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15-year returns show strength of diversified private market portfolios

NBK Wealth explores investment strategies in private markets

The Power of Diversification in Private Markets
Background: The Age-Old Wisdom of Diversification

The idea of not putting all your eggs in one basket has guided
risk management for centuries. Shakespeare’s The Merchant
of Venice illustrates this with Antonio [leading character in
the play]. whose diverse ventures protect him from losses.
Farmers planting different crops and rulers forging alliances
demonstrate this widespread understanding of diversifica-
tion as a safety net.

Introduction: Harry Markowitz and the Birth of Mod-
ern Portfolio Theory

In the mid-20th century, as finance became more com-
plex, Harry Markowitz formalized this concept into Mod-
ern Portfolio Theory (MPT). MPT provides a mathemati-
cal framework for building diversified portfolios. Like a
balanced diet, a diversified portfolio includes various asset
types such as stocks, bonds, real estate, and each with differ-
ent nsk and return profiles.

Markowitz recognized that an investment’s relationship to
others in a portfolio is key. Combining uncorrelated or nega-
tively correlated assets reduces overall portfolio risk without
necessarily lowering returns. This is the basis of MPT, aim-
ing for the best return for a given risk level.

Private Market Performance Analysis: A Diversified
Approach

This analysis examines annualized returns of various pri-
vate market investment strategies from 2010 to 2024, along-
side 15-year annualized retums. Private markets include
investments in assets that are not publicly traded, such as
Buyouts, Venture Capital, Direct Lending, Real Estate, and

Strategy 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Buyout 17.5% | 7.9% | 14.8% | 18.2% | 13.2% 10.3% | 26,8% | 37.5% | -0.6% | 10.5%
venture captal 10.9% | 11.2% 20.3% | 12.0% m
Mezzarine 149% | 9.1% 11.9% | 10.8% .11..‘1.95 M 43% 10!5 12.9%
Funds of funds B.2% 10.8% | 12,696 | 11.9% | 80% | 126% M 11.0% | 26.79% | 45.2% | -56% | 1.5% | 34% J1L5%
Secondaries 20.6% 14.3% | 10.6% | 13.1% | 11.4% | 51% | 16.4% mm 10.8% | 10.1% | 43.0% | 5.4% | S5% | 3.1% |13.0%
Growtivexpansion | 20.7% | 8.7% | 13.3% u.ss-xz.sss 9.1% | 16.8% 3% $7% | 6.3%
Infrastructure l,b%:\ 41% | 12.6% | 9.1% | 9.1% 11.0% 33» 10.6% | 4.0%
Real etate \l.l:ﬂ‘;b. B.5% |11.2% J 18896 | 13.3% | 12.1% | 9.1% | 124% | 7.0% | 8.5% 26.2% | 7.5% 93%
Direct bnding 10.6% | 6.7% 1L5% | 2.0% B.0% | 12.4% | 4.6%
Diversified Po-uolhlnm% B.0% [12.4%|15.9%|12.9% | 9.8% [10.0% |15.2% | 10.5%|11.8% | 18.5% | 34.2%| 0.6% | 6.9% | 4.3% | 12.8%

(1) Date sowrce: PIIchBook; AN private asset returns are net of fees and cavry. (2) Data as of June 30, 2024. |

Infrastructure.

The “Diversified Portfolio”, an equally weighted alloca-
tion across all listed strategies, provides a comprehensive
view of private market performance, mitigating volatility
inherent in individual strategies.

Diversification: Risk Mitigation & Stability

Individual strategy returns fluctuate significantly. For in-
stance, Venture Capital rose in 2020/21, then contracted in

2022. Real Estate also saw appreciation and decline, notably
in 2022/23. This volatility is typical of sector-specific per-
formance.

The “Diversified Portfolio™ shows more consistent posi-
tive returns, without extreme highs or lows. Diversification
across private market strategies minimizes the impact of any
single area’s underperformance. Gains in one strategy can
offset losses elsewhere, creating a more balanced return.

Long-Term Value & Compounding

Investment success depends on sustained growth, not
short-term speculation. The “15-Year Horizon™ shows the
diversified portfolio’s compelling 12.8% annualized return,
competitive with individual strategies but less volatile.

This highlights the advantage of a long-term private mar-
ket horizon. While individual years may be unpredictable,
diversification aims for consistent, robust long-term returns,
capitalizing on the private market illiquidity premiuml.

Key Considerations

Diversification smooths returns and mitigates risk, but
doesn’t eliminate it. Past performance is not indicative of
future results. Private market investors must consider illi-
quidity and longer time horizons.

