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Despite the potential benefits of private market investments, there remains a risk of underperforming 

expectations. To achieve the enhanced potential benefit of private markets, investors must adopt best practices 

when it comes to portfolio construction. 

 

As world-renowned investor Peter Lynch’s famously said, “Know what you own, and know why you own it”, 

building private market portfolios is a dynamic process, and with more than 18 years of experience, Petiole has 

developed a 5-factor approach to portfolio construction. 

 

 
 

With private markets, staying invested over multiple years will matter. Therefore, the macroeconomic 

environment and trends shaping the world need to be considered because different geographies and asset classes 

within private markets react differently. An investor’s long-term views will influence the geographical and 

industrial exposure, as well as investment strategies. For example, as economies become more and more digital, 

cybersecurity will grow in importance, and exposure to cybersecurity- / data protection-linked assets could 

present pockets of opportunities. 

 

The long-term outperformance of private markets over public markets has been 

encouraging investors to increase their allocation to this asset class. Constructing 

a portfolio that is unique to their investment goals is key, but which factors play 

crucial roles? 
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Similar to portfolio construction of traditional/public assets, the goals and the constraints of the portfolio should 

be thoroughly assessed during investment. The key considerations include: 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Investment Objective: What is the Investment Objective (i.e Wealth Preservation, Income Generation or Wealth 

Appreciation)? 

 

Return Targets: What is the risk an investor is willing to take to achieve potentially higher returns?  

 

Liquidity Needs: What is the investor’s acceptable capital lock-up period? For example, will the investor need 

money over the 5-7 years to fund the purchase of a residential property or his children’s education? 

 

Tax Issues: Do income distribution and capital appreciation have different tax implications in the investor’s 

jurisdiction? Income distributions in the U.S., for example, are taxed differently from capital gains, which may 

affect the motivation of U.S.-based investors towards income-generating assets. 

 

Other Investment Constraints: Does the investor have other considerations (e.g. ESG) that limit the investment 

universe?  

 

Complementing the Existing Portfolio: How can the private market portfolio complement the existing traditional 

investments? 

 

 

Determine Investment Objectives 

Determine Return Target Assess Risk Tolerance  

Consider Liquidity Needs  

Examine Tax-Related 
Considerations  

Consider Other Constraints  

Complement the 
Existing Portfolio 
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Aligning the portfolio’s asset allocation with the determined objectives and constraints could be done by 

categorizing private markets into two main asset classes: 

 

 

 

 

 

 

 

 

 

 

 

Income Distribution (i.e. Real Estate, Private Debt): A diverse portfolio of income-producing assets can help 

generate consistent yield, which investors are finding increasingly attractive in the low-rate environment present 

in the market after the Global Financial Crisis of 2008. Below are the yields achieved on many private markets’ 

income-generating assets. When compared to public markets, the premium can be greater than 2%.  

 

 

 

Capital Appreciation (i.e. Real Estate, Private Equity): These generally do not distribute interim proceeds except 

in the case of dividend recaps. However, when compared to public markets, they can generate compelling returns 

at lower volatility due to the "illiquidity premium". Although this makes these assets less liquid, portfolio 

managers that invest in them are usually more concerned about the fundamentals that support them, with the 

goal to unlock the value and growth potential of these investments over the long term. 

 

 

Income Distribution Capital Appreciation 
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The next essential step is selecting the right sponsors and deals that fit well with the previously identified goals, 

constraints, and asset allocation. 

 

The huge return dispersion between the top and bottom quartile performers highlights the fact that manager, 

sponsor, and asset selection go a long way in determining portfolio-level performance for investors in private 

markets. A research by McKinsey reflects this analysis: 
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At the end of the day, private equity’s enhanced returns, relative to public markets, are a function of active 

management and value creation. The sponsor’s ability to buy businesses at an attractive value, provide growth 

capital, and participate in value creation (i.e. Growth Strategies, Margin Improvements, Management Incentive 

Schemes) - all these contribute to what distinguishes top quartile sponsors and managers from the rest. 

 

While careful manager selection is of great importance, diversification by sub-asset classes, vintage years, 

geographies, and industries can also strongly help in reducing undue risk. Adopting a pacing model can prove 

effective in serving as a general blueprint for investors to reach their desired portfolio asset allocation. 

 

 
 

Constructing a diversified portfolio is just the start of a long-term and dynamic approach to investing in private 

markets. It is equally significant to keep track of performance and maintain access to the top GPs and 

opportunities in private markets. 

