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Vote of conﬁdence
Private equity’s continuing appeal for
family offices and foundations
Commentary from Montana Capital Partners

Montana Capital Partners (mcp) and Private Equity International (PEI) are proud to present the results
of the ﬁfth Annual Family Office and Foundation Private Equity Survey.
Family offices and foundations are a widely unreported segment of the investor community. This is due
to their relative opacity compared to larger, more institutional investors. Nevertheless, they are playing
an increasingly active role in private equity. It is now a stable investor group and a major provider of new
capital to private equity funds. The often entrepreneurial DNA of family offices and foundations means
they have a natural affinity to the asset class.
This survey provides an overview of the strategies and opinions of this active and sophisticated investor
group. In contrast to more institutional investors, family offices are often more ﬂexible and return-driven.
Their investment behaviour is also less affected by regulations and market trends.
Through mcp’s long-standing work with family offices and foundations, mcp’s and PEI’s combined extensive network and experience in research, we were able to speak with a signiﬁcant number of investors
to garner their views on the private equity market.
Headline results from this year’s survey are:
• Family offices and foundations have the most positive view of private equity since this survey started
back in 2013: 92 percent of respondents have kept their allocation to the asset class constant or have
increased it over the past year. Over the coming 12-month period, 57 percent intend to keep their
allocations constant and 38 percent plan to increase it from current levels.
• Private equity continues to play a large role in the portfolios of family offices and foundations: 30
percent of respondents allocate more than 20 percent to the asset class, and 85 percent allocate
more than 10 percent (up from 61 percent in last year’s survey).
• Mid-market buyouts is the most favoured strategy. While it has always been popular, the share of
respondents selecting it as their top choice has increased from 58 percent in 2016 to 70 percent in
this year’s survey. Real estate and infrastructure have suffered a decline in popularity this year, but
secondaries is more sought after than ever with 48 percent of respondents selecting it; the highest
proportion since this survey began.
• Large fund portfolio acquisitions are again the most unpopular secondaries strategy. For the ﬁrst
time, secondary directs has surpassed small secondaries as the preferred secondaries strategy. It will
be interesting to see whether this trend continues in the coming years.
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Vote of confidence

• Amid a continued abundance of cheap capital and the prospect of increasing interest rates, a record
number of respondents indicate that GPs buying into companies at too high valuations is their
top concern.
• A small proportion of respondents – 28 percent compared to 51 percent in 2016 – are expecting a
major correction in public markets within the next 12 months. This growing optimism somewhat
contradicts respondents’ concerns about high valuations.
Family offices and foundations continue to be among the most active investor groups in private equity
and among the ﬁrst investors in newer, though now established, strategies such as direct/co-investments,
small/complex secondaries and smaller buyouts.
mcp has an investor base of well-known and reputable global family offices and foundations, as well as
institutional investors like pensions funds and insurance companies. We provide attractive investment
funds for these investors and create innovative solutions that allow them to actively manage their private
equity portfolios by selling fund interests, direct company participations or funds of funds.
mcp focuses on deals sourced in direct contact with sellers in order to create customised solutions that
beneﬁt both investors and sellers. Such solutions include structures like deferred payments, earn-outs, preferred equity, and securitisation-elements, or the creation of new funds through, for example, the acquisition of direct investments and the spin-out of teams. mcp often works directly with GPs to provide
liquidity solutions for investors.
We hope that the 2017 Family Office and Foundation Private Equity Report offers you plenty of valuable
insights. Should you have any questions or comments, please do not hesitate to let us know.
Kind regards,
Christian Diller and Marco Wulff
Montana Capital Partners

4

Accessing the asset class
In a time of geopolitical uncertainty and continued low interest rates, family offices and foundations remain
a key proponent of the private equity market. Our latest annual research study explores the allocations,
appetites and concerns of this relatively tight-knit community, and reveals that the majority plan to either
increase or maintain their exposure to the asset class over the next 12 months.
Institutions that allocate more than 10 percent of their portfolio to private equity account for 80 percent
of survey respondents this year (see Figure 1), compared to 63 percent in 2016.
We asked respondents how this allocation had changed over the past 12 months. Figure 2 shows that
almost half have increased their exposure. The biggest change since last year’s study is the increase in the
number of institutions maintaining their exposure – to 44 percent from 37 percent.
Similarly, 57 percent of respondents (compared to 51 percent in 2016) are planning to maintain their
allocation to private equity in the coming 12 months (see Figure 3). This is the largest proportion of respondents that have no plans to change their allocation since our 2014 survey report.

