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The strategic case for venture capital
A three-pillar framework for sophisticated

Investors

Venture capital has long occupied a somewhat
ambiguous place in institutional portfolios. On the one
hand, it has gained significant attention with its high-
profile founders, unicorns and stories of exponential
growth. On the other hand, it is often treated as a
peripheral allocation because its outcomes are volatile,
dispersion is extreme and cash flows are slow. For much
of its history, venture investing appeared to be a niche
area characterized by small partnerships, network-
based sourcing and return narratives dominated by a
handful of legendary firms and lucky vintages. However,
we believe this representation of venture capital is
increasingly misaligned with how value is created in the
modern economy.

Over the past two decades, three structural shifts have
altered the role that venture can play for sophisticated
investors. First, we have seen that value is often created
earlier in the lifecycle of a company and increasingly in
private markets; with potentially, the most dramatic
compounding phase is happening prior to an IPO (see
chart below). Second, technological innovations are
transforming industries to a greater extent than ever
before in terms of both speed and breadth, increasing
the portfolio-level risk of disruption for incumbents
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that dominate public indices and many buyout
portfolios. Third, while venture fundamentally remains
a relationship-driven, high-conviction business where
smaller "artisanal” type managers can capture outsized
outcomes, the surrounding ecosystem has nevertheless
evolved. In particular, the growth of secondaries and
structured solutions has expanded liquidity options —
allowing early investors to manage duration, founders
and employees to access partial liquidity, and long-term
allocators to build exposure to venture and growth
through more flexible entry points.

Against this backdrop, LGT Capital Partners believes
venture capital should not be regarded simply as "high-
risk equity.” Instead, it should be viewed as a strategic
building block within a portfolio for three reasons: (i) it
increases diversification, (ii) helps hedge disruption risk
and (iii) provides access to increasingly institutionalized
manager capabilities.

In our view, the strategic case for venture investing is not
that it is easy or that it reliably outperforms, but that it
offers exposures that are difficult to replicate elsewhere
and more important today than when venture was still a
niche area of investing.
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Pillar 1 - Diversification

Diversification is often presented as a statistical
property with correlation matrices, betas and volatility
reduction. At LGT Capital Partners, we believe that this
aspect is important when thinking about venture capital
but is only part of the picture. Venture capital diversifies
portfolios in a more profound way: it diversifies

the sources of returns by diversifying the corporate
lifecycle, the economic drivers of value creation and

the composition of the opportunity set available to
investors.

Diversification across the corporate lifecycle: capturing
what publics and buyouts miss

A core reason why venture investing enhances
diversification is that it provides exposure to earlier-
stage innovative companies - an investable segment
that has now become structurally less accessible
through other channels. Public markets no longer
represent the full corporate lifecycle. In previous
decades, companies typically reached the IPO stage at
a relatively young age, allowing public equity investors
to participate in meaningful early-stage compounding.
Today, many of the most consequential companies
remain private for much longer, raising multiple rounds
of capital at increasingly high private valuations.

The growth that once occurred as a public market
experience has thus migrated into the private domain.

The difference between Amazon and more recent
"private-for-longer winners" illustrates the point.
Amazon went public in 1997 with a market capitalization
of approximately USD 438 million, which is modest

by today's standards, and much of its compounding
occurred in public markets. In contrast, Airbnb went
public in 2020 at a private valuation running to tens of
billions of dollars after a long period of private scaling,
and Stripe remains private at a similarly large scale.

In these two cases, the earlier phase of growth was
primarily a private market phenomenon.

Traditional private equity does not replicate this
exposure. Buyouts target stable, cash-flowing
businesses, often in mature industries, and their returns
are primarily driven by operational improvement,
leverage and multiple dynamics. Growth equity
investments happen somewhat earlier but still typically
once business models are more established. Venture
targets the pre-scale phases where innovation, not
optimization, is the main driver.

