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Private assets still attractive 
 

The rise of inflation has been a defining moment for 2022. As 

inflation soared to levels unseen in decades and central banks 

around the world embarked on a largely synchronized bout of 

monetary tightening, the reality of higher interest rates has 

pushed both global equities and bonds into a bear market, a 

development unprecedented in recent history. 

Amid the pervasive gloom in public markets, it is not 

unreasonable to have concerns that private market assets 

eventually follow suit. Private assets are no silver bullet 

against the macro challenges investors are confronted with 

this year - they are not immune to rising interest rates and 

come with their own specific risks.  

Despite this, we continue to see reasons to include private 

assets in a long-term diversified investment strategy. Carefully 

managed exposure to these assets can generate portfolio 

benefits and higher returns than their public market 

counterparts across market environments. Notably, private 

assets are less exposed to the extreme emotional reactions 

that public markets are often subjected to. In a year of 

heightened public market asset volatility, private assets can 

be a source of relative calm and stability.  

In this report, we explore various private assets and the 

benefits that they bring to a portfolio. We also investigate how 

private assets have historically performed during periods of 

rising interest rates and inflation as well as shifting stock and 

bond correlations, similar to what we see in markets today. 

We then conclude with a guide on how to consider inclusion 

of private assets into a portfolio. 

An alternative source of return 

Private assets offer an alternative source of returns. 

Historically, (i) private equity has generally outperformed 

public equities over the long run, (ii) unlevered private real 

estate returns ranked between equity and bond returns, and 

(iii) private debt outperformed high yield bonds. These excess 

returns come from the asset class’s exposure to a 

differentiated set of strategies and manager expertise, as well 

as compensation for illiquidity and complexity risk. 

As such, we view private assets as a source of returns within 

opportunistic allocations and, hence, a complement to core  
 

foundation allocations that comprise more traditional public 

market asset classes.  

Fig. 1 Universe of private assets  

 

Source: McKinsey Global Private Markets Review 2021 
 

To be clear, some well-resourced investors with very long 

horizon and limited liquidity needs, such as endowment funds, 

tend to view investments in private assets as a core 

foundation allocation. This might be the case as some private 

assets, such as private credit, real estate and infrastructure, 

deliver a large part of their returns from stable cash flows 

which are often less correlated with, and face smaller 

drawdowns than, traditional asset classes over long periods.  

However, in investing there are no free lunches, and it should 

be noted that the potential for higher returns in private assets 

are generally accompanied with additional risk exposures: 

1. Greater complexity: The sourcing of deals to selection, 

execution as well as operational value-addition and exit 

strategies present risks and opportunities for managers. 

Investors need to exercise additional due diligence in 

understanding how managers create and capture value.  

2. Greater return dispersion: There is often a greater 

variation in performance across managers and strategies 

in private markets relative to their public market peers. 

3. Illiquidity: This is often a key feature of private assets 

and a driver for much of its excess return over public 

markets. It also means that investors are likely to face 

uncertainty in timing investment exits, necessitating the 

importance of aligning investment duration, commitment, 

and objectives. 
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Fig. 2 Private assets’ risk-return profiles relative to public market peers 

  Investment characteristics 

 Public market peers Diversification Income Capital growth 
     

     

Private equity Public equities (DM) Low Low High 

Private credit High yielding credit Medium High Low 

Private real estate REITs High Medium Medium 
     

 

Source: Standard Chartered 
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Private equity as a return enhancer 

Over the past 20 years, private equity (PE) has outperformed 

the US and global equity markets 64% and 65% of the time, 

respectively, based on 12-month rolling returns. In these last 

20 years, 10-year US government bond yields have dropped 

from 6.0% in 2000 to about 1.5% earlier this year. The low 

yielding environment helped support leveraged buyouts, 

thereby contributing to its outperformance.  

While limited in its ability to provide diversification for a 

traditional 60/40 portfolio, it makes up with its high upside 

capture potential and low downside capture relative to public 

market peers. An upside capture ratio of 213% with global 

equity means that, for every 10% gain in global equity gains, 

we were likely to see private equity deliver 21.3% over the 

same period. Thus, in periods of strong equity markets, 

substituting some global equity exposure with private equity 

to enhance returns can be considered. 

Fig. 3 Historical upside/downside capture* ratios of 

private equity with various equity regions (2001 – 2020) 

 

Source: Cambridge Associates, Bloomberg, Standard Chartered 

*Upside/downside capture refers the ratio of an asset's overall return 
to global equity market returns over periods when equities have 
risen/fallen.  

