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Private market managers’ return premium persists

= Private market managers’ return premium persists
= Owning managers’ shares provides liquid access to the sector
= Growing levels of forecast AUM in private markets fuels growth

Evaluating private market managers’ performance

In our Private Market Managers report of 18" February 2022, we looked at the return premium of
private market managers (based on listed private market managers’ performance) relative to
public markets (based on world equity performance). Whilst the characteristics of private market
managers are both higher beta and more volatile than world equity markets, the return premium
continues and remains persistent.

Why we make this comparison

By comparing the performance of listed private market managers (whose shares are publicly
traded) to a mainstream public markets benchmark, such as world equities, we can get a picture
of the liquid return premium of the sector as a whole, relative to public markets. Any illiquidity
premium for a private markets investment should be in excess of the liquid return premium of
private market managers, not just of public markets, in our view.

Private markets: high beta

We have updated our long-term public market vs private market manager performance tables.
Looking at discrete data, 2022 was a tough year of private market managers as inflation took off
and interest rates started their rapid rise. Private Market Managers declined -20.6%, compared to
-8.4% for public markets. Conversely, in 2023 despite persistently higher interest rates that could
prove challenging for private market funds, the growing level of allocations to private markets and
hence fee flows led to very strong performance in 2023, with +31.7% return, relative to +17.3%
for public markets, in GBP terms (see Fig.1).


https://www.elstonsolutions.co.uk/insights/private-market-managers-deliver-a-return-premium
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Fig.1. Discrete annual returns: private market managers vs public markets
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Source: Elston research, Bloomberg data as at

Since December 2008, from when there is sufficient data to enable comparison, the return
premium for private market managers over public markets (using world equities as a proxy) is
+3.2% per annum annualised in GBP terms as at December 2023. This compares to +4.0% per
annum, as at December 2021 and +2.5% per annum, as at December 2022 (see Fig.2).

Fig.2. Private Market Managers Return Premium since Dec-08, as at Dec-23
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Put differently, since December 2008, private market managers have returned +14.9% per annum,
compared to +11.7% per annum for world equities, as at December 2023 in GBP terms (see Fig.3).
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Fig.3. Cumulative annualised returns since Dec-08, as at Dec-23
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If we look at rolling 5 year periods, following a high of +7.1% as at end December 2021, the

private market managers premium moved to a -3.4% discount for the 5 years to December 2022
and has since recovered to a +4.7% premium for the 5 years to December 2023 (see Fig.4). The
shorter evaluation time frame means the measured premium will be less stable, compared to the

long-term.

Fig.4. Private Market Managers Return Premium (rolling 5 years at Dec-23)
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Put differently, for the 5 year period ending December 2023 private market managers have
returned +16.1% per annum compared to +12.8% per annum for world equities (see Fig.5)
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Fig.5. Rolling 5 year returns, as at Dec-23

Private Market Managers vs Public Market Returns

e R0lling SY Private Market Manager Ann Retumns e Rolling SY Public-Market Ann Returns
250%

20.0%
15.0%
100%

5.0%

Rolling 5Y Annualised Returnsin GEP

0.0%
Dec-13 Dec-14 Dec-15 Dec-16 Dec-17 Dec-18 Dec-19 Dec-20 Dec-21 Dec-22 Dec-2:

Structural growth in private market assets under management should continue to support private
market managers’ revenues, earnings and hence share price (see Fig.6).

Fig.6. Private market forecast AUM expectations, 2020 to 2025.
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Summary

Private Market Managers proved surprisingly resilient in the higher interest rate environment of
2023. The performance pattern of the last two years reinforces the thesis that is worth accepting
higher beta and higher volatility of listed private market managers, relative to public markets,
given the persistency of their return premium relative to world equities.

Within the Alternatives allocation of client portfolios, a moderate allocation to listed private market
managers makes sense to capture the private market mangers’ premium in a transparent, liquid
and cost-efficient way.

Henry Cobbe, CFA

Head of Research, Elston Consulting

Further Reading

https://www.elstonsolutions.co.uk/insights/category/private-markets

Support for your proposition

Find out how we support advisers' and discretionary managers’ investment committees using our
research, analytics and insights to inform model portfolio decision-making.

http://tinyurl.com/Elston-IC-Support



https://www.elstonsolutions.co.uk/insights/category/private-markets
http://tinyurl.com/Elston-IC-Support
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For more insights and information on research, portfolios and indices, visit:

Find out more

www.elstonsolutions.co.uk or NH ETF<Go>

www.elstonsolutions.co.uk

ABOUT ELSTON

We research, design and build investment solutions with and for asset owners, managers
and advisers.

Our Research & CPD focuses on multi-asset strategies, index funds and ETFs.

NOTICES

With reference to the European Union Directive 2014/65/EU on markets in financial instruments ("MiFID 1I"): this Report
does not provide a recommendation for an action, provides information freely available for public consumption and does
not therefore constitute “Research” as defined by MIFID II. This is because this report contains purely factual information
on one or several financial instruments or issuers and does not explicitly or implicitly recommend or suggest an investment
strategy. It does not therefore constitute an investment recommendation as defined within the meaning of Article 3(1)(35)
of EU Markets Abuse Regulation ("MAR"), in conjunction with Article 3(1)(34) of MAR. For further information, please refer
to ESMA guidance ESMA70-145-111 Version 12.

With reference to the European Union's Market Abuse Regulation (Regulation (EU) 596/2014): we warrant that the
information in this report is presented objectively, and the following commercial interests are hereby disclosed: Elston
Consulting Limited creates research portfolios and administers indices that may or may not be referenced in this report.
If referenced, this is clearly designated and is to raise awareness and provide purely factual information as regards these
portfolios and/or indices.

An “Index” is a Regulated Benchmark. An “Index Portfolio” is not a regulated benchmark but a research portfolio of index-
tracking investments with a periodic rebalancing scheme.

All company, product and service names and trademarks used in this article are for identification purposes only and are
the property of their respective owners, and their usage does not imply endorsement.

This document is not an advertisement or financial promotion. It is provided for informational purposes only and is not
intended to be an offer or solicitation, or the basis for any contract to purchase or sell any security or other instrument,
or for Elston Consulting Limited to enter into or arrange any type of transaction as a consequence of any information
contained herein.

This document is issued by Elston Consulting Limited registered in England & Wales, registration number 07125478,
registered office: 1 King William Street, London EC4N 7AF.

© Elston Consulting Limited. All rights reserved No unauthorised reproduction.
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