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return expectations and risk assump-
tions when constructing portfolios with 
an allocation to private equity. The infor-
mation presented does not represent any 
actual portfolio. 

Figure 1 shows that over the 25-year 
period, a traditional 60/40 portfolio 
delivered an annualized return of 
roughly 8.5 percent, with a volatility3  

the allocation—drawing it entirely from 
public equities, entirely from fixed 
income, or proportionately from both. 

We ran the analysis using both historical 
(figure 1) and expected (figure 2) 
returns, volatility, and correlation inputs, 
and the outputs are illustrative. The 
analysis is intended to assist an advisor 
in developing a baseline hypothesis for 

Traditional assets enjoyed a banner 
year in 2020 despite the most 
severe global healthcare crisis  

in more than a century. Thanks largely 
to the munificence of central banks 
worldwide, an allocation of 60-percent 
global stocks and 40-percent global 
bonds provided a return of roughly  
14 percent. Given the abundant  
liquidity—the Federal Reserve Bank’s 
balance sheet is now $7.2 trillion, double 
what it was in response to the Global 
Financial Crisis of 2008—equity valua-
tions and fixed income yields hit record 
levels, and expectations are that a signif-
icant portion of future asset returns 
effectively have been pulled forward. 

As such, advisors are contemplating 
sobering capital market assumptions for 
the next decade and reconsidering the 
opportunities of the private capital 
markets to help drive performance. With 
easier access today than ever before, 
clients can benefit from private equity 
(PE) exposure that has outperformed 
public equities by an estimated 300–500 
basis points (bps) annually over the past 
25 years.1 What has been missing, 
however, is analysis that quantifies the 
impact a PE allocation can have on the 
return, risk, and liquidity characteristics 
of a traditionally constructed portfolio. 

Using realized and publicly available 
forecasted data, iCapital has evaluated 
multiple scenarios that include the  
addition of PE into a traditional 60/40 
stock-bond portfolio.2 Each scenario 
presumes a 20-percent PE weighting 
but models different funding options for 
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. . . advisors are contemplating sobering capital market 
assumptions for the next decade and reconsidering  
the opportunities of the private capital markets to help  
drive performance.

Figure
1 COMPARATIVE RISK AND RETURN CHARACTERISTICS  

FOR SAMPLE PORTFOLIO, 1994–2019

Note: For each index, we used the 25-year period of June 1994–June 2019, which includes multiple bull and bear market 
cycles with disparate performance results for each asset class. Public equities = S&P 500 Index monthly returns. Fixed 
income = Bloomberg Barclays U.S. Aggregative Bond Index. Private equity = Cambridge U.S. PE Index, quarterly.

For illustrative purposes only. Source: eVestment, as of June 2019. These historical portfolios are not intended to represent 
portfolios that an investor necessarily would have been able to construct.
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PE only after considering, in addition to 
return objectives and risk tolerance, the 
possibility of an unanticipated need for 
liquidity. 

This analysis—based on a Monte Carlo 
simulation using the MoneyGuidePro 
software—projects the probability of 
clients achieving their long-term portfo-
lio objectives. The output is meant to 
level-set expectations, based on a vari-
ety of client-specific and market-driven 
inputs. Although these probabilities 
reflect a singular threshold percentile 
(e.g., an X-percent chance of leaving  
Y dollars to a client’s heirs), the 1,000 
underlying simulations provide a wide 
range of potential outcomes. For exam-
ple, consider the following results based 
on each asset allocation: 

Existing 60/40 stock and bond portfolio 
(traditional). The traditional 60/40 port-
folio has a 57-percent chance of success. 
Although there is a 43-percent chance 
the client will fail to reach the long-term 
objective, on the upside there is a 
50-percent chance (the 50th percentile) 
of leaving at least a $1.3-million bequest. 

20 percent to PE, funded from fixed 
income (aggressive). When the PE allo-
cation is funded from fixed income, the 
portfolio has a 75-percent chance of 
success and the probability of a negative 
outcome (i.e., client fails to meet goals) 
falls to 25 percent, with a 50-percent 
chance of leaving at least $7 million.