Private debt as a source of high, stable 

income 

The growth in private debt (PD) plays to the financing void 

which arose following the global financial crisis, as banks 

shifted to an intermediation role from their traditional role as 

lender due to a tighter regulatory environment. Private debt is 

typically a secured loan, but its terms are tailor-made between 

the borrower and a single or small group of lenders, thus 

rendering it illiquid. It can consist of lending to a corporate, 

real estate, infrastructure and listed or unlisted entities.  

Over the past decade, private credit has been a reliable 

source of income while proving to be more resilient than 

traditional fixed income. It offers several advantages relative 

to High Yield (HY) bonds and bank loans, in our view: higher 

yield and limited mark-to-market volatility, generally higher 

returns and some protection against pre-payment. These, 

however, come at the cost of lower liquidity and more 

intensive monitoring requirements. 

Private real estate valued for its combination 

of income and returns  

Private real estate (PRE) captures both the characteristics of 

private equity (ie. capital appreciation) and private debt (ie. 

income). Looking forward, with inflation remaining a risk, we 

believe core real estate presents an attractive option for 

investors to satisfy their income needs while boosting a 

portfolio’s resilience to higher inflation. Forward-looking data 

(Fig 4) show that private real estate is likely to be a powerful 

diversifier, offering negative to low correlation with public 

stocks and bonds. 

Fig. 4 Forward-looking* correlations of private real 

estate with various asset classes 

Expected correlations across assets 

 

Source: Bloomberg, Standard Chartered. *based on our capital 
market assumptions 

How have rising rates impacted private assets? 

2022 has so far been a particularly challenging year for 

financial assets across the board. Amid persistently high 

inflation, global central banks have continued to embark on 

policy tightening, reiterating their hawkish stance even though 

this has put economic growth in a vulnerable spot. This has 

resulted in global equities declining into bear market territory 

and the 10-year US government bond yield soaring to 4%. 

While no major asset class has been spared the beating in the 

market, history shows that private assets have tended to 

perform well relative to global equities and global bonds 

during Fed hiking cycles.  

Figure 5 below illustrates that, in periods of policy tightening, 

global equities and global bonds recorded annualized returns 

of 11% and 3.3% respectively. However, private assets like 

private equity, private capital, natural resources and real 

estate saw annualized returns of at least 17.6%. We attribute 

this to the fact that private assets are usually valued based on 

the fundamentals of the underlying companies and are less 

subject to mark-to-market volatility. Therefore, less volatility 

and lower correlation are expected in private assets because 

these investments are not traded in public markets. 
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Fig. 5 Performance of private assets, global equities 

and global bonds during Fed hiking and easing cycles 

Averaged annualized returns for data from 2000 to 2021 

 

Source: Bloomberg, Standard Chartered 

How do private assets perform under different 

inflation environments? 

One of the challenges today is that inflation remains elevated. 

This may put certain private equity strategies in the difficult 

position of having to battle tighter liquidity and higher financing 

costs. However, an analysis of private equity performance 

under different inflation regimes shows that this does not 

necessarily bear out.  

History shows that while global equities tend to decline in a 

rising inflationary environment, private equity strategies 

generally tend to still produce positive returns. Some private 

equity strategies which actively focus on infrastructure assets, 

natural resources or even real estate can provide active 

hedges against consumer inflation as commodity prices and 

leases/rents are typically linked to inflation, meaning they rise 

in line with rising consumer prices. Private assets tend to 

perform best during rising but mildly inflationary environments. 

However, their relative resilience during periods of high and 

rising inflation makes them a valuable addition to a diversified 

portfolio, in our assessment.   

Fig. 6 Performance of private assets, global equities 

and global bonds in different inflation environments 

Average annualized returns of private assets, global equities 

and global bonds in different inflation environments 

 

Source: Preqin, Bloomberg, Standard Chartered 

The shift in bond-equity correlation may 

impact private assets 

Another interesting phenomenon that we have witnessed this 

year is the positive correlation between equities and bonds, 

with both selling off in tandem. A review of the history of US 

financial markets shows us that over the past 150 years, there 

have been only four years –1931, 1941, 1969 and 2022 YTD 

– when US bonds and equities both declined simultaneously.  

