
Private Equity Trends & the Impact on the GIA

Private Equity 101
[ŜǘΩǎ ƭŜǾŜƭ-set on the PE ecosystem

Academic Debates Over PE
Å It outperforms!
ÅThere is zero alpha!
Å It out-performs because idiosyncrasies risk 

discounts are passed onto diversified investors

Secular Trends in Markets
ÅFewer public companies
ÅCompanies are more mature at IPO

The Future of PE for Insurance
ÅPurchase multiples are at all time highs, but debt is still 

cheap, so buyout markets will continue to thrive
ÅSelection-bias will continue to support Growth Equity
Å Insurance company exposure may not change until RBC 

risk-charges change, but asset allocation will
ÅPE will eventually become exchange traded for retail 

investorsτwhat then?

Dave Lipke
Head of Financial Insights

MassMutual
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Asset Allocations of Insurance Companies
Most Life Insurance Companies have a 75% Allocation to Fixed Income
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Liquidity

Price Discovery
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What was the first formalstock exchange?

a) Amsterdam Stock Exchange

b) Etruscan Stock Exchange

c) London Stock Exchange 

d) New York Stock Exchange

e) Venetian Stock Exchange



5



6

What was the first formalstock exchange?

a) Amsterdam Stock Exchange

b) Etruscan Stock Exchange

c) London Stock Exchange 

d) New York Stock Exchange

e) Venetian Stock Exchange
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²Ƙŀǘ ŀǊŜ ǘƘŜ ΨǇǊƛǾŀǘŜ ƳŀǊƪŜǘǎΩΚ

Private Markets

Á Private Equity

Á Real Estate

Á Private Debt

Á Natural Resources

Á Infrastructure

Á Venture Capital 

Á Buyout

Á Early Stage

Á Growth

Á Large-cap

Á Mid-Market

Á Lower-Middle 
Market
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Private Equity
IƛǎǘƻǊƛŎŀƭƭȅ ǘƘŜǊŜ ǿŜǊŜ ǘǿƻ ǇŀǊǘƛŜǎ ƛƴ ǇǊƛǾŀǘŜ ŜǉǳƛǘȅΧ

Business Owner

Portfolio Company

Portfolio Manager

General Partner

Wealthy Investor

Limited Partner
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Simplified Fund Structure

Portfolio Company

Portfolio Manager

General Partner

Wealthy Investor

Limited Partner

Portfolio Company

Portfolio Company

Portfolio Company

Longmeadow
Opportunities Fund

ό¢ƘŜ άCǳƴŘέύ

Longmeadow Investment Advisers

RIA

Capital Calls

Distributions
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The Life of a PE Fund
IƛǎǘƻǊƛŎŀƭƭȅ ǘƘŜǊŜ ǿŜǊŜ ǘǿƻ ǇŀǊǘƛŜǎ ƛƴ ǇǊƛǾŀǘŜ ŜǉǳƛǘȅΧ

Source: Wikipedia
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How Wealthy does an LP Need to Be?

Minimum Investment 
per Fund:

$$15M

Annual PE Investment: $150M

PE Portfolio: $1.5B

Total Assets $5B to $75B



A
Illiquidity 

Discount

C
Control

Premium

B Idiosyncratic Risk

D
Information 

Asymmetry 

A CB D

Private Equity Valuation
Private Equity Valuation Faces Several Complexities Relative to Public Peers

What is the Net Asset Value of a Portfolio Company or a Fund?
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Back to the J-Curve and the óYale Modelô

Source: Wikipedia
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The Global PE markets account for nearly $6T of 
capital.  What percentage is VC?

a) 20%

b) 15%

c) 13%

d) 9%

e) 5%
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Back to the J-Curve and the óYale Modelô

Source: Private Markets Come of AgeτMcKinsey Global Private Markets Review 2019
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US Securities Law

Regulatory Regime

Á The Securities Act of 1933

Á The Securities Exchange Act of 1934

Á¢ƘŜ LƴǾŜǎǘƳŜƴǘ /ƻƳǇŀƴȅ !Ŏǘ ƻŦ мфпл όάпл !Ŏǘέύ

Á¢ƘŜ LƴǾŜǎǘƳŜƴǘ !ŘǾƛǎŜǊǎ !Ŏǘ ƻŦ мфпл όά!ŘǾƛǎŜǊǎ !Ŏǘέύ
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Why Private Markets?

Regulatory Regime

Á Pre-revenue, pre-product, and early-stage

Á Abundant private capital

Á Turn-around

Á Risk and reward
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They conclude that, άōǳȅƻǳǘfunds have
performancebetter than previouslydocumented.έ
In fact, they find that, άΧoutperformance versus
the S&P500 averages20% to 27% over the ŦǳƴŘΩǎ
life and more than 3%annually.έ Accordingto the
paper, these conclusionsare άǊƻōǳǎǘto various
indicesandrisk controls.έ
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Ideain Brief

If you normalize the valuation assumptions
for PE,alphaappearsto bezero.
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Ideain Brief

ά{ƻΣ ǘƘŜ ±/ ǊŜǉǳƛǊŜǎ ŀ ǇǊƛŎŜ ǊŜŘǳŎǘƛƻƴ 
from the entrepreneur to compensate 
for personal ǊƛǎƪΦέ  ¢Ƙƛǎ ǇǊƛŎŜ ǊŜŘǳŎǘƛƻƴ 
also benefits the diversified investor.



Private Equity has delivered diversification 
and performance benefits for qualified purchasers.

Historical alpha over S&P 500 1

Å Active management of portfolio companies is proven to deliver 

improvement in EBITDA margins.

Lower beta than S&P (0.4 to 0.7) 2

Å A replicating portfolio of small cap stocks lost 86% of value during 

2008 financial crisis. The buyout index lost 20% of value.

