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Why investors are flocking to private equity
in search of consistently higher returns
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In the first of a series of introductory articles aimed at helping our readers gain a clearer understanding
of the often-mysterious world of investing in private markets, we are analysing why investors across
the globe are now choosing to invest in private equity, in comparison to public market equivalents, in
search of consistently higher and sustainable returns.

Consistent outperformance

While the benefits of investing in private markets have often gone under the radar in comparison to
their much more publicised public market rivals, extensive research shows how private markets, and in
particular private equity, have consistently outperformed their public equivalents since the start of the
21 century.

Figure 1: How global private equity has consistently outperformed various asset classes
(2001 — 2020)!
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Figure 1: Value of USD 100 invested into five financial instruments on 1 January 2001. Private
equity: Burgiss1; Fixed income: Barclays US Aggregated Bond index; Hedge funds: HFRI FOF
index; both MSCI World and S&P500 represent total return indices. Private Equity data sourced
from Burgiss covers vintages 2002-2018, 2,209 funds, and USD 2,399 billion in market
capitalization. Private equity strategies include: Buyout, VC (Late), VC (Generalist), and
Expansion Capital. All dollar figures are USD. Indexes are unmanaged and one cannot invest
directly in an index. Past performance does not guarantee future returns.



Figure 1 illustrates how global private equity has consistently outperformed various asset classes over
the last two decades. $100 invested in private equity in 2001 would now be worth an impressive $775,
compared to just $478 if you invested in the S&P500 over the same time period. This chart not only
demonstrates the attractive returns which can materialise when investing in private equity but
highlights the asset class’ ability to outperform equivalent classes throughout different economic cycles.

With such compelling empirical research indicating the persistent outperformance of private markets,
we have highlighted a number of reasons below of why we see this data leading investors to come to
the conclusion that private equity will continue to generate leading returns for the foreseeable future.

Volatile public markets

Given the ability to easily access public markets, it’s no surprise to see investors continue to select
public market options despite the obvious drawbacks.

One of the major obstacles when investing in this space is the inherent volatility associated with public
markets. This often leads to investors becoming fully exposed to unforeseen events - we only have to
look at the last two years to see how dramatic events can instantly change the economic landscape -
and while there can be big winners when public valuations fluctuate wildly, there are undoubtedly
losers who will see their investments rapidly disappear.

Private equity, on the other hand, has indicated its ability to successfully weather, and indeed prosper,
during uncertain economic climates. Following the Global Financial Crisis of 2008, private equity
demonstrated its premium by bouncing back strongly and outperforming public markets in the
following decade.

Figure 2: How private equity has consistently outperformed its public market equivalents
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Figure 2: Global private equity fund pooled, absolute and relative performance against the
MSCI World index for 17 vintage years and 4 pooled aggregates —all in USD. MSCI world IRR
is inferred from the absolute performance and the direct alpha. Total is representative of the
since inception figures. Private Equity data sourced from Burgiss covers vintages 2002-2018,
2,209 funds, and USD 2,399 billion in market capitalization. Private equity strategies include:
Buyout, VC (Late), VC (Generalist), and Expansion Capital. Indexes are unmanaged and one
cannot invest directly in an index. Past performance does not guarantee future returns.



Indeed, Figure 2 shows how private equity has consistently outperformed its public market equivalents
since the start of the 21°" century and has maintained its advantage throughout different economic
cycles, including recession years.

The one active investment approach that outperforms
passive

Unlike public markets, experienced fund managers (GPs) are at the wheel of private market investments,
identifying the most attractive available investment opportunities using their vast experience and deep-
rooted sector expertise. In particular, private equity firms strive to create value through a number of
avenues such as hiring talented management teams or identifying appropriate M&A opportunities for
‘buy and build” growth strategies. Ultimately, the end goal is to find suitable buyers to successfully exit
the businesses in their portfolios, generating the best possible returns for their investors.

A common misconception is that public markets would generate A common misconception
similar returns if they were held for a comparable length of time. ¢ thatpublic markets
However, the ability of private markets to create real value inthe  pould generate similar
investment cycle is a key point of differentiation when comparing  returns if they were held
against public markets’ returns. When investing in private  for a comparable length of
markets, you have an experienced manager steering the  time.

investment, committed to fostering growth within each

investment and, in turn, securing the best possible returns for their investors.

In conclusion, theprivate equity Another fallacy about investing in private equity is the

industry’s consistent ability to expectation that volatility in this asset class should be
generate higher returns at the considerably higher than that of public equity due to an
same adjusted volatility levels increased exposure to leverage (debt). However, research®
supports the sustained alpha has dispelled this assumption and proved private equity
outperformance potential of this  volatility is approximately equal to that of public equity.
asset class. There could be various reasons why this is the case but

perhaps the most relevant is the fund managers’ ability to
invest in fundamentally less risky companies with a capacity to sustain higher leverage which, in turn,
drives profitability within the businesses. In conclusion, the private equity industry’s consistent ability
to generate higher returns at the same adjusted volatility levels supports the sustained alpha
outperformance potential of this asset class.

Leading firms with a winning formula

When looking specifically at private equity performance, generating successful returns is a well-
established practice with numerous pioneers continuing to deliver market-leading returns with trusted
formulas.



Figure 3: It is possible to consistently outperform in private equity (2000 — 2016)4
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Note: Consistent outperformers defined as firms with at least 80% of their funds with 2000-16
vintages in the top two quartiles. Source: Preqgin; Bain analysis

Figure 3 highlights the consistent stellar performance
of top quartile private equity firms. Data shows that
the performance of top tier managers is persistent and

Data shows that the performance
of top tier managers is persistent

and therefore it has been possible
therefore it has been possible to consistently generate ¢ consistently generate

outperformance by investing with the top managers. outperformance by investing with
This not only provides more evidence for the  the top managers.

outperformance private equity in general but also

makes clear the importance of gaining access to and investing with an experienced private equity
manager with a proven track record.

Conclusion:

In summary, this article details how private equity has historically and consistently outperformed public
markets over a considerable period of time but one valid criticism has been a limited and often
restricted access to investing into private markets.

But this is changing and Bite Investments is at the forefront of the movement. We are helping
individuals and wealth managers access private markets by removing the once-significant barriers to
market entry, thus allowing a greater number of investors to reap the unquestionable rewards of
investing in private markets.
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About Bite Asset Management

Bite Asset Management is a global asset management firm dedicated to delivering unparalleled
access to top-tier private market funds. Our mission is to empower wealth managers and
sophisticated investors in constructing diversified portfolios. Our seasoned team curates
investment opportunities to meet your objectives, seamlessly delivered via our award winning
software, Bite Stream.

®. BiteAssetManagement

Contact Us

If you would like to find out more information about Bite Asset Management and our solutions,
please visit our website www.biteassetmanagement.com or speak to your dedicated sales
manager.
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