 

Some of the aspects to consider include: 

 

Cash Management: This includes managing capital calls and distributions, and using pacing studies to optimize 

liquidity needs to ensure there is enough cash on hand to meet capital calls. 

 

Valuation: Obtaining and reviewing the quarterly valuations of investments would help to understand what is 

driving performance in the portfolio. 

 

Monitoring: This involves a close watch on the underlying asset performance and valuation, comparing actual vs 

target MOIC, IRR, DPI, etc., and generally evaluating the sponsor performance. 

 

A disciplined and dynamic approach to working with the right financial experts is a critical factor for success 

when structuring and maintaining a private markets portfolio. 

 

Contact our private market experts who are ready to provide an unbiased assessment of your investment needs 

for a bespoke portfolio solution. 
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This presentation was issued by Petiole Asset Management AG (“PAM”) on April 6, 2022 and is provided to you for informational purposes 

only and contains proprietary information that may not be reproduced, distributed to, or used by, any third parties without PAM’s prior 

written consent. 

 
This presentation is not intended for citizens or residents of the United States of America or “US Persons” as that term is defined in 

“Regulation S” of the US Securities Act of 1933. If any, no investment products presented here are permitted for sale under the Securities Act 

of 1933 or any other regulation applicable in the United States. Accordingly, no investment product may be offered or sold directly or 

indirectly in the United States of America to residents and citizens of the United States of America or to “US Persons”. 

 
All information, figures, calculations, graphs and other numerical representations appearing in this presentation have not been audited and 

may be subject to change over time. Furthermore, certain valuations (including valuations of investments) appearing in this presentation are 

subject to change as they may be based on either estimates or historical figures that do not reflect the latest valuation. Although all 

information and opinions expressed in this presentation were obtained from sources believed to be reliable and in good faith, no 

representation or warranty, express or implied, is made as to their accuracy or completeness. The information contained herein is not a 

substitute for a thorough due diligence investigation. Past performance is not indicative of and does not guarantee future performance. The 

performance data do not take account of the commissions and costs incurred on the issue and redemption of units. Exit timelines, prices and 

related projections are estimates only, and exits could happen sooner or later than expected, or at a higher or lower valuation than expected, 

and are conditional, among other things, on certain assumptions and future performance relating to the financial and operational health of 

each business and macroeconomic conditions. 

 
PAM makes no representation or warranty, express or implied, with respect to any statistics or historical or current financial data, whether 

created by PAM through its own research or quoted from other sources. With respect to any such statistics or data delivered or made 

available by or on behalf of PAM, it is acknowledged that (a) the investor takes full responsibility for making its own evaluation of the 

materiality of the information and the integrity of the quoted source and (b) the investor has no claim against PAM. 

 
To the extent this presentation contains any forecasts, projections, goals, plans and other forward-looking statements, such forward-looking 

statements are inherently subject to various parameters, most of which are difficult to predict and many of which are beyond PAM’s control 

and may cause actual performance, financial results and other projections in the future to differ materially from any projections of future 

performance, results or achievements expressed or implied by such forward-looking statements. Investors should not place undue reliance 

on these forward-looking statements. PAM undertakes no obligation to update any forward-looking statements to conform to actual results 

or changes in PAM’s expectations, unless required by applicable law. 

 
PAM makes no representation or warranty, express or implied, with respect to any financial projection or forecast. With respect to any such 

projection or forecast delivered or made available by or on behalf of PAM, it is acknowledged that (a) there are uncertainties inherent in 

attempting to make such projections and forecasts, (b) the investor is familiar with such uncertainties, (c) the investor takes full responsibility 

for making its own evaluation of the adequacy and accuracy of all such projections and forecasts so furnished to it and (d) the investor has no 

claim against PAM. 

 
This presentation represents a summary of certain information, the full terms of which are contained in a Private Placement Memorandum 

that should be reviewed for a more complete understanding of the investments and their risks. In addition, this presentation does not 

constitute and should not be construed as investment advice, tax or legal advice, an offer to sell, or a solicitation to buy, any instrument or 

other financial product, nor does it amount to a commitment by PAM to make such an offer at present or an indication of PAM’s willingness 

to make sure an offer in the future. 

 
Petiole Asset Management AG is a company limited by shares with registered address at Bahnhofstrasse 64, 8001 Zurich, Switzerland and is 

authorized as investment manager by the Swiss Financial Market Supervisory Authority FINMA. 
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