Å Individual general partners incorporate idiosyncratic risk into 

valuation prices, but LPs can diversify risk. 3

Diversification of portfolio

Å Fewer companies are public now than ever before

While structural challenges, such as capital calls, complicated fee structures, and illiquidity, 
have historically made Private Equity unsuitable for mass market investors, the upside is appealing.

.ǳȅƻǳǘ ŦǳƴŘǎ ƘŀǾŜ ŦŀǊ ƻǳǘǇŜǊŦƻǊƳŜŘ {ϧt рллΧΧŀƴŘ ƘŀǾŜ ŜƴƘŀƴŎŜŘ ƛƴǾŜǎǘƻǊǎΩ ǘƻǘŀƭ ǊŜǘǳǊƴ ǿƘƛƭŜ ƳƛǘƛƎŀǘƛƴƎ ŘƻǿƴǎƛŘŜ ǊƛǎƪΦ

1IŀǊǊƛǎΣ wƻōŜǊǘ {ΦΣ ¢ƛƳ WŜƴƪƛƴǎƻƴΣ ŀƴŘ {ǘŜǾŜƴ b YŀǇƭŀƴΣ нлмоΣ άtǊƛǾŀǘŜ 9ǉǳƛǘȅ tŜǊŦƻǊƳŀƴŎŜΥ ²Ƙŀǘ Řƻ ǿŜ YƴƻǿΣέ ŦƻǊǘƘŎƻƳƛƴƎ WƻǳǊƴal of Finance
2{ǘŀŦŦƻǊŘΣ 9ǊƛƪΣ нлмрΣ άwŜǇƭƛŎŀǘƛƴƎ tǊƛǾŀǘŜ 9ǉǳƛǘȅ ǿƛǘƘ ±ŀƭǳŜ LƴǾŜǎǘƛƴƎΣ IƻƳŜƳŀŘŜ [ŜǾŜǊŀƎŜΣ ŀƴŘ IƻƭŘ-to-ƳŀǘǳǊƛǘȅ ŀŎŎƻǳƴǘƛƴƎέ
3 EwensMichael, Charles M Jones, Matthew Rhodes-YǊƻǇŦΣ нлмоΣ ά¢ƘŜ tǊƛŎŜ ƻŦ 5ƛǾŜǊǎƛŦƛŀōƭŜ wƛǎƪ ƛƴ ±ŜƴǘǳǊŜ /ŀǇƛǘŀƭ ŀƴŘ tǊƛǾŀǘŜ 9ǉǳƛǘȅέ



The number of public companies in the U.S. 
dropped nearly 50% between 1996 and 2016.

Fewer public companies in the U.S. reduces investment opportunities for retail investors and signals challenges 
for Americaõs capital markets.

During the same time period, the number of public 
companies increased globally, implying that American 
investors could shift a larger portion of their portfolios to 
international equities, unless the U.S. broadens access to 
the private markets for retail investors.



The average age of a company at IPO 
has increased from 8 years to 11 years.

Small capitalization ògrowthó companies are an important source of yield for investors.

¢ƘŜ άǎƳŀƭƭ ŎŀǇ ǇǊŜƳƛǳƳέ ƛǎ ŜǊƻŘƛƴƎ ŦƻǊ !ƳŜǊƛŎŀƴ 
investors τan especially glaring concern in light of 
ǘƘŜ ŜŎƻƴƻƳȅΩǎ ŜȄǇŀƴǎƛƻƴ  ƻǾŜǊ ǘƘŜ ƭŀǎǘ ŘŜŎŀŘŜΦ

Source: Credit Suisse
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What should insurance company CIOs do with their PE 
allocations?

a) Reduce them!  Multiplies are at an all time high!  Go from 3% to 1.5%!

b) Keep the good times rolling!  Keep allocations around 3%.

c) Increase from 3% to 4% or 5%.  The risk is worth the reward!

d) Shift PE allocations from buyout to venture capital (and growth funds)

e) Other?



PE and Insurance Companies

ÁRisk Based Capital (RBC) limits private equity exposure on a practical level for instance companies

ÁBut PE is probably less risky than some expect, especially for a multi-vintage, multi-fund GIA

Áaǳǘǳŀƭ ŎƻƳǇŀƴƛŜǎ ǿƛǘƘ ŀ ŘƛǾƛŘŜƴŘ ƘŀǾŜ ŀƴ ƛƴƘŜǊŜƴǘ ŀŘǾŀƴǘŀƎŜ ǿƘŜƴ ƛƴǾŜǎǘƛƴƎ ƛƴ ƛƭƭƛǉǳƛŘ ƻǊ άƭǳƳǇȅέ 

cash flows

ÁInsurance companies value the low correlation of PE to public markets (uncorrelated risk if talking to 

a salesman) just as much as the yield

ÁSelection bias between public and private markets is a real concern

ÁWhat does the potential negative selection bias of the public markets imply about the credit 

quality of investment grade fixed income securities, which constitutes the majority of both Heath 

and Life insurance company GIAs?
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Some Bold Predictions

Á PE access will become available to retail investors within the next 20 years!

Á If PE does become listed, the relatively low beta (0.4 to 0.7) will no longer be an advantage of the asset class for insurance companies

Á Insurance companies have not meaningfully allocated PE portfolios to growth companiesτinstead buyouts remain the focusτas high growth 

ŎƻƳǇŀƴƛŜǎ ǎǘŀȅ ǇǊƛǾŀǘŜΣ /Lhǎ ǿƛƭƭ ǎǘŀǊǘ ǘƻ ǘƘƛƴƪ ŀōƻǳǘ άƎǊƻǿǘƘ ŦǳƴŘǎέ
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THANK YOU!