20 percent to PE, funded on a pro rata 
basis (moderate). The chance of 
success improves to 77 percent for the 

goals, along with investment risk and 
return assumptions. After gathering 
feedback from chief investment officers 
at several wealth advisory firms, we 
developed a client archetype that 
represents a qualified purchaser client 
(see table 1). 

The results of this analysis are described 
below and in figure 2. Given the return 
and volatility assumptions referenced 
above, the probability that this client will 
achieve the goal with a traditional 60/40 
portfolio structure is 57 percent. In an 
uncertain world, those aren’t terrible odds, 
and some advisors might consider a stay-
the-course approach to be most prudent. 

However, with the addition of a 
20-percent allocation to PE, the proba-
bility of long-term success increases to 
78 percent, 77 percent, and 75 percent, 
depending on whether the capital is 
sourced from fixed income, a pro rata 
blend, or public equities, respectively. 
Of course, it is important to note that  
PE is an illiquid asset class and, even if 
these return expectations are met, an 
investor’s private capital may not be 
available when needed. This under-
scores the importance of investing in  

of 9.4 percent. Compare that risk-return 
profile to each of the three portfolios that 
include an allocation to private equity. 
In each scenario—regardless of whether 
the capital is sourced from stocks, 
bonds, or proportionately from each—the 
portfolio return increases between 210 
and 260 bps, with the higher returns 
earned when the PE allocation is taken 
entirely from the lowest return genera-
tor, fixed income. Not surprisingly, the 
volatility increases when the PE alloca-
tion is funded 100-percent from fixed 
income, decreases when funded 
100-percent from public equities, and is 
slightly higher when funded pro rata. 

HYPOTHETICAL FORWARD-
LOOKING ANALYSIS 
Using the model assumptions described 
below, our forward-looking analysis 
seeks to demonstrate the potential 
impact of private equity on a traditional 
60/40 portfolio through a tool familiar 
to many advisors. Envestnet’s 
MoneyGuidePro® models how a new 
investment product can impact the like-
lihood that clients will achieve their 
goals by comparing the probability of 
success of different asset allocations, 
given explicit client characteristics and 

 CLIENT ARCHETYPE—QUALIFIED PURCHASER
Assumptions

Total assets $9 million

Retirement age 65 years

Life expectancy 90 years

Annual savings until retirement (seven years) $250,000

Annual spending in retirement $350,000

Desired bequest $1 million

57% 75% 77% 78%

I
TRADITIONAL 

60/40 PORTFOLIO

II
20% FUNDED FROM 

FIXED INCOME

III
20% FUNDED 

PRO RATA

IV
20% FUNDED 

FROM EQUITIES

PROBABILITY OF SUCCESS
↓ Below confidence Zone ≈ in confidence Zone ≈ in confidence Zone ≈ in confidence Zone

PROBABILITY OF SUCCESS PROBABILITY OF SUCCESS PROBABILITY OF SUCCESS

Table
1

Figure
2 PROBABILITY OF ACHIEVING GOAL
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suggests that adding PE could boost 
long-term wealth creation and mini-
mize the potential for capital loss. For 
example, the median 50th-percentile 
outcome forecasts that the value of the 
PE portfolio could rise by 78.8 percent 
after 25 years versus 38.7 percent for 
the traditional 60/40 portfolio. At each 
percentile level shown below, the portfo-
lio with PE is likely to come out ahead 
of the traditional asset-only portfolio 
(see figure 3 and tables 2 and 3).

Private equity has added significant 
value to institutional investors’ portfolios 
over the past quarter century. Although 
PE returns may decline over the coming 
decade on an absolute basis, the perfor-
mance spread over public markets is 

of good and bad outcomes for different 
allocations, recognizing that investment 
results can be highly variable. To 
account for the various scenarios that 
may occur over time, which can dramati-
cally impact a portfolio, we collaborated 
with BlackRock’s Portfolio Solutions 
Team to run a 25-year wealth simulation 
on a hypothetical $1-million portfolio. 

This simulation compares the various 
outcomes for a traditional 60/40 alloca-
tion and one that includes a 20-percent 
allocation to PE, sourced pro rata from 
stocks and bonds. The analysis assumes 
that, after the first 10 years, 6 percent  
of the total portfolio’s value is with-
drawn annually to accommodate the 
client’s spending needs. This simulation 

pro rata option. The negative outcome 
risk falls further, to 23 percent, when the 
capital is funded equally from stocks and 
bonds, with a 50-percent chance of leav-
ing at least $7 million. 

