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Direct investments are often the first point of entry into private investments (PI) 
for wealthy families. In building out their direct portfolios, many families invest 
exclusively in a particular region, industry, or business sector. Similarly, entrepre-
neurial families with highly cash-generative operating businesses—or those who 
have recently sold a business—may have portfolios that are narrower in scope. But 
for investors whose goal is to maximize long-term returns, direct investments should 
always be considered relative to other growth opportunities available in the market. 
Enterprising families seeking more comprehensive private allocations can consider 
building a PI fund program to serve as a pathway to a multitude of new opportunities. 
Understanding the potential advantages and challenges of PI fund programs can help 
family investors consider whether an expansion of their private allocations is right for them.

The Advantages of Private Fund Investments

Benchmarked return Potential
Private markets can add considerable value to family portfolios. Yet, when it comes to 
evaluating the performance potential of direct versus fund investments, the landscape 
differs significantly. The figure shows how private investment funds—as measured 
by Cambridge Associates (CA) benchmarks—have outperformed their public market 
equivalents over the past 20 years. It is worth noting that these benchmark returns 
are net of all fees, demonstrating the strong return potential of PI funds despite higher 
associated costs.

Although CA uses proprietary asset class benchmarks for private investments, stan-
dardized public benchmarks for direct investments do not exist. The bespoke nature 
and complexity of directs often requires investors and their investment managers to 
instead rely more heavily on their own qualitative assessments and judgments related 
to the intrinsic value of the asset.

Greater GeoGraPhic reach
Families who focus only on a local market or region may miss a large part of the 
investment universe. Investors relying solely on a domestic portfolio risk becoming 
too concentrated while also forgoing opportunities to invest in leading companies 
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domiciled in foreign markets.1 The broader the investment options, the higher the bar 
is raised. What’s more, investment talent is everywhere. We believe PI fund managers 
that specialize in specific markets, rather than having a global focus, are often better 
positioned to outperform. For example, a family with an operating business in Europe 
may seek to further globalize their investment exposure by seeking US-focused fund 
opportunities. Often, a fund-specific strategy is designed to complement a direct port-
folio, augmenting the “in-house” resources of the family office.2

exPanded Sector allocationS
Similarly, it can be difficult to source direct investment opportunities outside of the 
specific sector where a family has built their wealth and networks. And if deals are 
sourced, it can be challenging to develop the know-how required to be an effective 
investment partner. Expertise in one sector may not translate to expertise in another. 
For example, it would be difficult for a family with a background in software to 
leverage their knowledge and capabilities in an industrial strategy requiring large 
capital investment and manufacturing knowledge—or vice versa. Yet, both sectors 
should be considered as part of a family’s diverse investment opportunity set. PI fund 
investments can serve as a conduit to expand a family’s investable universe beyond 
sectors familiar to them. Relationships with general partners (GPs) can also provide 
access to professionals and CEOs outside of the family’s typical investment network, 
which can have a strategic benefit to other businesses in the portfolio.

1   Please see Sean Duffin, “Benefits of Global Diversification,” Cambridge Associates LLC, April 2020. 

2   “Case Study: How a fund portfolio fueled investment opportunities for a family’s total portfolio,” Cambridge Associates LLC, May 2021. 

As of December 31, 2023  Percent (%)

Sources: Bloomberg Index Services Limited, Cambridge Associates LLC, FTSE International Limited, MSCI Inc., Standard & Poor’s, and 
Thomson Reuters Datastream. MSCI data provided “as is” without any express or implied warranties.
Notes: All financial investments involve risk. Depending on the type of investment, losses can be unlimited. Past performance is not 
indicative of future returns.

ACROSS A RANGE OF STRATEGIES, PRIVATE INVESTMENTS HAVE LED PUBLIC 
INVESTMENTS IN 20-YEAR INDEX RETURNS
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oPPortunitieS acroSS VariouS StaGeS
Unlike directs, PI funds offer families the opportunity to balance allocations across 
the PI spectrum to help manage asset class–specific risk. For example, the risks and 
returns of an early-stage venture opportunity are different from those in a mega-cap 
buyout strategy. While it is possible to invest across different asset classes and life cycle 
stages with direct investments, it typically requires managing a larger number of indi-
vidual investments compared to fund investing. PI funds invest in companies at various 
stages of their life cycle, frequently specializing within a certain range of business 
development. Fund investing is also more capital efficient for diversification, especially 
for families with a smaller PI budget. Having multiple fund investments that target 
different deal stages can help reduce the impact of any one investment performing 
poorly. It also has the potential to provide differentiated sources of return and cash 
flow profiles.

oPPortunitieS acroSS different deal SizeS and co-inVeStmentS
Often, large- or mega-cap direct deals—which can range from $10 billion to more than 
$200 billion—can be challenging for families to secure with participation dependent 
on the size and scale of the investors involved. Most direct deals tend to be focused 
on small- and mid-market segments. Through PI funds, families who may otherwise 
be left out can allocate to a diverse range of market caps, including small-, mid-, and 
large-cap investments. This can help improve the stability of portfolio returns and 
enhance their protection against downside risk. Additionally, PI funds offer profes-
sional management, diversification, and access to exclusive investment opportunities 
that might not be available through direct deals alone.