These factors, while potentially contributing to the il-
liquidity premium and long-term returns, require careful
consideration and alignment with individual investor liquid-
ity needs, risk profile, and objectives. Divesification, while
beneficial, must be viewed within these considerations.

Key Takeaways
B Consistent Returns: Diversification smooths returns by
reducing reliance on any single strategy.

B Lower Volatility: Spreading investments mitigates market

fluctuations.

B Downside Protection: Losses in one area can be offset by
ains in others.

Balanced Approach: An equally weighted [in our exam-
ple], diversified portfolio illustrates these benefits.

B Benefit Focus: Ideal for portfolios seeking stable returns
and volatility management.

24-02-2025
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The power of
diversification in
private marlels

Background: The age-old wisdom of
diversilicalion

The idea of not putting all vour eggs in one baskel
has guided risk management lor centuries. Shake-
speare’s The Merchant of Venice illustrates this
wilth Antonio [leading character in the plav], whose
diverse venlures protect him from losses.  Farmers
planting different crops and rulers forging alliances
demonstrale this widespread understanding of di-
versilicalion as a salely nel.

Introduction: Harry Markowitz and the
hirth of modern portfolio theory

In the mid-20th century, as linance became more
complex, Harry Markowilz formalized this concepl
into Modern Portfolio” Theory (MPT). MPT provides
a mathemaltical framework for building diversilied
portfolios. Like a balanced diet, a div ersified port-
[olio includes various assel Lypes such as stocks,
bonds, real estale, and each wilth dillerent risk and
relurn profiles.

\Iallﬁ.‘il-\‘-' ilz recognized thal an investment’s rela-
lionship Lo others in a portlolio s key. Combining
uncorrelaled or |'||_Lml|'n.|_[]'l. correlated assels reduces
overall portfolio risk withoul necessarily lowering
relurns. This is the basis of MPT, aiming [or the best
return [or a given risk level.

I'rivale markel performance analysis:
A diversified approach

This analysis examines annualized relurns of var-
inus private market investment stralegies from 2010
Lo 2024, alongside 15-vear annualized returns. Pri-
vale markels include investments in assels thal are
nol publicl traded, such as Buvouls, Venlure Cap-
ital, Direct Lending, Real Estate, and Infrastructure.

The “Diversified Portfolio”, an equally weight-
cd allocation across all listed stralegies, provides a
comprehensive view ol privale markel performance,
miligaling volatility inherent in individual stralegies.

Diversilication: Hisk mitigation & stability

Individual stralegy relurns Thucluate hlelilLdnﬂ!.
For instance, Venlure Capilal rose in 2020021, then
contracted in 2022, Real Estate alko saw apprecia-
Lion and decline, notably in 2022723, This volatility is
Ly pli_LLl ol '-LL'|.1:I]-'-E:ILLIEII'_ performance.

The “Diversilied Portlolio” shows more consis-
Lent positive returns, without extreme highs or lows.
Diversilication across  privale markel stralegices
minimizes Lhe impact ol any single area’s underper-
[ormance. Gains in one stralegy can ollsel losses
clsewhere, creating a more balanced retum.

Long-term value & compounding

Investmenl success de pu_mih on sustained growth,
nol short-term speculation. The *15-Year Horizon”
shows  lhe  diversilied
portfolio’s compelling 12.8
percent annualized relurn,
compelilive with individu-
al stralegies bul less vol-
alile. This highlights the
advanlage of a long-lerm
wivale markel horizon.
l‘."l']iilu_ individual — vears
may be unEnuluLll:ﬂL di-
versificalion aims for con-
sistent, robust long-lerm returns, capilalizing on the
privale markel illiquidily premium.

ey considerations

Diversilicalion smoolhs relums and mitigates risk,
bul doesn’t eliminate it Past performance is nol in-
dicalive ol lulure results. Privale markel inveslors
musl consider illiquidity and longer time horizons.,

These factors, while polentially contributing Lo
the illiquidity premium and long-lerm relurns, re-
quire carelul consideration and alisnment wilth in-
dividual investor liquidily needs, risk profile, and
ohjectives. Diversilication, while benelicial, must be
viewed within Lthese consideralions.

ey lakeaways

» Consislenl relums: Diversilicalion smoolhs re-
lurns by reducing reliance on any single stralegy.

+ Lower volatility: ""np-['Ldillﬂ*T investmenls mili-
rales markel Nuclualions.

* Downside protection: Losses in one area can be
ollsel by gains in others.
+ Balanced approach: An equally weighted [in our

ex ample], diversilied portlolio illustrates these benefis.

. ]L_-m_-f'll focus: ldeal for portlolios secking stable
relurns and volatility management.
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