We analysed how private assets have performed historically 

under such a scenario. What we observe is that when bonds 

and equity returns record a move of less than -1 standard 

deviation, global equities are the worst performers, while 

private assets such as private equity, real estate and private 

capital have outperformed in relative terms by c.8%. Only 

natural resources outperformed global bonds.  

While such occurrences are rare, we believe this history 

demonstrates the potential that private assets have to offer in 

mitigating volatility in one’s portfolio in times of stress, while 

offering a long-term source of returns.  

Fig. 7 Performance of private assets, global equities 

and global bonds during different degrees of equity and 

bond correlation  

Average quarterly returns of other private assets when global 

bonds and equities are either higher by more than 1 SD or 

lower than 1 SD 

 

Source: Bloomberg, Standard Chartered; SD = Standard Deviation 

 

 

 

 

 

 

 

 

 

  

-30%

-20%

-10%

0%

10%

20%

30%

Hiking cycle 1 qtr before

hiking cycle

Easing cycle 1 qtr before

easing cycle

Private capital Natural resources Private equity

Real estate Global equities Global bonds

-20%

-10%

0%

10%

20%

30%

Declining

inflation

<2% 2-3% 3-5%

A
v
e

ra
g

e
 

a
n

n
u

a
li

z
e

d
 r

e
tu

rn
s

Global equities Global bonds Private capital

Natural resources Private equity Real estate

-20%

-10%

0%

10%

20%

When bonds and

equity < -1 std

When bonds and

equity > 1 std

Private capital Natural resources Private equity

Real estate Global equities Global bonds



Standard Chartered Bank 

Wealth Management Chief Investment Office | October 2022 

 

 

Important disclosures can be found in the Disclosures Appendix. 5 

 

How to incorporate private assets in a traditional portfolio? 

There is no one-size-fits-all solution to incorporate private 

assets into a traditional portfolio. The choice of the private 

asset category and the corresponding asset allocation 

decisions depend on one’s investment objectives, intended 

horizon and liquidity constraints. For individual investors with 

sufficiently long horizons and limited liquidity needs, the 

following observations can be used as a guide: 

• Private assets can be treated as pockets of opportunistic 

investment in addition to one’s core allocation. 

Incrementally introducing a small allocation of private 

assets into a fully diversified liquid allocation can allow 

investors to enjoy the benefits of private assets without 

overly compromising liquidity commitment and taking 

excessive risks. 

The range of allocation to each private asset (PE, PD and 

PRE) is wide (5% for insurance plans to 35% for a 

sovereign wealth funds) according to various financial 

institutions, with allocations likely to rise over time. It is 

also worth noting, though, that these institutions tend to 

have much longer investment horizons and a larger capital 

capacity to buffer potential illiquidity risks compared with 

individual investors. 

• As a practical guide for individual investors allocating 

private assets in a traditional portfolio, we have used a 

combination of a quantitative framework (optimisation 

using historical and forward-looking capital assumptions) 

and a qualitative approach to generate suggested 

allocations of select private assets in a traditional strategic 

asset allocation across risk profiles. Results in figure 8 

show that incorporating private equity, private debt and 

private real estate in a traditional portfolio is likely to 

improve returns (50bps per year), while potentially having 

lower total volatility.  

 

 

Fig. 8 Suggested allocations of private assets in strategic asset allocations  

 Moderately Aggressive Aggressive 

 

  

Expected return* 4.5% 5.6% 

Expected volatility* 9.8% 14.5% 

Expected outperformance* 

relative to liquid SAA 
50bps 51bps 

Source: Bloomberg, Mercer, Standard Chartered; *based on our capital market assumptions 
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Disclosures 

This document is confidential and may also be privileged. If you are not the intended recipient, please destroy all copies and 

notify the sender immediately. This document is being distributed for general information only and is subject to the relevant 

disclaimers available at our Standard Chartered website under Regulatory disclosures. It is not and does not constitute research 

material, independent research, an offer, recommendation or solicitation to enter into any transaction or adopt any hedging, 

trading or investment strategy, in relation to any securities or other financial instruments. This document is for general evaluation 

only. It does not take into account the specific investment objectives, financial situation or particular needs of any particular 

person or class of persons and it has not been prepared for any particular person or class of persons. You should not rely on 

any contents of this document in making any investment decisions. Before making any investment, you should carefully read the 

relevant offering documents and seek independent legal, tax and regulatory advice. In particular, we recommend you to seek 

advice regarding the suitability of the investment product, taking into account your specific investment objectives, financial 

situation or particular needs, before you make a commitment to purchase the investment product. Opinions, projections and 

estimates are solely those of SCB at the date of this document and subject to change without notice. Past performance is not 

indicative of future results and no representation or warranty is made regarding future performance. Any forecast contained 

herein as to likely future movements in rates or prices or likely future events or occurrences constitutes an opinion only and is 

not indicative of actual future movements in rates or prices or actual future events or occurrences (as the case may be). This 

document must not be forwarded or otherwise made available to any other person without the express written consent of the 