Co-investments provided by a GP to its limited partners (LPs) offer another pathway 
for families to engage with investment opportunities that might otherwise be inacces-
sible.3 They allow families to invest alongside a fund in specific deals, often with no or 
substantially reduced management fees or carried interest compared to what would 
typically apply to fund investments. This may enhance the potential returns on those 
investments. For families of wealth, co-investments represent a compelling way to gain 
more direct exposure to high-quality opportunities, while leveraging the expertise and 
due diligence capabilities of the fund managers. This approach can not only broaden 
the investment horizon but further align the interests of the investor and the fund 
manager, helping foster partnerships that could lead to other strategic investment 
opportunities. Investors should keep in mind that the most attractive co-investment 
opportunities offered by PI fund managers often parallel a manager’s specific expe-
rience and expertise, providing direct exposure in areas outside a family’s traditional 
skill set and business networks.

different Generational factorS
Many direct investors got their start as entrepreneurs and grew into experienced 
business owners. They often leverage the skills honed from growing and running their 
personal businesses into being active, effective direct investors. However, this can 
make business and wealth succession planning challenging if the inheriting generation 

3  Please see Scott Martin, Nick Warmingham, and Jacquelyn Klehm, "Six Things to Know About Co-Investments," Cambridge 
Associates LLC, September 2023.
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of family members does not share the same interest or abilities as the controlling 
generation.4 By contrast, fund investments are more institutional and transactional by 
nature, and do not require family members to preside over them in the same way. They 
can be easier to leave to beneficiaries and are suited to long-term investors focused on 
building a family legacy. PI fund opportunities can also provide a means for working 
with innovative investment ideas—from artificial intelligence to life sciences and 
music royalties. This can be a way of further engaging families with members across 
multiple generations and areas of interest.

key oPerational differenceS
Direct investing and private fund investing can both be complex—but in different 
ways. It can be easy for families to underestimate the work involved with holding a 
directs portfolio. Direct investments sometimes require investors to sit on a board, 
provide operating advice, or may require extensive “in-house” capabilities to be dedi-
cated to making an operation successful. Generally speaking, the more challenging the 
market environment and/or business conditions, the greater the time commitment. 
While fund investments require investment operational support, such as negotiating 
and executing LP agreements and managing capital calls and distributions, the opera-
tional burden they put on investors tends to be more consistent and—more often than 
not—significantly lighter.

Potential Challenges of Private Fund Investments

Skill Set requirementS
Whereas direct investments are typically more “hands-on,” a different kind of expertise 
is usually required to be successful in PI funds. The development and execution of fund 
strategies demands strategic insight, comprehensive due diligence on fund managers 
and underlying assets, careful risk management through diversification and hedging, 
and a deep understanding of fund structures and performance metrics. In many cases, 
industry knowledge and negotiation experience can give families an edge. To remain 
aligned with their broader investment goals, families should look for experienced 
investment managers in building a private fund portfolio.

imPortant riSk VariaBleS
Blind pool risk is a principal factor pertaining to private funds. Families considering 
fund investments should remember that they do not have control over how the fund 
allocates capital. As a result, it is important to recognize that fund investments also 
often come with a high degree of illiquidity risk.

fee conSiderationS
Private fund investors pay higher fees relative to other strategies. Historical returns 
should be considered when determining how they fit into a family’s broader portfolio, 
keeping in mind that top-tier PI fund performance may result in additional fees over 
the long term.

4   Please see Doug Macauley and Nicole Nava, “Business Ownership at a Crossroads: Key Questions for Planning What’s Next,” 
Cambridge Associates LLC, March 2022.
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The Family Advantage
In our experience, families of wealth are often viewed as preferred strategic LPs by 
fund managers. While many PI fund managers can be hard to access, families have 
certain competitive advantages such as bringing a variety of operating backgrounds 
that are viewed favorably by fund managers. In addition, some managers appreciate 
that families can have less complex or formalized governance structures relative to 
institutional investors, helping with faster decision making through more immediate 
access to the decision maker(s). Many GPs also appreciate and identify with families 
who have an entrepreneurial background, allowing them to speak the same language 
of business ownership and development.