20 percent to PE, funded from public 
equity (conservative). If the PE alloca-
tion is funded from public equities, the 
negative outcome risk is just 22 percent 
(reflecting a 78-percent probability of 
success), also with a 50-percent chance 
of bequeathing almost $7 million.

EVALUATING A RANGE OF 
WEALTH OUTCOMES 
In addition to forecasting the probability 
of portfolio success with and without PE, 
it also can be helpful to consider a range 

25-YEAR WEALTH SIMULATION
25-Year Wealth 
Simulation

Traditional 
60/40

20%  
Pro Rata

5th Percentile $49,412 $202,964

25th Percentile $708,495 $1,015,561

50th Percentile $1,387,130 $1,877,501

75th Percentile $2,324,223 $3,102,725

90th Percentile $4,298,258 $5,883,596
For discussion purposes only. Future results are not guaranteed 
and loss of principal may occur.

PROBABILITY OF MEETING OR EXCEEDING TARGET  
ASSET LEVEL

Traditional 60/40 20% Pro Rata

Target Year 10 Year 25 Year 10 Year 25

Target $0 (–100%) 100.00% 96.10% 100.00% 97.65%

Target $500,000 (–50%) 100.00% 82.81% 100.00% 89.46%

Target $1 million (0%) 95.32% 63.87% 96.73% 75.57%

Target $1.5 million (50%) 58.21% 46.24% 66.43% 60.37%

Target 2 million (100%) 20.91% 32.02% 30.08% 46.86%
For discussion purposes only. Future results are not guaranteed and loss of principal may occur. 
Hypothetical analysis forecasts likelihood that each portfolio will meet or exceed target asset level  
in 10 and 25 years.

Figure
3 25-YEAR WEALTH SIMULATION GROWTH OF $1 MILLION WITH 6-PERCENT ANNUAL SPENDING 

AFTER 10 YEARS

Table
2

Table
3
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IMPORTANT INFORMATION 
This material is provided for informational purposes only and is 
not intended as, and may not be relied on in any manner as legal, 
tax or investment advice, a recommendation, or as an offer to 
sell, a solicitation of an offer to purchase or a recommendation 
of any interest in any fund or security offered by Institutional 
Capital Network, Inc. or its affiliates (together “iCapital Network”). 
Past performance is not indicative of future results. Alternative 
investments are complex, speculative investment vehicles and are not 
suitable for all investors. An investment in an alternative investment 
entails a high degree of risk and no assurance can be given that any 
alternative investment fund’s investment objectives will be achieved 
or that investors will receive a return of their capital. Private equity 
is an illiquid asset class, and even if return expectations turn out to 
be correct, an investor’s assets may not be available when needed. 
The information contained herein is subject to change and is also 
incomplete. This industry information and its importance is an opinion 
only and should not be relied upon as the only important information 
available. Information contained herein has been obtained from 
sources believed to be reliable, but not guaranteed, and iCapital 
Network assumes no liability for the information provided.

With regard to backtested performance the backtested performance 
was derived from the retroactive application of a model with the 
benefit of hindsight and the strategies were not applied via a 
trading strategy to an actual portfolio during the periods described. 
Some of the trading strategies applied may not have been available 
during the time period. The backtested period contributed to the 
performance of the hypothetical blended portfolio. Similarly, 
models of possible future outcomes depend on return and other 
expectations that may never come to pass, such as that future 
returns will be similar to past returns, that investments of the 
type historically available will continue to be available, and that 

ENDNOTES
 1. For the period July 1994 through June 

2019. Source: evestment.
 2. institutional capital network, inc. and 

affiliates (“icapital” or “we” herein).
 3. volatility reflects the standard deviation of 

returns for each representative portfolio. 
Source: evestment.

