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Introduction

Private equity is at a turning point in the wealth market, with investors and advisors

navigating how best to allocate across its sub-strategies. The growing availability of

funds—both evergreen and closed-ended/drawdown—has expanded the investment
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Global Alternatives Product landscape and offers several advantages for portfolio construction.
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In this paper, we outline an approach that positions private equity secondaries as the

cornerstone of a core/satellite allocation model, focusing on two key aspects:

1. Investment merits: Why secondaries may provide attractive risk-adjusted returns.

2. Ease of implementation: How they simplify portfolio construction.

“Diversification is the only free lunch in finance.”

Harry Markowitz, Nobel Prize-winning economist.

The private equity landscape

Private equity refers to primary investments in privately held companies, with the aim

of creating long-term value by growing or optimizing these businesses. These companies
can range in size and maturity, from startups to large established companies, across a
variety of industries and regions (see Exhibit 1 below). As the market has developed, private
equity managers have expanded their expertise and built more sophisticated capabilities.

Alongside directly investing in private companies (primary private equity), private equity
secondaries has emerged as a distinct asset class. Secondaries involve buying and selling
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existing private equity fund interests or portfolios of assets, providing liquidity for the
original investors and creating new entry points into established funds. Investor adoption
of this asset class continues to grow, as we explored in Unlocking opportunities:
Understanding the growing secondary market.

Exhibit 1: The Private
Equity Spectrum
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Investment merits of private equity and secondaries

Understanding the differences between private equity and secondaries can help investors
and their advisors assess their respective roles in portfolio construction.

Managing return dispersion

Private equity strategies vary significantly in performance. The difference between

the 95th and 5th percentile private equity funds exceeded 4,400 basis points (bps)
compared to 2,200 bps for secondaries. This is often linked to private equity managers
focusing on a particular industry or region and therefore exposing themselves to specific
risk factors. For example, technology-focused managers have recently outperformed,
while those with larger exposures to traditional retail have lagged.

Given this dispersion, we believe selecting experienced managers who have navigated
multiple market cycles and delivered strong performance is crucial when constructing a
private equity portfolio. Secondaries offer a solution by providing broader diversification
and historically more consistent returns, with better principal preservation.

Secondaries Have
Significantly Less
Dispersion Than Primary
Private Equity

Exhibit 2: Return Dispersion
across Private Equity,
Secondaries and US
Equities
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Sources: MSCI Private Capital Solutions, Morningstar. Notes: The returns for US large and mid-cap active equity funds reflect annualized returns
for the period January 1,2005 to September 30, 2024. Private equity, secondaries and traditional equities have material differences between them,
including varying investment objectives, costs and expenses, liquidity, safety, fluctuation of principal or return, and tax features. The returns for
secondaries and private equity are the internal rate of return (IRR) of the funds with vintage years from 2005 to 2018, as of September 30, 2024.
Past performance is not an indicator or a guarantee of future results. Important data provider notices and terms available at www.
franklintempletondatasources.com.
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Manager selection: The inconsistency challenge
Given the greater variability of returns in private equity compared to secondaries, investors
should pay close attention to the track record of private equity managers. But how consis-
tent is performance across private equity vintages?

When committing to a new private equity fund vintage, investors should be cautious about
relying on past performance. The analysis below shows that a manager’s next vintage is
nearly as likely to underperform as it is to outperform, regardless of the success of the
current vintage. In fact, for buyout funds that are currently top quartile, the next vintage' has
an equal likelihood of being in the bottom quartile as it does of remaining in the top quartile.

Exhibit 3: Past Performance
Does Not Predict Future
Vintage Returns in Buyout
Funds (Launched

since 2000)
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Source: R. S. Harris, T. Jenkinson et al., “Has persistence persisted in private equity? Evidence from buyout and venture capital funds,"Journal of
Corporate Finance, 81(2023) 102361. This paper ranks fund performance by comparing IRR (Internal Rate of Return) to the total retum if each
fund’s cash flows were invested in the S&P 500 Total Return Index (“‘PME” Public Market Equivalent).

But does this trend hold for the major private equity managers? The exhibit below illus-
trates the vintage performance of five major US managers’ flagship buyout strategies
relative to the broader US buyout universe. The results reinforce the lack of consistency
among vintages

Even Major Private
Equity Managers Show
Inconsistency in Returns
over Time

Exhibit 4: US Buyout
Vintage Performance Varies
across Major Private Equity
Managers

As of September 30, 2024
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Source: Preqin. Fund ranking based on Net IRR (Internal Rate of Return). Two colours indicate that a manager has two vintages within the
respective time period.

