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Private markets – a compelling returns story

Moving your portfolio from good to great
Following years of strong returns in traditional assets, 
we believe the forward-looking return expectations from 
these asset classes are low. Investors looking to meet 
their objectives need to reposition their portfolios for this 
new reality. Investing efficiently in private markets can be 
a tool that helps investors get from a good outcome to a 
potentially great one. 

But what are private markets? Private equity first comes to 
mind for many investors and forms a significant component 
however additional examples include private debt, real 
estate, infrastructure and agriculture amongst other 
strategies. These assets offer different risk-return drivers 
and have the potential to outperform traditional assets over 
the long term. Whilst private equity is looking to generate 
capital growth, investors seeking yield can potentially 
benefit too from investing in certain strategies like private 
debt and real assets. This broad and diverse opportunity 
set means investors can build portfolios that not only reflect 
where the market is offering opportunities, but also reflect 
the specific needs of individual institutional investors. 
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Investors’ average current and target allocations to private equity (PE) by type

Figure 1. Many investors are increasing allocations to private assets4 

A $7 trillion opportunity2

There is a tremendously vast and diverse opportunity set 
in private markets from which investors can source returns. 
With fewer and fewer companies choosing to go public3, 
investors are potentially missing out on a large portion of 
the investable universe if they simply invest in listed assets.

This is increasingly recognised across investor types, with 
private pension funds, public pension funds, sovereign wealth 
funds, family offices and endowments already allocating 
significant amounts to private investments. Figure 1 shows 
an average 8% of institutional investors’ assets currently 
allocated to private markets. With target allocations 33% 
greater than current allocations on average, we expect  
these investors to continue to build up their portfolios.

Our experience has shown that strategy allocation and 
long-term thematic investing can add significant value 
in private markets. While most managers and advisers 
structure single mandates around traditional asset class 
definitions, we advocate a global and holistic approach, 
investing across a wide range of opportunities, and 
unconstrained by those traditional strategy buckets.

1Please see Figure 2 for more details of outperformance
2Preqin, October 2020. Future of Alternatives Report
3Thinking Ahead Institute, September 2019. Asset Classes of Tomorrow. www.thinkingaheadinstitute.org/en/Library/Public/Research-and-Ideas/2019/09/Private_equity_markets
42020 Preqin Private Equity & Venture Capital Report

Exposure to assets that 
are unavailable through 
public markets.

Potential for excess 
returns relative to  
other asset classes.

Long-term historical 
returns above equities 
of 3%+1.

http://www.thinkingaheadinstitute.org/en/Library/Public/Research-and-Ideas/2019/09/Private_equity_markets


Proven returns
Private markets have a historical track record of achieving 
excess returns relative to other asset classes such as 
equities and bonds. Figure 2 shows the outperformance  
of the median private markets manager for a particular 
vintage year, compared to a public equities equivalent. 

Figure 2. Private markets outperformance5

5Preqin median private markets fund returns compared to listed equities (MSCI World), for vintages 2000 to 2017. 2018 to 2020 vintages are excluded due to immaturity of  
these investments. Data to June 2020.
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Private markets investments have 
outperformed public equities by 5.9%  
per annum since 2000.
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Past Performance is not indicative of future results.



Unearthing compelling strategies –  
relative-value thematic investing
In an increasingly integrated global economy, investors are 
focusing less on allocating capital based on asset classes 
and geographies. A thematic investment approach (one 
that identifies economic, political, industrial, demographic 
and social trends and then seeks to invest in the most 
advantageous areas to benefit from them) can be used to 
help exploit opportunities to generate attractive potential 
investment returns. This has guided our approach to private 
markets investing since 2006. 

Our approach combines insights from our 70 capital 
markets research, private markets research, and portfolio 
management investment professionals6. Each investment 
made is highly focused, attuned to serve the specific 
needs of our clients and rooted in a common belief:  
we believe investors that take a long-term view,  
whilst avoiding mission impairment in the short term,  
have a competitive edge over others.