Figure 1
What is
your current
allocation to
private equity?

1–5%

6–10%

11–15%

16–20%

More than 20%

5%

15%

25%

25%

30%
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We introduced an allocation
for the first time (2%)

It increased (46%)
It stayed the same (44%)

Figure 3
How do you
expect your
allocation
to private
equity to
change in
the coming
12 months?

It will decrease (5%)

It will increase (38%)
It will stay the same (57%)
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Accessing the asset class

While some family offices and foundations are exercising caution, a signiﬁcant proportion are planning
to place more capital in private equity. Thirty-eight percent of respondents are conﬁdent that a growing
market and anticipated stable returns justify increased exposure to the industry.
These results make sense in light of current market trends. According to PEI data, 2017 looks set to be
the largest fundraising year since the ﬁnancial crisis.
Figure 4 gives an insight into the number of managers that respondents invest with. Forty-four percent
are of the opinion that the number of managers has been at the right level for some time, 18 percent are
planning to increase the number of managers they invest with over the next 12 months, and 18 percent
are planning to decrease the number.
Overall, 63 percent believe that the number of managers they invest with is now at an optimal level.

Figure 4
Has the number
of managers
you invest
with increased,
decreased, or
stayed the same?

Has increased in the past
12 months and is now
optimal (18%)

Has been at the right level
for some time (44%)
Has shrunk in the past
12 months and will
continue to do so (18%)
Has increased in the past 12
months and will continue to do so (18%)
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Has shrunk in the past 12 months
and is now optimal (2%)

Investment preferences
In this section, we look at the strategic and geographic preferences of family offices and foundations, and
analyse whether these preferences have changed over time.
The long-term strategic preferences of respondents is revealed in Figure 5: 70 percent preferring midmarket buyout investment strategies. Although this ﬁgure has risen from 58 percent in 2016, the strategy
has remained popular among family offices and foundations since we began our analysis of this investor group.
A marked change in the results this year is the falling popularity of real estate and infrastructure. In
2016, real estate was the preferred strategy for 62 percent of respondents, compared to 46 percent this
year. Infrastructure has dropped from 20 percent to 9 percent.
Secondaries is now preferred by 48 percent of those surveyed, which is the largest-ever proportion to
choose this category.

Figure 5
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Real estate and infrastructure have also fallen down the ranks of strategies that would be over-weighted
next year (see Figure 6), while secondaries has been chosen as a ﬁrst and second choice by 24 percent of
respondents compared to 16 percent last year.

Figure 6
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Investment preferences

Distressed/turnaround ranks highly among strategies that would be over-weighted for the next year,
despite being ranked third lowest for long-term strategic preferences (see Figure 5). The proportion of
family offices and foundations planning to take advantage of the cheap price of distressed assets in the nearterm has risen from a 21 percent response in 2016 to 30 percent in 2017.
North America has risen above Western Europe as a preferred region for 82 percent of those surveyed
(see Figure 7).
At the same time, around three-quarters of respondents plan to over-weight Western Europe in their
strategy for next year compared to the 58 percent that would over-weight North America (see Figure 8).
This is a signiﬁcant increase in preference for Europe, which was selected by only 57 percent of respondents
in the 2016 survey.

Figure 7
What are your
geographic
preferences?
(select all that apply)

North America

82%

Western Europe

75%

Asia-Pacific

58%

Central & Eastern Europe

21%

Latin America

14%

Middle East & Africa

9%
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Figure 8
Which two
geographic
regions would
you currently
overweight in
your strategy
for the
next year?
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Secondaries
Originally seen as an important tool for portfolio diversification, secondaries are today a standard component of the private equity market. Around three-quarters of the family offices and foundations surveyed are involved in the secondaries market in some way, and more than half invest into secondaries
funds (see Figure 9). In our previous two research studies, just half of the respondents were involved
in this market.
For 22 percent of respondents, secondaries constitute more than 10 percent of their private equity
portfolios (see Figure 10).

Figure 9
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secondaries funds
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Figure 10
What proportion
of your private
equity allocation
is dedicated
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In Figure 11, we see that attractive prices in the current market environment – the most likely reason
for undertaking active portfolio management – has gained in importance as a reason for selling. Long-term
strategic reasons and the performance of underlying managers rank equal second.
The importance of liquidity has decreased: selected by 12 percent of respondents this year compared
to 17 percent in 2016.
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Secondaries

Figure 11
What would be
your most likely
reason for
conducting
active portfolio
management via
secondaries?