As a result, venture investing leads to portfolio
diversification by filling a structural “stage gap.” A
portfolio that includes only public equities and buyouts
is often heavily exposed to mature firms - either publicly
traded incumbents or privately owned cash generators.
Venture can add exposure to companies that are
becoming incumbents, often in categories that did not
exist a decade earlier.

Diversified economic drivers: idiosyncratic value
creation and non-macro determinants

Venture-backed company outcomes are shaped by
different factors to those that drive returns in public
equities or buyouts. Over meaningful time horizons,
public markets remain sensitive to macro variables such
as discount rates, liquidity conditions, earnings cycles
and investor risk appetite. Buyouts add sensitivity to
financing conditions because leverage is central to the
strategy. Venture, while not immune to macro shifts

- particularly through funding conditions - is more
fundamentally driven by company-level progress and
the realization of technological or market adoption
inflection points. A consumer technology platform is

a useful example to illustrate this point: During its
private market stage, Spotify's value was driven by
subscriber growth, engagement metrics and platform
economics rather than public market multiples. The
company scaled privately for years, building global
distribution, negotiating complex rights structures, and
establishing category leadership in music streaming
before entering public markets via direct listing in 2018.
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By the time public investors gained access, the core
platform, network effects, and competitive positioning
were already well developed. The point is not that
venture investments are inherently superior, but that
they provide exposure to earlier-stage technological and
business model inflection points that traditional public
portfolios typically access only later, once a substantial
portion of the value creation has already occurred. In
institutional portfolio terms, venture thus introduces
exposure to return sources that are not simply "equity
beta plus leverage”.

The evolution of fintech also illustrates the concept of
diversified return drivers. While public banks are driven
by net interest margins, capital ratios and credit cycles,
value creation in venture-backed fintech platforms

like Stripe and Revolut is driven by product velocity,
merchant adoption, societal change and platform
economics. Including different engines of value creation
does not simply duplicate exposures; it diversifies the
underlying economic "bets".

Diversified opportunity set: a broader and less index-
concentrated universe

Another dimension is the breadth of the opportunity
set. Public equity indices have become increasingly
concentrated in a small number of mega-cap firms -
with the result that many investors explicitly or implicitly
have meaningful exposure to a narrow set of dominant
incumbents. Venture can offer investors exposure to

a different and vastly larger universe of companies,
sectors and experimentation.

Importantly, the diversification benefit is not merely
about having "more names" - it involves exposure to
innovation niches that public markets often do not
reflect until the category is mature. Climate tech,
synthetic biology, Al tooling and cybersecurity sub-
verticals have often been built in private markets long
before public comparables existed at scale.

Venture diversifies a portfolio by expanding the
economic map it can invest in. It is not diversification
for its own sake; it is diversification into parts of the
economy where we believe value creation is increasingly
happening.

Portfolio convexity: optionality embedded in allocation
Finally, venture's power law dynamics can create
convexity, which is itself a form of diversification when
viewed through the lens of portfolio construction. In
venture, a small number of outliers can contribute

a disproportionately large share of returns. For a
sophisticated investor, this means a modest allocation
can add meaningful upside optionality without
dominating portfolio risk.

This does not mean that venture is low risk but rather
that its downside is limited by the size of the allocation,
while the upside is potentially unconstrained. A 5-10%

allocation that performs poorly will hurt - but not wipe
out - a portfolio. Exposure to even one generational
outlier can have a meaningful impact on long-term
outcomes. That payoff profile potentially diversifies the
portfolio's return distribution, not just its correlation
structure.

According to our insights, Kleiner Perkin's early
investment in Google in 1999 and Accel’s early exposure
to Facebook in 2006 are prime examples of power law
winners altering fund outcomes. Institutional investors
are not betting that every deal will replicate the success
of Google but they are positioning for the possibility
that some portion of the venture universe will produce
the next set of category-defining companies because
historically it has.

