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You’ve just come out of a quarterly review for one of your largest clients and you are getting signals 
that, while that client still likes you and your firm, it believes that what you are doing with their portfolio 
isn’t working.  To wit: large cap U.S. equities have returned around 2% per year for the past decade 
(with plenty of volatility), foreign stocks haven’t done much better (Greece, Spain, Italy. . . .), and fixed 
income yields are in the low single digits.  Your client rightly pointed out that any movement upward in 
fixed income rates will wipe out their miniscule yield, and the “alternative” investments you’ve shown 
them in real estate, energy and equipment leasing seem to provide spotty performance, an uncertain 
outlook (do you really believe real estate or oil prices are going up soon?), and many of the most recent 
past programs in those areas have proven to be poor investments at best and scams or Ponzi schemes at 
worst.  So, what are you going to do to improve their risk reward profile? 
 

Higher Returns 
 

According to Cambridge Associates’ research released earlier this year, U.S. Buyouts have produced the 
following returns in relation to the S&P 500 (broad market)1: 
 
    1yr 3yr 5yr 10yr 15yr 20yr 25yr 
CA US PE Index   21.45 5.19 9.80 10.84 12.36 13.31 12.97 
(U.S. Buyouts/PE) 
S&P 500    15.64 2.35 2.62   3.29   6.80   8.72   9.60  
(U.S. Public Equities) 
Outperformance   5.81 2.84 7.18   7.55   5.56   4.59   3.37 
(+/-) 
 
Source: Cambridge Associates .Cambridge Associates Private Equity Index. Q2 2011.Accessed September 15, 2011 
.http://www.cambridgeassociates.com/pdf/Private%20Equity%20Index.pdf 

 
These results (validated in a multitude of databases) indicate that at each time interval analyzed, long or 
short term, private equity outperformed public equity.  Further, if we were to break out the results by 
capitalization (i.e. small cap/small buyout) the direction is the same, and the magnitude is even larger in 
some cases2 (more outperformance) with small buyouts dramatically outperforming in other studies.  
Additionally, all of the above information on private equity is NET of management fees, expenses, and 
carried interest, and the index returns are actually GROSS of fees. 
 

If most investors or advisors were shown this information and given no further information, or even told 
that the top sequence was some hypothetical ‘Manager A’ and the bottom sequence a well known 
‘Manager B’, it’s hard to imagine that any rational person would choose the latter.   
 
 

                                                           
1
Past results are no guarantee of future results. 

2 1. D. Robinson & B. Sensoy. 2011. Cyclicality, Performance Measurement, and Cash Flow Liquidity in Private Equity. Fisher College of Business 
Working Paper Series. Fisher College of Business. Ohio State University. 

http://www.cambridgeassociates.com/pdf/Private%20Equity%20Index.pdf


Access Challenges 
 

Private equity investing is far more challenging than committing funds to public equities for a number of 
reasons, not the least of which is access.  In short, it’s difficult for individual investors or investment 
advisors to find suitable and available vehicles to allocate dollars to this asset class.  Private equity 
investment is largely dominated by institutional investors for reasons of sophistication, minimum 
commitment size, reporting and regulatory issues.  Private equity firms and sponsors rarely seek out 
individual investor capital because individual investors tend to lack the ideal level of sophistication 
(tougher for investor relations and higher in liability), they don’t have enough money (typical minimums 
per fund are at least $1mm and are often as high as $10mm or more), they want more frequent and 
more transparent reporting (typical private equity reports are infrequent and opaque), and because 
individual investors have a much higher degree of regulatory protection, thereby increasing both liability 
and reporting challenges for the private equity firm/sponsor.  As a result of the foregoing, and due in 
even larger part to the demand from institutional investors for talented private equity investors, most 
private equity firms can raise more money and have less drag on their time and resources for reporting 
by purely targeting institutional capital (endowments, foundations, corporate pension plans) and have 
no need for high net worth investors.  Unless firms effectively “democratize” private equity investing, it 
is unlikely that those dynamics will change. 
 

Democratization 
 

A number of historically “institutional investments” have been modified to permit lower minimum 
investments and include less sophisticated investors in order to expand the investor base.  These 
modifications effectively increase the frequency and transparency of reporting.  In much the same way 
that mutual funds evolved as a means for individual investors to own more broadly diversified baskets of 
individual stocks, so too have hedge funds, Reg. D private placements, BDCs, funds of funds and 
otherwise publicly reporting, non-traded entities evolved, albeit with less liquid or less transparent 
strategies, including private equity.   
 

So, why haven’t you seen many, or for that matter, any ‘real’ private equity investment opportunities for 
your clients? 
 

Impostors, Regulatory Issues, and Liability 
 

First, let’s address the issue of what private equity is and what it isn’t, as this gets to the issue of 
“Imposters”.  The Cambridge Associates PE Index referenced earlier is made up of 887 U.S. private 
equity funds, including buyout, growth equity, private equity energy and mezzanine funds, with buyout 
firms comprising the bulk of that universe.  Specifically, in virtually every private equity database, it is 
estimated that buyout firms represent as much as 80% of the entire private equity population.  
 