Need for liquidity (12%)
Because prices are so
attractive in current market
environment (29%)

Strategy of fund (13%)

Performance of manager (23%)
Long-term strategic reason (23%)

The question of whether secondaries will continue to grow in number over the next 12 months has
maintained a relatively consistent response since our research study began. The overwhelming response
again this year is that respondents expect the market to expand further (see Figure 12).

Figure 12
In terms of
deal volume,
secondaries are
at a historical
peak. Will this
trend continue
or reverse in the
next 12 months?

Reverse (27%)

Continue (73%)

Secondary directs are the preferred strategy for the ﬁrst time since we began surveying family offices
and foundations: 40 percent of respondents intend to prioritise this strategy over the next 12 months (see
Figure 13).
While GP-led transactions and small secondaries continue to rank highly among respondents, large fund
portfolio acquisitions are again the most unpopular secondaries strategy.

Figure 13
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Secondaries

We wanted to know how attractive certain secondaries strategies are in the current market. Almost
two-thirds of respondents (63 percent) believe that plain vanilla secondaries deals are very difficult due to
high pricing, while only 17 percent disagree that non-traditional and more complex secondaries remain
attractive in the current market environment (see Figure 14).

Figure 14

Plain vanilla secondaries deals are
very difficult right now due to high pricing 6%
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with the following
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17%

17%
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Market trends
According to PEI data, between Q1 and Q3 2017, $386.1 billion was raised from the ﬁnal close of 524
private equity funds. With this amount already comprising 87 percent of the total capital raised in the previous year, 2017 looks set to be the largest fundraising year since the ﬁnancial crisis.
As the private equity industry continues to thrive, we asked family offices and foundations for their
views on the market, to understand how current trends are affecting their portfolios.
The proportion of respondents that believe private equity is now a mature industry has risen from 55
percent in 2016 to 64 percent this year (see Figure 15).

Figure 15
Do you consider
private equity
to be a mature
industry?

No, it is still in its adolescence;
private markets are huge,
and further expansion
is inevitable (36%)

Yes, it is a mature industry (64%)

Figure 16 presents the biggest areas of concern for family offices and foundations over the next 12 to
24 months. Almost three-quarters of respondents cite GPs buying into new companies at too high EBITDA
multiples as their main concern. Despite this answer ranking as the highest concern overall in 2016, the
proportion of respondents choosing this as their ﬁrst concern in our previous study was just 35 percent.
Further developments include a sharp decline in the proportion of respondents concerned about Brexit,
from 20 percent overall to 2 percent.

Figure 16
What are your
two biggest
concerns over
the next 12 to 24
months, based
on current
market activity?

73%

GPs buying into new companies
at too high EBITDA multiples

10%
2%

An economic slowdown leading
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Impact from political changes in
the US (eg. protectionism,
political uncertainty)

15%
17%
6%
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4%
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Over the last 12 months, portfolio allocations to co-investments and direct investments have increased
by 41 percent and 39 percent respectively (see Figure 17). At the same time, 37 percent of respondents
decreased their exposure to funds of funds. Notably, the segment with the greatest level of stability is secondaries funds.
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Figure 17
Have you
changed
your portfolio
allocation to any
of the following
investment
approaches
over the last
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Figure 18 shows that 58 percent of respondents are actively investigating strategies that will allow them
to beneﬁt from changes in the market cycle. For these respondents, both regular private equity funds with
distressed capabilities and distressed funds are the most popular strategies. This suggests that many investors
believe there is an end to the current market cycle is on the horizon.