WEALTH SIMULATION DISCLOSURES 
The wealth simulation was created with MPI Stylus Pro with data 
provided by Morningstar. Aladdin Portfolio Risk Analysis: Charts 
and graphs provided herein are for illustrative purposes only. 
Neither BlackRock nor the Aladdin portfolio risk model can predict 
a portfolio’s risk of loss due to, among other things, changing 
market conditions or other unanticipated circumstances. The 
Aladdin portfolio risk model is based purely on assumptions using 
available data and any of its predictions are subject to change. The 
Aladdin portfolio risk model is subject to significant limitations. This 
model is not intended to provide, and should not be relied upon for 
investment, accounting, legal or tax advice, or used with any third-
parties. Equity and fixed income characteristics and allocations 
are for informational purposes only. Such characteristics and 
allocations are not intended to be predictions or projections of any 
portfolio’s performance. Diversification does not assure a profit 
nor does it protect against loss of principal. The allocation of a 
portfolio may differ from the illustrations herein and there is no 
guarantee that the same level of diversification will be achieved. 
Each portfolio’s allocation and targets depend on a variety of 
factors, including prevailing market conditions and investment 
availability. There is no guarantee that the allocations of the 
alternate portfolio show herein will be achieved. ©2021 BlackRock. 
All rights reserved.

widely expected to continue. This is 
consistent with the inherent benefits of 
private equity: PE firms can pursue 
longer-term investment strategies, 
private company valuations are gener-
ally less expensive than public company 
valuations, and there is more organic 
growth in the private markets. In addi-
tion, the illiquidity of private equity 
investments suggests a corresponding 
premium over more liquid public invest-
ments. As a result, adding an allocation 
to private equity may better position 
investors to achieve their long-term 
financial goals. 

Nick Veronis is a co-founder and managing 
partner at iCapital Network. He earned a BA 
in economics from Trinity College. Contact him 
at nick@icapitalnetwork.com. 

Joseph Burns is a managing director, head 
of hedge fund solutions, and co-head of 
research at iCapital Network. He earned a 
BA in political science from Manhattanville 
College and an MBA from Fordham University. 
Contact him at joe@icapitalnetwork.com.
 

DEVELOPING FORWARD-LOOKING ASSUMPTIONS 

When constructing client portfolios and investigating new 
products, advisors must consider many variables and their 
probabilities. In developing assumptions for our forward-
looking analysis, we reviewed long-term capital market 
assumptions from six firms, including global private banks, 
asset managers, and consultants.* As shown in the table 
below, the average annual PE return expectation across these 
firms is just more than 10 percent, while the average public 
equity return assumption is 5.5 percent. This anticipated 
spread in performance between public and private equity is 
generally consistent with the historical spread.

Determining a suitable expectation for the volatility of PE 
was somewhat more challenging. For example, simply taking 
the realized volatility of an index of PE funds may result in a 
volatility expectation that is artificially low, because the quar-
terly reporting of PE performance effectively smooths the  

long-term results. This method would result in an index-
based volatility in the 8–10-percent range.

Conversely, some firms don’t use actual PE data at all, instead 
attempting to replicate PE returns by using a public equity 
benchmark such as a small-cap index and applying a lever-
age factor to determine a level of volatility. This approach 
results in a forecasted volatility in the range of 25–30 percent, 
approximately three times the realized index volatility.

After examining numerous methodologies, we adopted the 
approach used by Hamilton Lane,** which incorporates what 
we believe to be a sound, balanced methodology that uses 
actual PE data and statistically adjusts the realized returns to 
account for the smoothing effect. The Hamilton Lane model’s 
statistical output over multiple time periods results in an 
expected volatility of 20.9 percent, slightly higher than fore-
casted volatility for public equities.

*  We evaluated the most recent publicly available capital market assumptions from  
UBS, Callan, Invesco, JPMorgan, BlackRock, and BNY Mellon as of March 2020. 

**  Hamilton Lane has been advising institutional investors on the private markets  
for almost 30 years and today has more than $415 billion in advisory assets and  
$65 billion in discretionary assets. 

Continued on page 44 

Return volatility

private Equity 10.1% 20.9%

public Equities 5.5% 15.7%

Fixed income 1.3% 4.3%
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commentary and does not include 
secondary investments or fund-of-funds 
investments.
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portfolio-level benchmark is a widely 
evaluated and researched topic that will 
not be explored here. Using some sort  
of portfolio-level performance measure-
ment, however, can provide a baseline  
of sorts. Therefore, while waiting for  
the “starting from scratch” portfolio to 
mature, one may want to consider using 
a public equity index plus a spread (e.g., 
200 basis points) to get a general idea of 
how the portfolio performs against a 
fully liquid investment alternative.