Another consideration is that having a strong track record in one market does not neces-
sarily translate to another. Among the five major US private equity managers, two have
dedicated European buyout strategies. The exhibit below compares their performance,
alongside three major European private equity managers, to the broader European buyout
universe. Once again, performance varies across managers.

1. Vintage is the year that a fund is offered. There can be differences from one vintage to the next based on the environment.
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European Buyout
Vintage Performance of
Major US and European
Private Equity Managers
Exhibit 5: US Private Equity
Managers’ Track Records
Don’t Always Translate to
Other Geographies

As of September 30, 2024
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Source: Preqin. Fund ranking based on Net IRR (Internal Rate of Return). Two colours indicate that a manager has two vintages within the
respective time period.

Given this variability in performance across vintages and regions, investors should be
cautious about building core private equity exposure with a single manager. Strong returns
in one market cycle do not guarantee future outperformance.

Secondaries offer a way to manage this risk. By providing diversified exposure across
multiple private equity managers, secondaries help reduce manager concentration risk.
Additionally, secondaries managers can negotiate purchase prices that account for the
latest available information and adjust for any adverse asset selection by underlying private
equity managers. These factors help mitigate downside risk and adjust for performance
variability across private equity managers.

Return resilience in market downturns

Both private equity and secondaries have demonstrated resilience during public market
downturns. Historical data indicates secondaries may have the potential to offer even greater
downside risk mitigation. As shown below, during the 10 worst quarters for the S&P 500 Index
since July 2004, average private equity declines were nearly twice those of secondaries.

Exhibit 6: Average
Performance in the 10 Worst
S&P 500 Quarters
July 1,2004-September 30, 2024

Average % Quarterly Return

-13.20%

S&P 500 Private Equity Secondaries
Sources: MSCI Private Capital Solutions, SPDJI, Bloomberg. Analysis by Franklin Templeton. Indexes used: Private Equity: MSCI Private Capital

Solutions’ fund search results for US Private Equity funds (all categories); Secondaries All Strategies: MSCI Private Capital Solutions search results
for global secondaries across all the strategies. Indexes are unmanaged and one cannot directly invest in them. They do not include fees,
expenses or sales charges. Past performance is not an indicator or a guarantee of future results. Important data provider notices and terms
available at www.franklintempletondatasources.com.
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Looking at two major market events—the global financial crisis (GFC) and post-pandemic
market correction—secondaries once again provided greater downside risk mitigation and
shorter recovery periods, compared to both public and private equity.

Exhibit 7: Private Equity and
Secondaries Performance
during the GFC
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Sources: MSCI Private Capital Solutions, SPDJI. Analysis by Franklin Templeton. Indexes used: Private Equity: MSCI Private Capital Solutions’ fund
search results for US Private Equity funds (all categories); Secondaries All Strategies: MSCI Private Capital Solutions search results for global
secondaries across all the strategies. Indexes are unmanaged and one cannot directly invest in them. They do not include fees, expenses or sales
charges. Past performance is not an indicator or a guarantee of future results. Important data provider notices and terms available at
www.franklintempletondatasources.com.

Exhibit 8: Private Equity and
Secondaries Performance
During the Post-Pandemic
Market Correction

Q4 2021-Q3 2024
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Sources: MSCI Private Capital Solutions, SPDJI. Analysis by Franklin Templeton. Indexes used: Private Equity: MSCI Private Capital Solutions’ fund
search results for US Private Equity funds (all categories); Secondaries All Strategies: MSCI Private Capital Solutions search results for global
secondaries across all the strategies. Indexes are unmanaged and one cannot directly invest in them. They do not include fees, expenses or sales
charges. Past performance is not an indicator or a guarantee of future results. Important data provider notices and terms available at
www.franklintempletondatasources.com.

Secondaries have also exhibited lower correlation to public markets than private equity,
potentially further enhancing portfolio diversification.

