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EXECUTIVE SUMMARY 

Most investors use technology daily and recognize its disruptive nature, yet venture capital 

remains a mystery for many investors who struggle to understand it, where it fits in investment 

portfolios or how to participate in it as an asset class.  

Traditional family investment portfolios consist of a mix of publicly traded stocks and bonds. 

Those looking for a component of high growth will typically invest in publicly traded growth and 

value stocks. This has been successful in the past. However, private capital has become much 

more central to institutional investment portfolios in recent years and companies have new 

funding options they haven’t had in the past.  

➢ More and more companies are choosing to stay private instead of raise capital through 

an IPO.  

➢ Individual investors now have less opportunity to invest in innovative, fast-growing start-

ups with potential to generate big returns.  

➢ Making private equity and venture capital more accessible to individual investors is more 

and more important as a result of these trends.  

Here are four reasons why family investors should allocate to private companies using technology 

to drive innovation and growth: 

1. Significant intergenerational wealth will be created by the innovation economy. 

2. Wealth creation in the innovation economy comes from pre-IPO companies. 

3. Venture capital is a good portfolio-enhancing diversification strategy.  

4. Family investing in the innovation economy is good for the ecosystem.  

While Alberta’s innovation ecosystem has a diverse universe of companies, roughly 70% are in 

the earlier stages of development that need access to professional seed-stage investment. This 

is a significant opportunity for seed-stage focused funds. The seed-stage comes earlier than 

almost all the locally established venture capital funds are willing to invest. The current local 

supply of capital available to meet these needs is extremely limited and difficult to access. This 

imbalance between the supply of and demand for equity capital means:  

a) Favourable investment valuations can be negotiated with the right approach, and  

b) Opportunities for significant returns persist for those that have the expertise to go find 

them.   

The inclusion of venture capital as part of a private equity portfolio can have clear benefits and 

is becoming increasingly necessary to gain exposure to strong growth investment opportunities.   
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INTRODUCTION 

Most investors use technology daily and recognize its disruptive nature, yet venture capital 

remains a mystery for many investors who struggle to understand it, where it fits in investment 

portfolios or how to participate in it as an asset class. While top-tier family offices have the 

expertise and financial wherewithal to participate in traditional venture capital funds, typical 

family investors don’t have access. The cheque sizes required are too large or their wealth 

advisors have ignored the asset class as it lowers their transaction fees.  

➢ When family investment portfolios lack allocation to private technology and innovation, 

it’s a missed opportunity for both the families and the founders in need of growth capital.  

Smart venture capital investing for families is not about investing in ‘tech’, the ‘tech sector’ or 

‘tech start-ups’. It’s about investing is the fundamentals of high-growth companies with strong 

teams, sound business models, large target markets and a plan to use technology to innovate old 

ways of doing things. Focusing on these factors allows for sound growth potential to be added to 

investment portfolios.  

Here are four reasons why family investors should allocate to private companies using technology 

to drive innovation and growth: 

1. Significant intergenerational wealth will be created by the innovation economy. 

➢ Finding a way to participate as these companies commercialize and scale can be 

financially rewarding. Contributing directly to the engine driving transformation 

of our society is also rewarding.  

2. Wealth creation in the innovation economy comes from pre-IPO companies. 

➢ Due to the emergence of the private capital markets, companies are staying 

private longer. Most of the value creation that used to occur on the public market 

now occurs privately. Getting in before an IPO is paramount today.  

3. Venture capital is a good diversification strategy.  

➢ The factors that drive returns in public markets have little or no impact on private 

equity and venture capital. The addition of venture capital to the private equity 

portfolio can enhance returns and reduce risk.  

4. Family investing in the innovation economy is good for the ecosystem. 

➢ When entrepreneurs take investment from a venture fund that provides 

transparency to who the end investors are, relationships can be cultivated that 

leverage expertise and connections to help businesses grow. Investors get 

educated on innovation. The ecosystem grows stronger to produce results for 

years to come.  
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TRADITIONAL PORTFOLIO APPROACH 

Traditional family investment portfolios consist of a mix of publicly traded stocks and bonds with 

the mix dependent on the objectives of the individuals. Those looking for a component of high 

growth will typically invest in publicly traded growth and value stocks. As a strategy to generate 

higher investment returns, this has been successful in the past because:  

a) there has been a strong supply of innovative and fast-growing companies needing to raise 

growth capital, and  

b) going public has been one of the easier and most accessible ways to do this.  

This fundraising strategy has been supported by the fact that for the past 30 years, publicly traded 

assets have historically commanded higher average valuations than privately held assets. This is 

demonstrated in the chart below comparing U.S. public vs. private company Enterprise 

Value/EBITDAi valuation multiples.  

 
Source: Neuberger Berman, S&P Leveraged Buyout Quarterly Review, S&P Capital IQ.  