This author spends the bulk of his time working with independent investment advisors, and most of 
them swear that their clients are invested in private equity.  Yet, upon further discussion, virtually none 
has ever committed client funds to ‘real’ private equity through buyout firms/funds.  Against the 
backdrop of private equity performance, this fact is odd given that the advisors in my realm of 
acquaintance are among the largest and most sophisticated in the industry.  Clearly they’d be among the 
early adopters of strategies like private equity/buyouts if those vehicles were broadly available.  The 
paradox here is that many of the firms who sell ‘products’ to these advisors have found that the term 
‘private equity’ helps to move product through both borrowed credibility and an element of cache.  In 
short, oftentimes the most sophisticated advisors are still fooled by energy investments, venture capital 
or a high yield debt funds (shrouded in the legalese of a BDC) either masquerading as, or misunderstood 
to be a suitable alternative to private equity/ buyouts.  Private equity is an amorphous and poorly 
defined term resulting in many product offerings including venture capital transactions, and repackaged 



energy deals being offered as private equity to these otherwise savvy, but non-institutional investors 
and advisors.  Often these “other” private equity investments actually carry more risk than is disclosed 
to, or understood by the investor.  Or, the investment risks and payoffs are simply different than those 
implied by the long term performance expected from legitimate private equity.  In many cases,  the 
cache of “private equity” is the tail that wags the investment dog, and the investor finds him or herself 
committed to something that would never find its way into the Cambridge Associates’ PE Index, much 
less the Yale University Endowment (33% allocation to the asset class for 2011). 
  As a private equity professional, I would be happy to point out the bad actors in this space.  But, it’s not 
for us to attempt to be the arbiter of what is and isn’t private equity.  Regulatory authorities will drive 
changes in structure (i.e. Reg. D, BDC, ’40 Act funds, etc.), but it seems unlikely that regulations will keep 
advisors from offering these investments.  Advisors will do well to focus on investing in private equity if, 
in fact, the outperformance of private equity is the compelling reason to allocate to this asset class. 
Ultimately this is all predicated on having access to ‘real’ private equity.   
 

Making Better Asset Allocation Choices 
 

Several readers of this paper will be familiar with the superior investment performance of many 
university endowments, corporate pension plans, and family offices, the most successful of which have 
all committed substantial funds to private equity, and in many cases have increased exposure over the 
past few years.  The most noteworthy of those is probably the Yale University Endowment.  Yale’s Chief 
Investment Officer, Professor David Swensen has authored multiple books on the subject of portfolio 
management for institutions and individuals.  In Pioneering Portfolio Management (Swensen, D. (2000 
Free Press), Dr. Swensen strongly advocates for investors to embrace non-marketable securities, stating 
“Illiquidity induces appropriate long-term behavior”, and indeed goes on to emphasize the idea that 
“maintaining an equity bias and following diversification principles provide the foundation for building 
strong investment portfolios”.  In the case of portfolio management for individuals, Professor Swensen 
makes it clear that many, if not most, of those strategies widely used by institutional investors are not 
yet broadly available to non-institutional investors.  While Dr. Swensen’s advice and Yale’s investment 
performance are anecdotal, given the success they represent in absolute terms and relative to other 
institutional investment portfolios, they are worth noting as ideals, if not specific recommendations3.

 
 
 
 

                                                           
3 Yale has posted returns of 8.9% per annum over prior 10 years and 13.1% per annum over prior 20 years. 
Source: Yale Endowment 2010 Performance Highlights. Yale University. Accessed July 31, 2011. www.yale.edu/investments 



Growing Body of Alternatives 
 
Adam Smith’s paradigm of the invisible hand continues to hold true today.  Investors and advisors are 
demanding more performance and better investment choices. Taken together with their collective 
buying power, many other ‘institutional’ investment product sponsors are responding by moving in this 
direction.  In the past several years, a small number of buyout firms have entered the individual advisory 
market.  In some cases, such firms are testing the waters; other cases have made this their ‘private 
equity’ solution.  Where institutional real estate and energy investments have been available to 
individual investors in many liquid and tradable forms for decades, private equity firms have just now 
begun to explore making their strategies available to this group of investors and advisors.   
 
With a slew of new offerings coming to market, broker dealers and advisors need to truly understand 
what they are offering the clients.  Many of the new entrants will focus on delivering the spirit of the 
‘private equity’ asset class without direct exposure to core buyout strategies that form the bulk of the 
historical outperformance referenced earlier.  Investors and Advisors should tread lightly here, as there 
could be a significant mismatch between their expectations for higher returns from those strategies and 
structures.  But, over time, the market will evolve and private equity firms who’ve figured out a means 
to solve the challenges of access will find their way to individual investors and advisors seeking higher 
returns with a low correlation to their equity investments. The savviest institutional investors in this 
country figured this out a long time ago. It’s time for the little guy to get access too. 
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DISCLAIMER 
This report is for use solely by investment professionals and is intended soley for the individuals to 

whom it was directed. Any  further copying, reproduction, distribution, or further dissemination is 

strictly prohibited and may be illegal. This report is of a general nature and intended for general 

informational purposes only. Triton Pacific Capital Partners does not render personalized investment 



advice and nothing contained in this report should be construed as investment, financial, tax or legal 

advice. Opinions and estimates offered constitute our judgment and are subject to change without 

notice, as are statements of financial market trends, which are based on current market conditions. 

Under no circumstances does the information contained within represent a recommendation to buy, 

hold or sell any security and it should not be assumed that the securities transactions or holdings 

discussed were or will prove to be profitable. Investing in private equity involves risk and should only be 

contemplated in consultation with an investment professional and as part of an overall strategy that 

includes a diverse portfolio of assets.  