PE market participants are bright and 
driven, which can make for enriching 
careers, both professionally and intel-
lectually. Using the above portfolio 
constructs, which have generated favor-
able results in the institutional public 
pension plan space, may help efforts to 
build PE portfolios that will stand the 
test of time. 

Dean Roney, CFA®, has held senior 
management positions in institutional 
investment management and commercial 
banking, most recently as deputy chief 
investment officer for the Kansas Public 
Employees Retirement System. He earned an 
MBA from Arizona State University. Contact 
him at droney518@gmail.com.

ENDNOTE
 1 .  The model pE portfolio is assumed 

to be composed solely of primary 
fund investments for the sake of this 

CONCLUSION
It is a daunting task to start a PE portfo-
lio from scratch. The skilled practitioner 
and the capital provider for the invest-
ments, however, must agree initially on 
their expectation about when to begin 
evaluating the portfolio on a compara-
tive basis. Agreement is imperative 
because each PE portfolio is unique with 
respect to its composition and its under-
lying investments. The only way to draw 
meaningful comparisons against other 
PE portfolios is to compare a mature 
portfolio against a body of other mature 
portfolios. It may take three years to be 
able to meaningfully evaluate relative 
performance of a single fund, but it may 
take several more years to measure the 
relative performance of an entire PE 
portfolio.

It takes many years for the annual cash 
flows of a new PE portfolio to mimic the 
cash flows taking place in the industry 
as a whole. An individual PE portfolio 
needs to be at least directionally the 
same as the market in aggregate. Only 
then can meaningful comparisons be 
made regarding the relative performance 
of an individual PE portfolio versus 
those of the market.

Using a public equity benchmark plus  
a spread (illiquidity premium) as a 

economic, legal and other conditions will remain within historical 
norms. The performance shown does not reflect the deduction 
of advisory fees, brokerage or other commissions, mutual fund 
exchange fees, and other expenses an actual client would have paid. 
This presentation contains forward looking statements. Forward 
looking statements include, but are not limited to assumptions, 
estimates, projections, opinions, models and hypothetical 
performance analysis. Forward looking statements involve significant 
elements of subjective judgments and analyses and changes thereto 
and/or consideration of different or additional factors could have a 
material impact on the results indicated. Due to various risks and 
uncertainties, actual results may vary materially from the results 
contained herein. No representation or warranty is made by iCapital 
as to the reasonableness or completeness of such forward looking 
statements or to any other financial information contained herein.

This material is confidential and the property of iCapital Network, 
and may not be shared with any party other than the intended 

recipient or his or her professional advisors. No part of this 
material may be reproduced in any form, or referred to in any 
other publication, without express written permission of iCapital 
Network. Products offered by iCapital Network are typically private 
placements that are sold only to qualified clients of iCapital Network 
through transactions that are exempt from registration under the 
Securities Act of 1933 pursuant to Rule 506(b) of Regulation D 
promulgated thereunder (“Private Placements”). An investment in 
any product issued pursuant to a Private Placement, such as the 
funds described, entails a high degree of risk and no assurance 
can be given that any alternative investment fund’s investment 
objectives will be achieved or that investors will receive a return of 
their capital. Further, such investments are not subject to the same 
levels of regulatory scrutiny as publicly listed investments, and as 
a result, investors may have access to significantly less information 
than they can access with respect to publicly listed investments. 
Prospective investors should also note that investments in the 

products described involve long lock-ups and do not provide 
investors with liquidity. 

Securities may be offered through iCapital Securities, LLC, a 
registered broker-dealer, member of FINRA and SIPC and subsidiary 
of Institutional Capital Network, Inc. (d/b/a iCapital Network). These 
registrations and memberships in no way imply that the SEC, FINRA 
or SIPC have endorsed the entities, products or services discussed 
herein. iCapital and iCapital Network are registered trademarks of 
Institutional Capital Network, Inc. Additional information is available 
upon request.
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