“A good hockey player plays where 
the puck is. A great hockey player 
plays where the puck is going to be.” 
Wayne Gretzky

(Steve Jobs often used this quote to describe Apple’s strategy)

6As at June 2020

Are private markets really right for me?

“Alpha from my listed equity 
investments can probably  
do the same job”
We believe diversifying the sources of returns to 
include illiquidity and greater skill can contribute  
to a more robust portfolio.

“The illiquidity worries me”
We believe illiquidity in private markets is typically 
overestimated. Even though lock-up terms 
are typically 10 years, cash flows are received 
throughout the term and the value remaining in a 
fund at year 10 is typically minimal. Furthermore,  
the significant growth of the secondary market  
has materially increased liquidity.

3   willistowerswatson.com
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Case study: 
Using technological disruption to our advantage7 

Our thesis:
	� Cyber threat has increased dramatically as companies 
and individuals rely more and more on technology.  
Mobile devices and online services (such as banking 
applications) can pose a threat to security and privacy 
further heightened by the sophistication of the global 
information network and the ability of cybercriminals.

	� The cost of data breaches is expected to increase 
globally as we become more connected. Companies 
and individuals need to respond to this by protecting 
themselves from this risk and the associated spending 
is expected to increase correspondingly. 

Translating this into  
investible opportunities:
	� With increased threats, costs and resulting spending, 
the space is ripe for innovation and disruption. It is  
our view that fresh, entrepreneurial thinking that will 
deliver innovation is best nurtured in small, flexible 
teams rather than in large corporates.

	� We evaluated several technology specialist funds 
globally and invested in a fund that invests in small,  
but growing technology companies managed by 
principals with over 15 years of experience. 

Case study: 
Positioning portfolios to benefit from emerging trends  
of sustainable production in agriculture7

Our thesis:
	� Farming is undergoing a profound shift towards a  
more cost-effective model that maintains optimal 
growing conditions in order to meet the demands 
of consumers and retailers for year-round supply. 
In addition, the heightened awareness around 
food safety and sustainability of resource use has 
only increased the appetite for greenhouse-grown 
produce. We believe this presents a compelling 
investment opportunity for asset owners to invest 
in an emerging sector of agriculture production, by 
providing finance to develop advanced greenhouses.

	� We also believe that this opportunity offers  
attractive entry pricing and income yield versus  
other income-producing real assets, however,  
these returns can be elusive and deep industry  
insight is paramount. 

Translating this into  
investible opportunities:
	� We evaluated the universe and invested with a 
manager that:

	� Takes advantage of the above opportunities and 
has a first mover advantage

	� Is an industry-leading grower in the United  
States, with an advanced agriculture infrastructure 
platform and has strong relationships with key 
industry players

	� Has the incorporation of Environmental, Social and 
Governance (ESG) factors into the heart of the 
business and engrained in the investment process

7This is a sample representation of our work with investment managers. Outcomes will vary and there is no guarantee that we can achieve any particular results with any 
particular manager in any particular asset class.



Building a high-conviction private  
markets portfolio
We believe in a fresh approach to private markets investing, 
which breaks down asset class barriers. By utilising a 
relative-value, thematic approach, we construct portfolios 
seeking to benefit from long-term trends that private assets 
are especially suitable for. We diversify portfolios across 
industries, sectors and regions, thereby looking to introduce 
more resilience into clients’ portfolios.

The key features of this approach are its adaptability to the 
rapidly changing economic environment and the prioritising 
of investment strategies to optimise the risk-return profile 
of long-term investments. In our view, the flexibility of this 
approach is essential to achieve long-term success in 
private markets investing.

Ways to implement a private  
markets portfolio

Primary investments
Core component of a private markets 

portfolio. Investors (also known as a Limited Partner 
or LP) in a fund, commit capital to a manager  
(also known as the General Partner or GP) who 
takes this capital and sources and manages several 
investments to build a portfolio.