Higher public market valuations have been a critical factor in motivating companies to use the 

public markets and this has been the choice of many high-growth companies looking to raise 

funds. There are several reasons for higher public market valuations, including:  

1) the fact that investors are willing to pay a premium for the higher level of liquidity and 

transparency they provide, and 

2) the universe of investors in publicly traded assets is much broader, enabling the public 

markets to attract very large amounts of capital.  

The benefits of going public have traditionally outweighed significant disadvantages, includingii: 

1) IPO’s are expensive transactions with considerable fees to investment bankers and 

lawyers, 

2) Being public adds significant costs in the form of higher compensation and many 

associated financial reporting costs, and 

3) Many leadership teams do not enjoy the scrutiny from analysts, the quarterly reporting 

requirements and the short-term performance focus that all distract from a long-term, 

strategic focus on value creation. 
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THE EMERGENCE OF PRIVATE MARKET CAPITAL 

Private capital has become much more central to institutional investment portfolios in recent 

years. According to Bain & Companyiii: 

“Over the past 20 years, private-market capital has grown at more than double the rate of 

public capital globally and, at the moment, there’s no slowdown in sight.” 

 “Since the start of the current economic cycle in 2009, investors have allocated a staggering 

$5.8 trillion globally to private equity.” 

“LPs have also been steadily increasing their overall PE allocations, a sign that they are 

confident in private capital’s long-term ability to deliver strong performance.” 

The chart below demonstrates significant and continued growth in allocations made by 

institutional investors to long-term private equity in their investment portfolios.   

 

Source: McKinsey & Company. Private Markets Come of Age. McKinsey Global Private Markets Review 2019. 

 

The abundance of private capital available in the market today gives companies new funding 

options they haven’t seen in the past. This will likely impact how companies think about financing 

growth and long-term strategy for years to come.   
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➢ As the supply of private capital looking for assets has placed upward pressure on private 

market valuation multiples, the disadvantages of the public markets have outweighed any 

benefits and the private markets have become the preferred way to raise equity.  

 “This unprecedented amount of capital chasing a limited number of assets has driven 

average buyout purchase price multiples to record highs in recent years. It has also given 

companies financing choices they’ve never had before.” 

- Bain & Companyiv 

Uber is a great example. Uber raised almost $21 billion in venture capital and saw a private 

valuation of $76 billion before completing its IPO in May 2019. Uber’s valuation at that IPO was 

$82 billion. Uber was able to access private capital at strong valuations and stay private for much 

longer than traditionally expected. They completed an IPO not to unlock value or for access to 

capital, but because it had grown to the point that the public markets became its only option to 

gain wide-scale liquidity for investors and shareholders. 

 “Given the choice, more and more companies are choosing to stay or go private. The number 

of US public companies has declined approximately 45% since its peak 20 years ago, despite a 

rise in the total number of companies. At the same time, the number of IPOs has plummeted.” 

- Bain & Companyv 

 
Source: Bain & Company and Thomson Reuters 
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What’s Driving Capital to the Private Markets? 

Private equity’s appeal is tangible, as the asset class has a history of outperforming traditional 

assets over time while providing valuable diversification.  

1) Private equity has consistently outperformed public equities.  

The chart below shows the MSCI World equity index of publicly traded companies alongside 

the internal rate of return for the Global Private Equity Index from Cambridge Associates, as 

of June 30, 2018. Past performance is not indicative of future results.  

 
Source: Investment Quarterly. Private Equity and Your Portfolio. Neuberger Berman. January 24, 2019. 

The MSCI World equity index is a broad global equity index that represents large and mid-cap equity performance across 23 

developed countries. The Global Private Equity Index is calculated based on data compiled from 2,167 private equity funds, 

including fully liquidated partnerships, formed between 1986 and 2018. Calculations are pooled horizon internal rates of return, 

net of fees, expenses, and carried interest. 

2) The addition of private equity has tended to enhance portfolio returns and reduce risk.  

The factors that drive returns in public equity markets have little or no impact on private 

equity, enhancing its diversification potential. The chart below shows blended portfolio 

returns over 25 years, ending June 30, 2018. It highlights the impact of shifting portfolio 

composition from 30% bonds, 70% stocks and 0% private equity, to 30% bonds, 50% stocks 

and 20% private equity.  

 

Source: Investment Quarterly. Private Equity and Your Portfolio. Neuberger Berman. January 24, 2019. 

Bonds, stocks and private equity are represented by the Bloomberg Barclays U.S. Aggregate Index, S&P 500, and Cambridge 

Associates LLC U.S. Private Equity Index, respectively.  
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➢ A January 2019 Blackrock surveyvi indicated 68% of their institutional clients in Canada 

and the U.S. intend to decrease their allocation to public equities to reduce public market 

risk within the equity portfolio.  

➢ Meanwhile, 47% of respondents intend to increase their exposure to private equity.  