Figure 18
Are you actively
investigating
any of the
following
strategies in
order to benefit
from a change
in the market
cycle?
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We asked investor groups what their return expectations are for private equity. Answers vary for primary funds, secondaries funds and direct/co-investments (see Figure 19). For primary funds, around half
of all respondents expect returns of 15 percent or more. For secondaries funds, only slightly more than a
third of respondents expect similar results. A higher proportion of respondents expect returns 20 percent
or more. In contrast, direct and co-investments are expected to generate the highest returns, with more
than half of respondents expecting returns of 20 percent or more.
The wider dispersion of expected returns for secondaries funds compared to primary funds (that is, a
higher proportion of respondents who expect 20 percent or higher returns, but also a higher proportion
who expect less than 10 percent) can be explained by looking at the data shown in Figures 13 and 14. Accordingly, the relatively lower expected outcomes for secondaries funds can be attributed to large portfolio
acquisitions or plain-vanilla secondaries with leverage that often occurs at the larger end of the market,
exhibiting a lower return potential but also lower risk. In contrast, non-traditional and more complex secondaries, and those involving secondary directs and small secondaries, for example, appear to be associated
with an outsized return potential of 20 percent or higher.
Around two-thirds of respondents that have invested directly in the past say they have not been
burnt by doing so (see Figure 20). Forty-six percent indicate that returns were as expected, about onethird say returns were higher than expected, and about one-fifth achieved significantly lower than expected returns.
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Figure 19
What is
your current
expectation for
private equity
returns (net to
investors) when
you invest in
primary funds,
secondaries
and directs/
co-investments?
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Political change
There have been some big political changes in the US and Europe, most notably Donald Trump’s election
to the US Presidency and the UK’s decision to leave the European Union. In this section, we ask how
family offices and foundations expect their private equity portfolios to be affected and what measures they
are considering in response to the changing political and economic landscape in the West.
Questions remain as to the path that Brexit will take and how this will affect both the UK and Europe,
so we asked respondents how they expect Brexit to impact their portfolio performance in both the short
and long term (see Figure 21).
No respondents believe that Brexit will have a positive impact on private equity portfolio performance
in the short-term compared to 12 percent in 2016. However, more than half are of the opinion that Brexit
will have no impact in the short term and two-thirds believe it will have no impact in the long term.
According to an Asia-based family office advisor:
“I don’t think Brexit will have a major impact unless you are a private equity
firm that invests into specific businesses in the UK.”
One family office based in the UK notes:
“We have definitely seen a faction of our clients, particularly those that are
not based in continental Europe, that see the fall in sterling as being a buying option.”

Figure 21
What impact
do you expect
Brexit to have on
your portfolio
performance?
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Short-term

A temporary hold on investments with exposure to Brexit continues to be the top response considered
by more than half of those surveyed (see Figure 22). Fewer respondents are planning to increase their exposure to the UK – 23 percent in 2017 compared to 38 percent in 2016.

Figure 22
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are you
considering
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to Brexit?
(select all that apply)
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Political change

The LP community is also concerned about changes to protectionist policies, particularly in the US.
Two-thirds of family office and foundation respondents expect this to have an impact on their portfolio
planning for private equity (see Figure 23).

Figure 23
What impact will
protectionist
policies
(especially in the
US) have on
your portfolio
planning for
private equity?

16

A significant impact – we may
change some of the GPs that we
invest with or some of the
industry sectors that we
invest in (13%)

No impact (33%)

A small or moderate
impact (54%)

Change in central bank
policy: cheap capital
coming to an end?
As investors begin to prepare for the end of the current market cycle, changes in central bank policy are
an increasing concern among the family office and foundation investor community.
Central banks in the EU and the US raising interest rates are now the top two concerns for respondents
(see Figure 24). Concerns among survey respondents about the US raising interest rates has increased
from 46 percent in 2016 to 69 percent this year.
Despite this, more than half of respondents are also concerned about interest rates in the US and the EU
continuing to stay low. This suggests that a change in either direction will bring challenges for investors.
When asked about his concerns over central banks in the EU raising interest rates, Benedict Rodenstock
of Astutia explains:
“I am currently seeing quite a lot of money in the market and a few years ago
there was little capital. I wonder whether this will still be the case if interest
rates go up, and whether investors will look for other opportunities again.”
A partner at a UK-based multi-family office is:
“not hugely concerned in the short-term, but more medium- and long-term
potentially.”
He says:
“within private equity we are de-emphasising managers with strategies that
have a reliance on leverage. Anyone that is highly leveraged we are tending
to shy away from.”

Figure 24
When thinking
about the
impact of the
interest rate
environment on
portfolio returns,
what are you
most concerned
about?

Central banks in the EU
raising interest rates
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Central banks in the US 10%
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Change in central bank policy: cheap capital coming to an end?

We asked respondents when they expect the next major correction will take place, for both stock markets and private equity.
Figure 25 shows that only 28 percent believe that there will be a major correction in the public markets
within the next 12 months. This is a signiﬁcant decrease from the 2016 survey when 51 percent thought
the next major stock market correction would take place within 12 months a year ago – a scenario that
failed to materialise.
The majority of respondents believe that the next major correction will take place in 12 to 24 months
for both markets. For private equity, this result matches up to the 63 percent who held this opinion
in 2016.

