings
were delayed, but the effects were much smaller and
there was a more rapid return to historic levels. 
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Striking the right balance
Within private equity there is a diverse range  
of strategies, approaches, and styles that LPs must
consider when constructing a portfolio. Depending  
on the desired risk and return profile of the allocation,
investors may prefer to prioritise growth or buyout
funds, large cap or venture capital, regional or global,
industry-specific or generalist, or any number of  
other variations.


The majority of private equity assets are in buyout
funds – almost $3.4 trillion or 64% of all private equity
assets under management as of 30 June 2021 [10].


However, within this, the size of funds varies greatly,
from small specialist funds with $100 million or less
in committed capital, to mega-funds with multiple
billions at their disposal. The focuses of these funds
span the full market capitalisation spectrum, from
micro to mega cap companies.



capital are not straightforward tasks. Investors tend to
look to construct a portfolio over a three-to-five-year
period, in line with GP fundraising cycles. 


Each type of private equity fund comes with its own
considerations. For example, while large cap private
equity tends to give a more predictable return profile,  
it can also have limited upside growth potential.
Funds that aim to counter this issue with high
leverage can struggle during downturns.


At the other end of the scale, managers focused  
on small cap private equity generate more alpha  
on average, but with a higher level of volatility and
greater potential losses.



In most cases, a blend of strategies will be the
optimum approach. 



The assets under management figures stated  
above include a significant amount of capital yet  
to be invested, also known as ‘dry powder’. Almost  
$3 trillion has been committed by limited partners
across private markets asset classes and is yet to  
be allocated by managers [11].



To build a properly diversified portfolio requires
patience. Constructing a portfolio plan, identifying
managers, conducting due diligence, and allocating

This illustrates the importance of patience  
and diversification in private markets investment.
Managers hunting for opportunities in specific 



industries or regions may take longer to deploy  
capital than generalists. A mix of specialist and
generalist managers as well as varying vintages  
will help ensure that there is not an unwanted  
build-up of cash in the portfolio.


There is also evidence of an optimum number of
funds for cost-effective diversification. Research by
Pantheon in 2013 and 2019 showed that between 20
and 25 funds tends to be optimal for diversification
across vintages and types of fund [12].
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Private equity breakdown by type,  
assets under management ($bn)

Generalist
Venture capital

$75

$831

$3,361

$876

Expansion capital
Buyout
Unknown

Source: Burgiss Private Markets Manager
Universe. Data correct as of 30 June 2021.
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A multi-fund approach
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Not all LPs will have the capacity or resources  
to undertake due diligence on dozens of fund
managers from across the private equity universe. 


Outsourcing portfolio construction and manager
selection can bring significant cost savings in terms
of internal resources and time spent assessing
options and onboarding strategies. Reporting on
performance and portfolio changes is also much
more streamlined, coming from one source as
opposed to several different reports released at
different times and in different formats.


Manager selection is critical to success in private
equity. Given the wide dispersion in return outcomes
between different private equity funds, managers and
vintages, a robust due diligence and research process
is essential [13]. Specialist knowledge is required to
undertake proper due diligence on funds given the
non-public nature of information, as well as the wide
variety of strategies on offer and the changeability  
of GPs across fund cycles. 


Allocating to private equity also involves locking up
capital for long periods of time – typically 10 years.
This means investors must be absolutely certain on
the managers they pick, conducting intensive due
diligence on teams, processes and experience. 


Multi-manager approaches can provide investors  
with access to the broadest possible opportunity set,
enhancing diversification across the whole portfolio  
in an efficient way. 


As the private equity sector continues to grow  
and mature, investors must ensure their portfolios
properly reflect the opportunities on offer that suit
their desired return profile while mitigating risks  
and volatility in an efficient way.
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The views, opinions and estimates expressed  
herein constitute personal judgments of certain
members of the Titanbay Ltd. (Titanbay) team  
based on current market conditions and are  
subject to change without notice. This information  
in no way constitutes Titanbay research and should
not be treated as such. Titanbay does not make
investment recommendations, and no
communication, including this document, should  
be construed as a recommendation for any security
offered on or off the Titanbay investment platform.
The views contained herein are not to be taken as
advice or a recommendation to buy or sell any
investment in any jurisdiction. Any forecasts, figures,
opinions or investment techniques and strategies set
out are for information purposes only, based on
certain assumptions and current market conditions
and are subject to change without prior notice. All
information presented herein is considered to be
accurate at the time of production.  


This material does not contain sufficient information
to support an investment decision and it should not
be relied upon by you in evaluating the merits of
investing in any securities or products. In addition,
investors should make an independent assessment
of the legal, regulatory, tax, credit and accounting
implications and determine, together with their own
professional advisers, if any investment mentioned
herein is believed to be suitable to their personal

goals. Investors should ensure that they obtain all
available relevant information before making any
investment. It should be noted that investment in
private placements involves risks, the value of
investments and the income from them may
fluctuate in accordance with market conditions  
and taxation agreements and investors may not get
back the full amount invested. Past performance is
not indicative of future results. Non-affiliated entities
mentioned are for informational purposes only and
should not be construed as an endorsement or
sponsorship of Titanbay. 



subject to holding period requirements and/or
liquidity concerns. Investments in private equity  
are highly illiquid and those investors who cannot
hold an investment for the long term (at least 10
years) should not invest. The external Alternative
Investment Fund Manager is Avega Capital
Management S.A., a public limited company  
(société anonyme) formed under the laws of
Luxembourg, with registered office at 2, rue  
Edward Steichen, L-2540 Luxembourg, Grand  
Duchy of Luxembourg, and registered with the  
RCS under number B 246.691. 



Investments in private placements, and private
equity investments via feeder funds in particular
(such as through the Feeder), are speculative in
nature and involve a high degree of risk. The value  
of an investment may go down as well as up, and
investors may not get back their money originally
invested. Investors who cannot afford to lose their
entire investment should not invest. Past
performance is not indicative of future performance.  
Please refer to the respective fund documentation
for details about potential risks, charges and
expenses. Prospective investors should carefully
analyse the risk warnings and disclosures for the
respective fund or investment vehicle set out therein.
For private equity investments via feeder funds,
investors will typically receive illiquid and/or
restricted membership interests that may be  

The representative in Switzerland is ARM Swiss
Representatives SA, Route de Cité-Ouest 2,1196
Gland, Switzerland. The paying agent in Switzerland
is Banque Cantonale de Genève, 17 quai de l’Ile,
Geneva, Switzerland. The Prospectus, the Articles  
of Association and annual financial statements can
be obtained free of charge from the representative  
in Switzerland. The place of performance and
jurisdiction is the registered office of the
representative in Switzerland with regards to  
the Shares distributed in and from Switzerland.
Titanbay is an Appointed Representative of
Brooklands Fund Management Limited which is
authorised and regulated by the Financial Conduct
Authority with firm reference number 757575.
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