Viewed together, these different aspects show that
venture increases diversification through lifecycle
completion, driver differentiation, opportunity set
expansion and convex payoff structures. To sum up

this first strategic pillar: venture is not just “higher-risk
equity” - it is a different slice of capital investment that
is increasingly absent from traditional portfolios.



Pillar 2 - Hedging against disruption risk

Periods of accelerated innovation go hand in hand with
a rise in disruption risk. Based on our insights, we believe
that the second pillar in the strategic case for venture
investing is its ability to function as a portfolio-level
hedge against such risk. While it does not eliminate
disruption risk, it can improve the probability that the
portfolio can benefit from the forces that threaten its
traditional holdings.

Innovation super-cycles and shorter business-model
half-lives as drivers of disruption risk

Innovation does not happen at a steady pace. From
electrification and the arrival of automobiles to the
advent of the Internet, mobile computing, the cloud and
now artificial intelligence, we have seen that innovation
accelerates in waves. During these super-cycles, the
probability distribution of outcomes for incumbents can
often become more negatively skewed. Winners can
become much larger; losers can collapse quickly.

The construction of public indices means that they
overweight past winners. Many institutional portfolios

therefore carry concentrated exposure to incumbency.
When disruption accelerates, that exposure can turn
from a strength into a vulnerability.

The classic Schumpeterian lens is useful here. Creative
destruction is not a metaphor; it is a mechanism by
which economic rents are reallocated. New entrants
with superior technology or distribution can compress
margins, change consumer behavior and transform
industry structures.

Investors who only hold incumbents may be more
impacted by the disruptive effects of technological
change than benefit from its longer-term value creation.

Offsetting disruption by owning the challengers
Venture may serve as a hedge against disruption risk

by giving investors exposure to the challengers that
drive disruption. The goal is not perfect hedging in the
derivatives sense; it is structural offset. When a new
category is formed and potentially transfers value from
incumbents, venture exposure increases the probability
that some portion of the portfolio will participate in the
value creation side of the reallocation.



The example of Amazon from the late-1990s clearly
illustrates this concept. Amazon began as a venture-
backed company challenging bookstores. An investor
owning retail incumbents without any venture exposure
may have been positioned on the losing side of the
transition. An investor with venture exposure to
Amazon would have had a partial offset: gains from the
disruptor may compensate for losses incurred among
incumbents negatively exposed to the same structural
change.

There is no shortage of modern equivalents: fintech
challengers threaten segments of traditional banking
and payments; climate tech threatens portions of
fossil fuel value chains and legacy industrial processes;
and Al threatens labor-intensive professional services
and some enterprise software incumbents. It is

not a question of declaring winners ex ante but of
acknowledging that disruption risk exists and that
venture is one of the few investable mechanisms that
gives direct exposure to the companies attempting to
capture the new rents.

Revolut is a prime contemporary example. Traditional
banks face structural pressures from digital-native
challengers that operate with different cost structures
and user experiences. A portfolio focused on bank
equities, even if diversified globally, carries disruption
exposure. Venture and late-stage private exposure to
fintech platforms can provide a partial hedge by owning
businesses designed to benefit from those precise shifts.

SpaceX provides an illustrative example of how
challengers can reshape industry economics, even
where traditional publicly listed incumbents remain
active participants. By developing reusable launch
technology and vertically integrated manufacturing,
SpaceX has materially altered the cost and cadence of
access to orbit. While legacy aerospace and defense
groups continue to play a prominent role, particularly
in government-funded programs, these shifts have
contributed to changes across the broader space
ecosystem. Venture exposure to SpaceX and related
companies, including in satellite communications
and space-enabled services, offers participation in
these evolving industry dynamics, which may not be
fully reflected in traditional public-market aerospace
holdings.