Exhibit 9: Secondaries
Provide Greater
Diversification to
Traditional Assets

10 Years Ending September 30,
2024

US Stock Correlation US Bond Correlation

Private Equity 0.65 0.07
Secondaries 0.51 -0.16

Sources: MSCI Private Capital Solutions, SPDJI, Bloomberg. Analysis by Franklin Templeton. Indexes used: Secondaries All Strategies: MSCI Private
Capital Solutions search results for global secondaries across all strategies, US Stocks: S&P 500 Total Return Index, US Bonds: Bloomberg US
Aggregate Index (Total Return), Private Equity: MSCI Private Capital Solutions’ fund search results for US Private Equity funds (all categories).
Indexes are unmanaged and one cannot directly invest in them. They do not include fees, expenses or sales charges. Past performance is not an
indicator or a guarantee of future results. Important data provider notices and terms available at www.franklintempletondatasources.com.
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Secondaries can
provide greater
diversification,
making it a strong
foundation for

an evergreen private
equity allocation.
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Why secondaries suit an evergreen structure
Secondaries are particularly well suited for evergreen structures due to their:

* Attractive portfolio diversification: Exposure across managers, vintages, regions and
sectors can potentially dampen volatility.

* Reduced blind pool risk: Unlike primary private equity funds, secondaries invest in
existing assets with known performance histories.

* Earlier cash flows and enhanced compounding: Acquiring interests in established
funds leads to potentially earlier and more frequent re-investment opportunities which
can improve long-term returns.

* Liquidity management: Broader access to the private equity market enables poten-
tially larger opportunity set for ongoing capital deployment.

Conclusion: Building a resilient private equity allocation

Allocating to a single evergreen vehicle can reduce operational complexity when
constructing a private equity portfolio, as we outlined in our previous paper. However,
relying on a single private equity manager may not be optimal for investors seeking a
best-in-class evergreen allocation. This approach concentrates risk with one manager and
potentially limits exposure to a narrower subset of private equity strategies. While investing
across multiple primary strategies can enhance diversification, it also increases operational
burden and may still leave gaps in portfolio construction.

Most evergreen private equity funds aim to provide broad exposure across a manager’s
platform, spanning multiple geographies and sectors. However, as outlined earlier, private
equity managers exhibit inconsistent performance across different periods and segments
of the market. Diversified secondaries managers, in contrast, construct portfolios across
sectors, geographies and industries, offering exposure to a wide range of private equity
managers. This approach can provide greater diversification, making secondaries a strong
foundation for an evergreen private equity allocation. Selecting a secondaries manager
with broad coverage is key to ensuring a well-diversified portfolio.

While primary private equity strategies can deliver outperformance, their variability in
returns suggests they should only be pursued when advisors have high conviction in a
manager’s expertise within a specific market segment. In such cases, closed-ended/
drawdown funds with targeted investment strategies may be a more suitable access point
than evergreen structures, which can include legacy assets and potentially a broader
investment remit beyond a manager’s core specialties.

Additional reading:
Private Markets Insights: 2 simplecpen and cosed case
Not a simple open and closed case

Evergreen and closed-ended/drawdown funds offer different
paths to private markets—understanding their strengths can
help investors optimize allocations.

Download PDF
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WHAT ARE THE RISKS?
All investments involve risks, including possible loss of principal.

Equity securities are subject to price fluctuation and possible loss of principal. Fixed income securities involve interest rate, credit, inflation and
reinvestment risks, and possible loss of principal. As interest rates rise, the value of fixed income securities falls. Low-rated, high-yield bonds are
subject to greater price volatility, illiquidity and possibility of default. Floating-rate loans and debt securities are typically rated below investment
grade and are subject to greater risk of default, which could result in loss of principal.

Alternative strategies are complex and speculative, entail significant risk and should not be considered a complete investment program.
Depending on the product invested in, such investments and strategies may provide for only limited liquidity and are suitable only for persons
who can afford to lose the entire amount of their investment. Private investments present certain challenges and involve incremental risks as
opposed to investments in public companies, such as dealing with the lack of available information about these companies as well as their
general lack of liquidity. There also can be no assurance that companies will list their securities on a securities exchange, as such, the lack of
an established, liquid secondary market for some investments may have an adverse effect on the market value of those investments and on an
investor’s ability to dispose of them at a favorable time or price.

International investments are subject to special risks, including currency fluctuations and social, economic and political uncertainties, which
could increase volatility. Active management does not ensure gains or protect against market declines.

IMPORTANT LEGAL INFORMATION

This material is intended to be of general interest only and should not be construed as individual investment advice or a recommendation or
solicitation to buy, sell or hold any security or to adopt any investment strategy. It does not constitute legal or tax advice. This material may not
be reproduced, distributed or published without prior written permission from Franklin Templeton.