Secondary investments
Investing into an existing fund, or a portfolio of 

existing funds, typically to accelerate the ‘ramp-up’ 
of a private markets portfolio. Existing fund stakes 
can also be sold on the secondary market.

Co-investments
Investing alongside a GP directly into a 

portfolio company or other asset, typically at no  
fee or a reduced fee. 

Willis Towers Watson’s private markets beliefs
	� Access a broad opportunity set and do not view 
opportunities through the lens of any single asset class

	� Be selective – an over-diversified portfolio will deliver 
expensive market returns

	� Adopt a relative value thematic approach to positioning 
the portfolio; this can harness long-term macro drivers 
that outlast business cycles

	� Advocate for better alignment, securing better fees and 
terms where possible to reduce cost drag in what is often 
a high-fee component of the portfolio.

Figure 3. Illustrative Willis Towers Watson private markets portfolio

Implementation route

Primary investments  50-70%
Secondary investments  0-20%
Co-investments  20-40%

Generalist buyouts  20-30%
Sector specific buyouts  15-25%
Growth equity  15-25%
Opportunistic real assets  15-25%
Private debt  10-20%

Strategies and styles

5   willistowerswatson.com
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Figure 4. Willis Towers Watson’s private markets track record 

Conclusion
With great uncertainty around how the global economy 
will recover in the coming years, private markets can offer 
institutional investors an asset class that has historically 
delivered returns throughout market cycles. Investors 
should strongly consider whether they would benefit  
from these returns to meet their obligations. 

Source: Willis Towers Watson, managers, Willis Towers Watson clients, MSCI, Preqin  
June 2020. 

Please note that public equities IRR are calculated using the PME methodology. Vintages 
from 2006 to 2016. Commitments made in 2017–2020 have not been included in the 
analysis due to their immaturity. The valuations for each of the funds are as at the 
most recent available date but adjusted for any cash flow movements (drawdowns and 
distributions). This data is not audited.

Past performance and simulated performance are no guarantee 
of future results.
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How we can work with you

The implementation of private markets can be 
complex; however, we aim to make this process as 
easy as possible for our clients. Our service spans  
the following areas:

	� Portfolio construction – building and managing 
exposures and styles that complement each other 
and existing investments

	� Investment selection – research-driven 
approach to identifying attractive opportunities  
and high-quality investment talent

	� Operational due diligence and risk management – 
evaluating the functions supporting the investment 
teams at asset managers to detect unforeseen risks

	� Implementation of portfolio management – legal 
reviews, completion of subscription and redemption 
documents, cash-flow management, and the 
ongoing monitoring of the portfolio

A full-service solution
	� Willis Towers Watson has been partnering with our 
clients in private markets for over 20 years. We manage 
$17 billion of assets across private markets and advise 
on a further $43 billion8 for leading investors around the 
world. Our track record demonstrates the value we have 
generated for our clients.

A selective, thematic and disciplined  
approach is, however, required to build a 
robust, best-in-class class portfolio and we  
at Willis Towers Watson are well placed to 
assist clients on that journey.
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Key Risk Warnings

This section contains important regulatory disclosures and risk warnings that are 
relevant to the content of this document. You should read this section carefully,  
as it is intended to inform and protect you.

n   Towers Watson Limited and Willis Towers Watson Investments GmbH have approved 
this marketing material for issue to recipients in the UK and Germany respectively, 
who are categorised as Professional Clients only.

n   The value of all investments and the income from them can go down as well as up. 
This means you could get back less than you invested. 

n   Changes in exchange rates may cause the value of investments to decrease or increase.

n   Past performance is not a reliable indicator of future returns.

n   The document contains figures that refer to simulated past performance, which is 
not a reliable indicator of future returns.

n   Expected performance is not a reliable indicator of future returns.

n   Tax treatment depends on the individual circumstances of each investor and may  
be subject to change in the future.

n   Private markets refer to investments not traded on a public exchange or market. 

n   Investors should regard an investment in private markets as a long-term investment 
which carries higher risk than many other forms of investment.

n   There is usually less transparency in place around the management of private 
markets investments given the lower disclosure requirements. In general, there is 
limited information available on the investments and performance of the underlying 
portfolio companies and assets, other than annual or semi-annual financial 
statements, or sometimes, quarterly reports.

n   Such investments are more difficult to value given that they are not traded on a  
public exchange or market.