Al is arguably the most relevant source of disruption

at present. Venture-backed Al infrastructure firms,
model developers and vertical application companies
have the potential to reshape productivity and redefine
competitive advantages across industries. Traditional
portfolios - public equities, buyouts and real assets -
are exposed to the second-order effects of Al, whether
they choose to be or not. Venture potentially provides

a direct way to own part of the creation side of the
disruption.
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Venture as "insurance for the future": optionality on
paradigm shifts

Hedging against disruption is ultimately about having
optionality on paradigm shifts. Venture capital is one
of the few allocation tools that can provides exposure
to such shifts at an early stage. It behaves less like

a conventional asset and more like a long-duration
exposure on the emergence of new categories.

This matters because disruption often arrives in places
that portfolios did not expect. Few investors in the early
2000s built "mobile-first” as a base-case thesis, yet
mobile has reshaped consumer behavior and advertising
economics. Few investors anticipated how cloud
computing would transform enterprise IT spending

and generate massive platform rents. In each case,
venture portfolios were among the first pools of capital
positioned to benefit.

From a sophisticated investor's standpoint, venture is
not simply about seeking returns; it is a way to avoid
being underexposed to innovation. Many portfolios could
miss out on the most accretive value creation phase



because they are long incumbents, long existing cash
flows and long existing asset bases. Venture can be an
effective mechanism to reduce that imbalance.

Pillar 3 - Institutionalization

The strategic case for venture investing would not

be complete without addressing historical criticisms
relating to illiquidity, opacity, manager quality/
performance dispersion and the perception that it
embodies “art over science”. These are real issues.
However, the venture ecosystem has changed materially
over time: certain segments of venture have developed
risk-mitigating characteristics and the broader
ecosystem has improved the feasibility of strategic
allocation.

Focused venture partnerships: dispersion, judgment
and access

We have observed that venture performance is highly
concentrated among a small number of managers,
making access to these partnerships more important

than broad exposure to the asset class. These managers
are often deliberately small partnerships built around
individual judgment, strong founder networks and
concentrated portfolios. Their apparent edge does not
come from organizational scale but from access to the
few companies that can drive the majority of value
creation.

Experience across cycles matters because venture is
highly pro-cyclical. The most aggressive pricing and
weakest underwriting tend to occur in abundant funding
environments. Managers who have invested across
multiple cycles typically show greater discipline in entry
pricing, pacing and reserve allocation. These traits are
often embedded in partner-level decision making rather
than formalized institutional processes.

For sophisticated LPs, the key implication is that
venture outcomes are driven primarily by manager
selection rather than asset class exposure. Dispersion
is extreme, and average manager returns may not
compensate for illiquidity and duration. Access to
high-conviction investors - which are often small



and capacity constrained - can therefore be more
important than organizational scale. The objective is
not institutionalization but repeatable access to the
networks that account for the majority of long-term
venture returns.

Brand and access: the venture equivalent to
proprietary deal flow

In power law environments, access to the right tail can
make an outsized impact. Institutionalization in venture

therefore includes the development of brands that helps

to attract the sought-after founders, co-investors and
opportunities.

We have observed that certain well-known venture
firms possess brands that function as market signals.
The best entrepreneurs often choose these firms not

solely for capital but also due to factors such as network

access, hiring support, distribution introductions and
reputational endorsement. We believe these factors can
strongly influence access to a subset of opportunities
with greater potential.

For LPs, brand-driven access can be a form of risk

mitigation. It may increase the likelihood that a portfolio

will participate in the small subset of companies that
drive an outsized share of value creation. In an asset
class where outcomes are often dominated by a few
strong performers, improving access to such brands is
not a just a secondary consideration - it can be decisive.

Data, technology and Al: expanding analytical rigor
Institutionalization also includes the rise of data-driven
venture investing. The availability of private market
datasets, combined with improved tooling, has changed
how sourcing and diligence are conducted. While
venture will never be fully quantifiable — early-stage
uncertainty is intrinsic —technology has widened the
funnel and improved signal extraction.