Standard Chartered Group (as defined below). Standard Chartered Bank is incorporated in England with limited liability by Royal 

Charter 1853 Reference Number ZC18. The Principal Office of the Company is situated in England at 1 Basinghall Avenue, 

London, EC2V 5DD. Standard Chartered Bank is authorised by the Prudential Regulation Authority and regulated by the 

Financial Conduct Authority and Prudential Regulation Authority. Standard Chartered PLC, the ultimate parent company of 

Standard Chartered Bank, together with its subsidiaries and affiliates (including each branch or representative office), form the 

Standard Chartered Group. Standard Chartered Private Bank is the private banking division of Standard Chartered. Private 

banking activities may be carried out internationally by different legal entities and affiliates within the Standard Chartered Group 

(each an “SC Group Entity”) according to local regulatory requirements. Not all products and services are provided by all 

branches, subsidiaries and affiliates within the Standard Chartered Group. Some of the SC Group Entities only act as 

representatives of Standard Chartered Private Bank and may not be able to offer products and services or offer advice to clients. 

ESG data has been provided by Morningstar and Sustainalytics. Refer to the Morningstar website under Sustainable Investing 

and the Sustainalytics website under ESG Risk Ratings for more information. The information is as at the date of publication 

based on data provided and may be subject to change. 

Copyright © 2022, Accounting Research & Analytics, LLC d/b/a CFRA (and its affiliates, as applicable). Reproduction of content 

provided by CFRA in any form is prohibited except with the prior written permission of CFRA. CFRA content is not investment 

advice and a reference to or observation concerning a security or investment provided in the CFRA SERVICES is not a 

recommendation to buy, sell or hold such investment or security or make any other investment decisions. The CFRA content 

contains opinions of CFRA based upon publicly-available information that CFRA believes to be reliable and the opinions are 

subject to change without notice. This analysis has not been submitted to, nor received approval from, the United States 

Securities and Exchange Commission or any other regulatory body. While CFRA exercised due care in compiling this analysis, 

CFRA, ITS THIRD-PARTY SUPPLIERS, AND ALL RELATED ENTITIES SPECIFICALLY DISCLAIM ALL WARRANTIES, 

EXPRESS OR IMPLIED, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS 

FOR A PARTICULAR PURPOSE OR USE, to the full extent permitted by law, regarding the accuracy, completeness, or 

usefulness of this information and assumes no liability with respect to the consequences of relying on this information for 

investment or other purposes. No content provided by CFRA (including ratings, credit-related analyses and data, valuations, 

model, software or other application or output therefrom) or any part thereof may be modified, reverse engineered, reproduced 

or distributed in any form by any means, or stored in a database or retrieval system, without the prior written permission of CFRA, 

and such content shall not be used for any unlawful or unauthorized purposes. CFRA and any third-party providers, as well as 

their directors, officers, shareholders, employees or agents do not guarantee the accuracy, completeness, timeliness or 

availability of such content. In no event shall CFRA, its affiliates, or their third-party suppliers be liable for any direct, indirect, 

special, or consequential damages, costs, expenses, legal fees, or losses (including lost income or lost profit and opportunity 

costs) in connection with a subscriber’s, subscriber’s customer’s, or other’s use of CFRA’s content. 
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Market Abuse Regulation (MAR) Disclaimer 

Banking activities may be carried out internationally by different branches, subsidiaries and affiliates within the Standard 

Chartered Group according to local regulatory requirements. Opinions may contain outright “buy”, “sell”, “hold” or other opinions. 

