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I nstitutional investors have long thought of private markets 
primarily as a means to boost returns, but challenging 
economic conditions this year have many rethinking the 

role that private market investments can play in their portfolio.

In particular, they’re increasingly relying on private markets 
to enhance the diversification of their portfolios. This shift 
reflects two trends: a rise in correlated movement among 
public debt and equities; and a growing awareness of the 
opportunity to diversify within private markets. In addition, 
regulatory changes have cleared the way for some retail 
investors to enter the space through their 401(k) plans or 
other means.

“Private markets used to be this dark and opaque space, but 
it’s emerging as a big landscape that includes real estate, infra-
structure, natural resources, private equity and private credit,” 
said Nalaka De Silva, head of private market solutions at Aber-
deen Standard Investments. Investment into “private markets 
has become a broad spectrum of activity, including growth-ori-
ented assets, such as venture capital and growth equity, and 
income-generating assets across real estate, infrastructure and 
natural resources. 

“Investors had started exploring these things over the past de-
cade, but in a COVID environment, those trends have really 
accelerated,” he said.

What’s more, this trend is emerging against the backdrop of 
a rapidly expanding venture capital arena, in which the cost 
of building and running a company has gotten much cheaper. 
With multibillion-dollar initial public offerings by tech giants 
like Alibaba, Snapchat and Facebook, it’s clear that there’s a 
massive opportunity for value creation in private hands before 
companies even reach the public markets. 

That opportunity exists at various levels, allowing for investment 
from institutional investors looking to buy into riskier startups, 
as well as those who want to hold more mature companies. 
Even before the pandemic, private companies were staying pri-
vate for longer, a trend that’s unlikely to change in the current 
environment, according to De Silva.

PRIVATE INCOME

On the private income side, there’s been an influx of high-qual-
ity infrastructure projects that previously may have been fund-
ed via government bonds. As investment bankers had begun 
to securitize the infrastructure funding, the space has blos-
somed to a much larger opportunity set, allowing for private 

investment in schools, hospitals, roads and other projects es-
sential to local economies.

“The only way to get exposure to those opportunities in the 
past was to buy municipal bonds, but the muni market is tight-
ly priced and doesn’t offer much yield,” De Silva said. “This 
is another way to get the same type of exposure to govern-
ment-backed, high-quality credit investments.”

The world of private income investments has also expanded as 
capital-constrained banks pulled back on some lending follow-
ing a spate of regulations in response to the global financial 
crisis of 2008 to 2010. That allowed entry from other capital 
providers who could offer specialty financing, working capital 
for specific situations and turnaround capital for larger organi-
zations. 

“People used to think of the private markets as just private eq-
uity, but you have this big, private capital debt market that’s 
growing now,” De Silva said.

COVID and the unprecedented global economic challenges of 
2020 have created disruptions that further private market op-
portunities for investors in areas such as real estate and supply 
chains. There’s also opportunity in the tech tools that have en-
hanced work-from-home productivity and allowed for the deliv-
ery of virtual education and healthcare, De Silva said. 

“In terms of what the pandemic means longer term, dealing with 
technology and healthcare issues, for example, we are going 
to see a lot more emphasis on remote working, which spans a 
whole range of industries,” he said. “What does that mean for 
real estate in terms of how people manage their space, what 
does it mean [for] residential property and how people live and 
work and play? I think that creates opportunities in real estate, 
opportunities in private equity through the supply chain and 
opportunities in terms of how we finance some of these trans-
actions as a result of how capital flows work. The pandemic will 
definitely provide [more] investment opportunities.”

Private markets also provide an opportunity for institutional 
investors who are focused on environmental, social and gov-
ernance factors and looking to use their capital in a more im-
pactful way. As direct owners of a private investment, investors 
have more say over environmental policies and stakeholder 
management.

“In that way, ESG becomes more embedded in the business,” 
De Silva said. “When you’re management, you can make oper-

ational changes looking at the environmental footprint, diversity, 
social aspects. You can look at the supply chain more carefully 
and be cognizant about fair living wages.”

ENSURING LIQUIDITY AND OUTCOME

According to De Silva, there’s broad and growing recognition 
among investors about how minimizing ESG factors today can 
create material issues later, which can create regulatory scruti-
ny or reputational risk. Private companies that can be as trans-
parent as possible around their approach to such issues will 
have an advantage raising capital and growing their value to 
investors.

Even as their interest in private markets grows, institutional 
investors remain acutely aware of the importance of portfolio 
liquidity and their ability to meet cash flow needs for benefit 
payments, rebalancing or other capital obligations as neces-
sary. The evolving and growing private market has eased this 
concern somewhat, since there are more players looking to 
buy, sell or trade at any given time. 

De Silva said he tends to look at private market liquidity with a 
horizon of seven to 10 years, although to provide more flexibility 
to institutional investors who want to rebalance their investment 
more quickly, Aberdeen Standard Investments offers private 
market products that include a 20% allocation to more liquid 
assets. He added that despite the recent evolution of private 
markets, many institutional investors are still underweight in the 
class, partly due to implementation issues.

“Now, when they are looking at all of the different buckets in the 
private markets, they are probably underweight private equity 
or infrastructure on either the debt or equity side,” he said. “But 
since you can’t go and price it and trade it overnight, you need 
to have people that understand the assets and the complexity 
around them. You need lawyers, accountants, financiers. That’s 
a big hurdle for people to be able to allocate to it effectively.”

More clients are getting past that hurdle, however, turning to 
providers like Aberdeen Standard, which offer “one-stop solu-
tions” to investing in private markets. De Silva said he expects 
the trend toward more private market investing to continue, as 
institutional investors continue to take an outcome-based ap-
proach to their portfolios. 

“They’ve been forced to think about how to generate their re-
turns and meet their objectives, and they’re seriously looking 
at how to deploy effectively right now,” he said. “The answer is, 
often, in the private markets.” ■
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