WHERE DOES THIS LEAVE INDIVIDUAL INVESTORS? 

If the growth in the supply of private equity leads to a continued increase in private market 

valuations, there will be a continued reduction in IPO volume. Individual investors using 

traditional public market investment strategies already have less exposure to the small and 

middle-market companies that have been the bread and butter of private equity. They will 

continue to have less opportunity to invest in innovative, fast-growing start-ups with potential to 

generate big returns (such as Uber) as companies stay private longer. This cycle is demonstrated 

below. 

Source: https://pitchbook.com/blog/private-equity-vs-venture-capital-whats-the-difference 

➢ Making private equity, including venture capital, more accessible to individual 

investors is gaining more and more importance as a result of these trends.  

Generally speaking, individual investors that have a need for long-term growth in their portfolio 

can benefit from making an allocation to alternative private investments, including both private 

equity and venture capital.  

➢ BlackRock, the world’s largest asset manager with roughly $7 trillion of assets under 

management, finds that the appropriate private markets portfolio allocation can range 

from 10% to 40% of the portfolio depending on individual investor objectivesvii. 

https://pitchbook.com/blog/private-equity-vs-venture-capital-whats-the-difference
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➢ The primary challenge, according to BlackRock, is that investors and advisors are far more 

likely to hesitate putting money into these alternative investments due to a feeling of 

uncertainty around the benefits of private alternatives and a lack of clarity around how 

specific strategies work in their portfolioviii. 

A ROLE FOR VENTURE CAPITAL WITHIN THE PE PORTFOLIO 

Asset managers often seek to diversify asset classes within their private equity portfolio by adding 

uncorrelated assets with potential to enhance returns. Venture capital shows historical benefits 

to private equity portfolios in a similar manner that private equity adds value to overall portfolios.  

1) Venture capital returns have outperformed other asset classes.  

Top quartile investment returns for venture capital have historically exceeded those for other 

asset classes when compared to top quartile managers across asset classes and time horizons, 

as demonstrated in the chart below. Significant intergenerational wealth has been and will 

continue to be generated by the innovation economy.  

 

Source: The Case for Venture Capital. Invesco. Cambridge Associates Global Venture Capital, Global Private Equity, and Global 

Real Estate Benchmark Returns Report as of Dec. 31, 2015. 

2) Venture capital can further enhance portfolio returns and reduce risk. 

According to an OMERS Ventures study of U.S. venture capital and private equity returnsix, 

venture capital exhibits low to moderate correlation with private equity and large-cap public 

equity returns. This is demonstrated in the table below.  

 Correlation Coefficient 

 Private Equity Public Equity (S&P 500) 

Venture Capital 0.02 0.37 

 

As the combination of public and private market equity can enhance portfolio returns, the 

combination of private equity and venture capital assets as part of a diversified portfolio of 

private equity assets can generate risk-adjusted returns superior to what is achievable through a 

standalone portfolio of 100% private equity.  
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➢ OMERS Ventures’ analysisx concludes that an optimal portfolio of private assets 

allocated between private equity and venture capital would, based on historical 

returns, have a split of 92% private equity and 8% venture capital.  

These exact allocations will obviously depend on the investment objectives of the individual, but 

this is a good example to begin with for some context.  

 

3) Family investing in innovation is good for the ecosystem.  

When entrepreneurs are either funded directly by family offices, or by a venture fund that 

provides transparency to the end investors, companies get exposure to experienced 

entrepreneurs who have often been in their shoes. Expertise and connections get leveraged 

to help businesses and investors grow. Investors who may not have much experience with 

innovation today get exposure and become more willing investors in the future. The 

ecosystem grows stronger to produce results for years to come.   

 

CONCLUSIONS 

The inclusion of private equity in the portfolio of an individual investor has clear benefits and is 

becoming increasingly necessary in order to gain exposure to the growth opportunities and 

diversification benefits that support a long-term growth perspective. Similarly, venture capital, 

which is a sub-asset class of private equity and consists of investing in innovative and growth-

oriented companies, is uncorrelated to traditional private equity and can play a meaningful role 

in reducing portfolio volatility and increasing returns.   

➢ A sample portfolio allocation may look like the chart below. 

➢ Private equity represents 20% of the portfolio, and venture capital represents 10% of the 

private equity allocation, or 2% of the overall portfolio.  
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Metiquity Ventures  

Metiquity’s approach to creating value in our investments is grounded in sound due diligence and employs 

a focused strategy to source strong portfolio companies, make great investment decisions and create 

exceptional value for our investors and the companies we invest in.  

About Metiquity  

Metiquity Ventures is a seed-stage venture fund that seeks to unlock growth potential and create value 

for our investors, the companies we invest in and the communities where we work, so they can make a 

positive impact on the world. We strive to create value by investing in exceptional teams where our 

capital, strategic insight, relationships and support can transform companies and accelerate their growth.  
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x Ibid. 
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