Regulatory Status Disclosure

Towers Watson Limited (trading as Willis Towers Watson) (Head Office: Watson House, 
London Road, Reigate, Surrey, RH2 9PQ) is authorised and regulated in the United 
Kingdom by the Financial Conduct Authority (FCA Register Firm Reference Number 
432886, refer to the FCA register for further details) and incorporated in England and 
Wales with Company Number 05379716.

Willis Towers Watson Investments GmbH (Office: Ulmenstraße 30, 65325 Frankfurt) 
is authorised and regulated in Germany by the German Financial Supervision Authority 
(BaFin – Bundesanstalt für Finanzdienstleistungsaufsicht) and incorporated in 
Germany with Company Number HRB 54178, registered in Frankfurt/Main.  
LEI 875500ZEA057SAXDQ134.

About Willis Towers Watson
Willis Towers Watson (NASDAQ: WLTW) is a leading global advisory, broking and solutions company that helps clients around the world  
turn risk into a path for growth. With roots dating to 1828, Willis Towers Watson has 45,000 employees serving more than 140 countries  
and markets. We design and deliver solutions that manage risk, optimise benefits, cultivate talent, and expand the power of capital to 
protect and strengthen institutions and individuals. Our unique perspective allows us to see the critical intersections between talent, assets 
and ideas — the dynamic formula that drives business performance. Together, we unlock potential. Learn more at willistowerswatson.com.

Disclaimer

Willis Towers Watson has prepared this material for general information purposes 
only and it should not be considered a substitute for specific professional advice. 
In particular, its contents are not intended by Willis Towers Watson to be construed 
as the provision of investment, legal, accounting, tax or other professional advice or 
recommendations of any kind, or to form the basis of any decision to do or to refrain 
from doing anything. As such, this material should not be relied upon for investment or 
other financial decisions and no such decisions should be taken based on its contents 
without seeking specific advice.

This material is based on information available to Willis Towers Watson at the date  
of this material and takes no account of developments after that date. In preparing  
this material we have relied upon data supplied to us or our affiliates by third parties.  
Whilst reasonable care has been taken to gauge the reliability of this data, we provide 
no guarantee as to the accuracy or completeness of this data and Willis Towers 
Watson and its affiliates and their respective directors, officers and employees accept 
no responsibility and will not be liable for any errors, omissions or misrepresentations  
by any third party in respect of such data.

This material may incorporate information and data made available by certain 
third parties, including (but not limited to): Bloomberg L.P.; MSCI; ICE Benchmark 
Administration (LIBOR); and, Standard & Poor’s Financial Services LLC (each a  
“Third Party”). Details of the disclaimers and/or attribution relating to each relevant 
Third Party can be found at this link https://cms.willistowerswatson.com/en-GB/
Notices/index-vendor-disclaimers 

This material may not be reproduced or distributed to any other party, whether in  
whole or in part, without Willis Towers Watson’s prior written permission, except 
as may be required by law. In the absence of our express written agreement to the 
contrary, Willis Towers Watson and its affiliates and their respective directors, officers 
and employees accept no responsibility and will not be liable for any consequences 
howsoever arising from any use of or reliance on this material or any of its contents.

For more information please contact:

Ben Leach 
Head of Private Markets Solutions 
ben.leach@willistowerswatson.com 

Joseph Bassey-Duke 
Private Markets Portfolio Specialist
joseph.bassey-duke@willistowerswatson.com