New Horizons
Incorporating a private fund portfolio alongside direct investments presents family 
investors with a strategic opportunity to augment their private market allocations, 
enhancing the potential for higher returns and greater diversification. However, skilled 
implementation is key, given the significant variance in returns within the private 
funds industry, coupled with its inherent illiquidity and other associated risks. To 
navigate these complexities, families should align their PI funds approach with their 
long-term financial objectives and desired level of risk tolerance. This alignment, 
combined with rigorous due diligence in manager selection, can greatly influence the 
outcome of their investments. Furthermore, disciplined management of the PI fund 
program—emphasizing vintage year diversification, maintaining adequate liquidity, 
and robust risk management—is crucial. By adhering to these principles, families can 
help create a resilient and high-performing PI fund portfolio that complements their 
direct holdings and successfully broadens their investment horizons. ■
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by any means, without written permission from Cambridge Associates LLC (“CA”). Copying of this publication is a violation of US and global 
copyright laws (e.g., 17 U.S.C. 101 et seq.). Violators of this copyright may be subject to liability for substantial monetary damages.
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it constitute an offer to sell or a solicitation of an offer to buy any securities. Any references to specific investments are for illustrative purposes 
only. The information herein does not constitute a personal recommendation or take into account the particular investment objectives, financial 
situations, or needs of individual clients. Information in this report or on which the information is based may be based on publicly available data. 
CA considers such data reliable but does not represent it as accurate, complete, or independently verified, and it should not be relied on as 
such. Nothing contained in this report should be construed as the provision of tax, accounting, or legal advice. PAST PERFORMANCE IS NOT 
INDICATIVE OF FUTURE PERFORMANCE. Broad-based securities indexes are unmanaged and are not subject to fees and expenses typically 
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and assets under management, and may not have been independently verified.
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investment adviser with the US Securities and Exchange Commission, a Commodity Trading Adviser registered with the US Commodity 
Futures Trading Commission and National Futures Association, and a Massachusetts limited liability company with offices in Arlington, 
VA; Boston, MA; Dallas, TX; Menlo Park, CA, New York, NY; and San Francisco, CA), Cambridge Associates Limited (a registered limited 
company in England and Wales, No. 06135829, that is authorized and regulated by the UK Financial Conduct Authority in the conduct 
of Investment Business, reference number: 474331); Cambridge Associates GmbH (authorized and regulated by the Bundesanstalt für 
Finanzdienstleistungsaufsicht (‘BaFin’), Identification Number: 155510), Cambridge Associates Asia Pte Ltd (a Singapore corporation, regis-
tration No. 200101063G, which holds a Capital Market Services License to conduct Fund Management for Accredited and/or Institutional 
Investors only by the Monetary Authority of Singapore), Cambridge Associates Limited, LLC (a registered investment adviser with the 
US Securities and Exchange Commission, an Exempt Market Dealer and Portfolio Manager in the Canadian provinces of Alberta, British 
Columbia, Manitoba, Newfoundland and Labrador, Nova Scotia, Ontario, Québec, and Saskatchewan, and a Massachusetts limited liability 
company with a branch office in Sydney, Australia, ARBN 109 366 654), Cambridge Associates Investment Consultancy (Beijing) Ltd (a wholly 
owned subsidiary of Cambridge Associates, LLC which is registered with the Beijing Administration for Industry and Commerce, registration 
No. 110000450174972), and Cambridge Associates (Hong Kong) Private Limited (a Hong Kong Private Limited Company licensed by the 
Securities and Futures Commission of Hong Kong to conduct the regulated activity of advising on securities to professional investors).

index diScloSureS 
Bloomberg Aggregate Bond Index
The Bloomberg Aggregate Bond Index is a broad-based fixed income index used by bond traders and the managers of 
mutual funds and exchange-traded funds (ETFs) as a benchmark to measure their relative performance.

FTSE EPRA Nareit Global Real Estate Index 
The FTSE EPRA Nareit Global Real Estate Index Series is designed to represent general trends in listed real estate equities 
worldwide. Relevant activities are defined as the ownership, trading and development of income-producing real estate. 
The index series covers Global, Developed, and Emerging markets.

MSCI All Country World ex US Index
The MSCI ACWI ex US Index captures large- and mid-cap representation across 22 of 23 developed markets countries 
(excluding the United States) and 24 emerging markets countries. With 2,159 constituents, the index covers approximately 
85% of the global equity opportunity set outside the United States.

MSCI World Select Natural Resources Index
The MSCI World Select Natural Resources Index is based on its parent index, the MSCI World IMI Index, which captures 
large-, mid-, and small-cap securities across 23 developed markets countries. The Index is designed to represent the 
performance of listed companies within the developed markets that own, process, or develop natural resources.

S&P 500 Index
The S&P 500 is a market capitalization–weighted stock market index that tracks the stock performance of about 500 of 
some of the largest US public companies.
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