The time horizon of this opinion is dependent on prevailing market conditions and there is no planned frequency for updates to 

the opinion. This opinion is not independent of Standard Chartered Group’s trading strategies or positions. Standard Chartered 

Group and/or its affiliates or its respective officers, directors, employee benefit programmes or employees, including persons 

involved in the preparation or issuance of this document may at any time, to the extent permitted by applicable law and/or 

regulation, be long or short any securities or financial instruments referred to in this document or have material interest in any 

such securities or related investments. Therefore, it is possible, and you should assume, that Standard Chartered Group has a 

material interest in one or more of the financial instruments mentioned herein. Please refer to our Standard Chartered website 

under Regulatory disclosures for more detailed disclosures, including past opinions/ recommendations in the last 12 months and 

conflict of interests, as well as disclaimers. A covering strategist may have a financial interest in the debt or equity securities of 

this company/issuer. This document must not be forwarded or otherwise made available to any other person without the express 

written consent of Standard Chartered Group. 

Country/Market Specific Disclosures 

Botswana: This document is being distributed in Botswana by, and is attributable to, Standard Chartered Bank Botswana Limited 

which is a financial institution licensed under the Section 6 of the Banking Act CAP 46.04 and is listed in the Botswana Stock 

Exchange. Brunei Darussalam: This document is being distributed in Brunei Darussalam by, and is attributable to, Standard 

Chartered Bank (Brunei Branch) | Registration Number RFC/61 and Standard Chartered Securities (B) Sdn Bhd | Registration 

Number RC20001003. Standard Chartered Bank is incorporated in England with limited liability by Royal Charter 1853 Reference 

Number ZC18 and Standard Chartered Securities (B) Sdn Bhd, which is a limited liability company registered with the Registry 

of Companies with Registration Number RC20001003 and licensed by Brunei Darussalam Central Bank as a Capital Markets 

Service License Holder with License Number AMBD/R/CMU/S3-CL and authorised to conduct Islamic investment business 

through an Islamic window. China Mainland: This document is being distributed in China by, and is attributable to, Standard 

Chartered Bank (China) Limited which is mainly regulated by China Banking and Insurance Regulatory Commission (CBIRC), 

State Administration of Foreign Exchange (SAFE), and People’s Bank of China (PBOC). Hong Kong: In Hong Kong, this 

document, except for any portion advising on or facilitating any decision on futures contracts trading, is distributed by Standard 

Chartered Bank (Hong Kong) Limited (“SCBHK”), a subsidiary of Standard Chartered PLC. SCBHK has its registered address 

at 32/F, Standard Chartered Bank Building, 4-4A Des Voeux Road Central, Hong Kong and is regulated by the Hong Kong 

Monetary Authority and registered with the Securities and Futures Commission (“SFC”) to carry on Type 1 (dealing in securities), 

Type 4 (advising on securities), Type 6 (advising on corporate finance) and Type 9 (asset management) regulated activity under 

the Securities and Futures Ordinance (Cap. 571) (“SFO”) (CE No. AJI614). The contents of this document have not been 

reviewed by any regulatory authority in Hong Kong and you are advised to exercise caution in relation to any offer set out herein. 

If you are in doubt about any of the contents of this document, you should obtain independent professional advice. Any product 

named herein may not be offered or sold in Hong Kong by means of any document at any time other than to “professional 

investors” as defined in the SFO and any rules made under that ordinance. In addition, this document may not be issued or 

possessed for the purposes of issue, whether in Hong Kong or elsewhere, and any interests may not be disposed of, to any 

person unless such person is outside Hong Kong or is a “professional investor” as defined in the SFO and any rules made under 

that ordinance, or as otherwise may be permitted by that ordinance. In Hong Kong, Standard Chartered Private Bank is the 

private banking division of Standard Chartered Bank (Hong Kong) Limited, a subsidiary of Standard Chartered PLC. Ghana: 

Standard Chartered Bank Ghana Limited accepts no liability and will not be liable for any loss or damage arising directly or 

indirectly (including special, incidental or consequential loss or damage) from your use of these documents. Past performance 

is not indicative of future results and no representation or warranty is made regarding future performance. You should seek 

advice from a financial adviser on the suitability of an investment for you, taking into account these factors before making a 

commitment to invest in an investment. To unsubscribe from receiving further updates, please send an email to feedback . ghana 

@ sc . com. Please do not reply to this email. Call our Priority Banking on 0302610750 for any questions or service queries. You 

are advised not to send any confidential and/or important information to the Bank via e-mail, as the Bank makes no 

representations or warranties as to the security or accuracy of any information transmitted via e-mail. The Bank shall not be 

responsible for any loss or damage suffered by you arising from your decision to use e-mail to communicate with the Bank.  
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Investment Products and Services are distributed by Standard Chartered Investment Services Limited, a wholly owned 
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