The views expressed are those of the investment manager and the comments, opinions and analyses are rendered as of the publication date and
may change without notice. The underlying assumptions and these views are subject to change based on market and other conditions and may
differ from other portfolio managers or of the firm as a whole. The information provided in this material is not intended as a complete analysis of
every material fact regarding any country, region or market. There is no assurance that any prediction, projection or forecast on the economy,
stock market, bond market or the economic trends of the markets will be realized. The value of investments and the income from them can go
down as well as up and you may not get back the full amount that you invested. Past performance is not necessarily indicative nor a guarantee
of future performance. All investments involve risks, including possible loss of principal.

Any research and analysis contained in this material has been procured by Franklin Templeton for its own purposes and may be acted upon

in that connection and, as such, is provided to you incidentally. Data from third-party sources may have been used in the preparation of this
material and Franklin Templeton (“FT”) has not independently verified, validated or audited such data. Although information has been obtained
from sources that Franklin Templeton believes to be reliable, no guarantee can be given as to its accuracy and such information may be
incomplete or condensed and may be subject to change at any time without notice. The mention of any individual securities should neither
constitute nor be construed as a recommendation to purchase, hold or sell any securities, and the information provided regarding such individual
securities (if any) is not a sufficient basis upon which to make an investment decision. FT accepts no liability whatsoever for any loss arising from
use of this information and reliance upon the comments, opinions and analyses in the material is at the sole discretion of the user.

Products, services and information may not be available in all jurisdictions and are offered outside the US by other FT affiliates and/or their
distributors as local laws and regulation permits. Please consult your own financial professional or Franklin Templeton institutional contact for
further information on availability of products and services in your jurisdiction.

Brazil: Issued by Franklin Templeton Investimentos (Brasil) Ltda., authorized to render investment management services by CVM per Declaratory Act n. 6.534, issued on October 1,2001. Canada:
Issued by Franklin Templeton Investments Corp., 200 King Street West, Suite 1500 Toronto, ON, M5H3T4, Fax: (416) 364-1163, (800) 387-0830, www.franklintempleton.ca. Offshore Americas:

In the US, this publication is made available by Franklin Templeton, One Franklin Parkway, San Mateo, California 94403-1906. Tel: (800) 239-3894 (USA Toll-Free), (877) 389-0076 (Canada Toll-Free)
and Fax: (727) 299-8736. US: Franklin Templeton, One Franklin Parkway, San Mateo, California 94403-1906, (800) DIAL BEN/342-5236, franklintempleton.com. Investments are not FDIC insured;
may lose value; and are not bank guaranteed.

Issued in Europe by: Franklin Templeton International Services S rl. - Supervised by the Commission de Surveillance du Secteur Financier - 8A, rue Albert Borschette, L-1246 Luxembourg -

Tel: +352-46 66 67-1, Fax: +352-46 66 76. Poland: Issued by Templeton Asset Management (Poland) TFI S.A; Rondo ONZ 1; 00-124 Warsaw. Saudi Arabia: Franklin Templeton Financial Company,

Unit 209, Rubeen Plaza, Northern Ring Rd, Hittin District 13512, Riyadh, Saudi Arabia. Regulated by CMA. License no. 23265-22. Tel: +966-112542570. All investments entail risks including loss of principal
investment amount. South Africa: Issued by Franklin Templeton Investments SA (PTY) Ltd, which is an authorized Financial Services Provider. Tel: +27 (21) 8317400, Fax: +27 (21) 8317422. Switzerland:
Issued by Franklin Templeton Switzerland Ltd, Stockerstrasse 38, CH-8002 Zurich. United Arab Emirates: Issued by Franklin Templeton Investments (ME) Limited, authorized and regulated by the
Dubai Financial Services Authority. Dubai office: Franklin Templeton, The Gate, East Wing, Level 2, Dubai International Financial Centre, P.O. Box 506613, Dubai, UAE. Tel: +9714-4284100, Fax:
+0714-4284140. UK: Issued by Franklin Templeton Investment Management Limited (FTIML), registered office: Cannon Place, 78 Cannon Street, London ECAN 6HL. Tel: +44 (0)20 7073 8500. Authorized
and regulated in the United Kingdom by the Financial Conduct Authority.

Australia: Issued by Franklin Templeton Australia Limited (ABN 76 004 835 849) (Australian Financial Services License Holder No. 240827), Level 47,120 Collins Street, Melbourne, Victoria 3000.
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Please visit www.franklinresources.com to be directed to your local Franklin Templeton website.

The views and opinions expressed are not necessarily those of the broker/dealer; or any affiliates. Nothing discussed or suggested should be construed as permission to supersede or circumvent
any broker/dealer policies, procedures, rules, and guidelines.
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