Figure 25
When will the
next major
correction
take place?
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We also asked family offices and foundations how they have approached investing in the current environment. More than half have maintained a stable commitment to high quality GPs (see Figure 26). This
is an increase from 2016 when 44 percent of respondents answered in this way. It also supports the results
shown in Figure 3.
The proportion of respondents that have reduced new investment activity has also fallen from 20 percent
in 2016 to 10 percent this year.

Figure 26
What has been
your investment
approach in the
current market
environment?
(select all that apply)

Maintained a stable commitment pace to
high-quality GPs, as we don’t try to time
the market

59%

Increased our allocation to private equity
and real assets, given low yields in other
asset classes

51%

Made, or considered, secondaries sales of
select LP stakes and/or other asset sales
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Reduced new investment activity in private
equity over the past 12 months (both direct
and in funds), given high asset pricing
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Participants
In this section, we provide background information about the investors surveyed for this research study
in September 2017, including: institution type, location, age of institution and assets under management
(AUM) range.
More than half of this year’s respondents were single family offices (see Figure 27), which is a similar
proportion to previous years. The 2 percent that did not fall into these categories include a family with a
corporate pool of capital.
This year’s research study received the largest response from European family offices and foundations.
North America, Asia-Paciﬁc and MEA are also represented (see Figure 28).

Figure 27
What is your
institution type?
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Participants

More than half of this year’s respondents are established investors that have been operating for more
than 20 years (see Figures 29 and 30). This is an increase on the 34 percent in the 2016 report. The share
of respondents with assets under management in excess of $6 billion has also increased from 7 percent to
17 percent.

Figure 29
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About
PEI Research & Analytics
PEI’s Research & Analytics team monitors the activities and opinions of over 12,000 alternative asset investors and fund managers worldwide. We proﬁle institutions in each of our online products – Private
Equity International, PERE, Infrastructure Investor, and Private Debt Investor.
In addition, our team tracks every market development and delivers research papers that stimulate engagement and debate. We use our expertise, scale, reputation and contacts to deliver informative and engaging research in collaboration with our clients. We work with general partners, limited partners, service
providers and associations to help build proﬁles within their chosen markets.
We have customers in over 100 countries who are serviced by over 150 personnel from three regional
offices in London, Hong Kong, and New York.

Methodology
PEI’s Research & Analytics team obtained the thoughts and opinions of select groups of family office and
foundation investors in September 2017 by email survey. A smaller group of investors were then interviewed by telephone to give colour to the results we gathered.
For more information please contact:
Dan Gunner
Research Director
Tel: +44 20 7566 5423
dan.g@peimedia.com
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About
Montana Capital Partners
Montana Capital Partners (mcp) is a Swiss-based asset manager focused on attractive niches of the private
equity secondary market globally. The ﬁrm has raised three funds so far, each closed at the hard cap, and
currently has more than EUR 600 million in assets under management. The team provides liquidity solutions from straight sales to more innovative structures such as non-traditional secondaries (co-investments
and fund-of-funds) and structured transactions. In addition to its secondary activities, mcp offers high quality advisory services for investments and risk management.
mcp’s latest fund, which had a ﬁrst and ﬁnal closing at EUR 400 million in 2015, focuses on attractive
niches of the secondary market such as smaller and more complex transactions, which are usually sourced
directly from the seller. The established investment strategy has proven to be successful over the past three
funds and provides strong beneﬁts to investors.
mcp’s close relationship with sellers allows for customized solutions that take into account the speciﬁc
requirements of sellers, towards creating mutually beneﬁcial outcomes. To support investors in reshaping
their portfolios, mcp’s solutions help address regulatory and strategic considerations, reduce speciﬁc risk
factors, and optimize the cash ﬂow proﬁle of underlying portfolios. Transaction types include single fund
positions, small portfolios, fund-of-funds, co-investments, fund liquidity solutions, and more complex
structured transactions.
In addition, mcp provides innovative solutions in primary investments and risk management advisory.
Through our investment management services, we assist investors in ﬁnding attractive primary investment
opportunities and support them in implementing high-quality risk management systems.
For more information please contact:
Montana Capital Partners AG
Tel: +41 41 511 79 50
www.mcp.eu

22

NEW YORK
16 West 46th Street, 4th Floor
New York NY 10036-4503
+1 212 633 1919
Fax: +1 212 633 2904
LONDON
140 London Wall
London EC2Y 5DN
+44 20 7566 5444
Fax: +44 20 7566 5455
HONG KONG
19F, On Hing Building
1 On Hing Terrace
Central, Hong Kong
+852 2153 3240
Fax: +852 2110 0372