Al-enabled sourcing tools can identify companies at

an earlier stage by tracking developer activity, hiring
trends, product usage signals and customer traction
patterns. Portfolio monitoring systems are better able
to systematically detect possible indicators of progress
or distress. Specialized diligence tools can benchmark
unit economics, cohort retention and growth efficiency
against relevant peer sets.

At LGT Capital Partners, we believe that this does

not eliminate the need for judgment; it elevates it. In
practice, well-positioned firms can combine pattern
recognition, sector expertise and data infrastructure -
precisely what "institutional-grade” increasingly means
in venture.
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Liquidity management: from binary illiquidity to
engineered optionality

Perhaps the most important element of
institutionalization in practical terms is liquidity
management. Venture used to be defined by binary
illiquidity: it was a question of locking capital for a
decade and waiting. That is no longer entirely true.

Secondary markets have since expanded, creating
potential liquidity channels at both the company and
LP levels. At the company level, structured secondaries
allow employees and early investors to sell shares
without forcing a premature IPO. This helps talent
retention and provides controlled entry points for new
investors. Revolut's use of secondary transactions

is a contemporary example of how liquidity can be
integrated into a private company's lifecycle, rather
than being tied to an IPO.

At the LP level, secondaries allow investors to manage
pacing, rebalance exposures or address liquidity needs.
University endowments and other institutions have
increasingly used secondary sales to adjust private
market allocations, actively managing exposures
instead of submitting to irrevocable commitments.

The strategic implication of this is that venture remains
illiquid and of long duration but there is now a broader
spectrum of illiquidity. The presence of a secondary
ecosystem and structured liquidity solutions reduces the
psychological and portfolio construction friction that
once deterred allocators.

Closing Synthesis: Why These Three Pillar Belong
Together

We believe that the strategic case for venture is
strongest when the three pillars - diversification,
hedging of disruption risk and institutionalization
- are viewed as a coherent framework. However,
these advantages do not fully offset the inherent
challenges of venture investing — especially the
fact that outcomes are skewed, dispersion is
extreme, underwriting is difficult and patience is
required. For sophisticated investors, a key reason
to allocate to venture is that the economic map
has changed and this is one of the few tools that
can provide direct access to the frontier of that
map.






Liquidity in venture capital
Reframing liquidity in a new era of venture

Investing

Liquidity has always been a core element of venture
capital's value proposition. With venture, limited
partners (LPs) forgo immediate cash returns in exchange
for the possibility of exponential gains tied to innovation
and disruption. For decades, this tradeoff followed a
relatively predictable structure: companies matured

in private markets before exiting through IPOs or
acquisitions, enabling capital to flow back to investors
on a timeline that, while variable, was steady enough to
inform pacing and portfolio strategy.

Today, that framework is undergoing a profound
transformation. The shift began as private capital
markets grew deeper in the 2010s, gained momentum
during the extraordinary valuation boom of 2020-2021
and has now solidified into an environment where
exits are constrained, price signals are less clear and
secondary markets can increasingly dictate when and
how value is realized.

For LPs, this means more than just waiting longer for
returns. The actual nature of liquidity in venture capital
has changed: it is less about market-driven events and
more about engineered, negotiated and permissioned
processes. To understand the modern venture landscape,
it is necessary to understand the evolving mechanics of
liquidity itself.

This chapter explores the transformation of venture
liquidity through four key lenses: the historical evolution
of liquidity cycles, the decline of traditional exit

routes, the rise of secondaries as a critical liquidity
infrastructure, and the implications for LP portfolio
construction. Together, these perspectives reveal a
system where liquidity is frequently delayed, strategically
designed and sometimes denied outright.
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From cyclical to structural: how venture
liquidity has evolved

Traditionally, venture liquidity moved in cycles that were
closely linked to changing public market conditions.

The late 1990s saw rapid IPOs; the post-dot-com

period brought longer timelines but didn't change the
foundational mechanics of venture liquidity. The real
structural shift began in the 2010s, when vast pools

of private capital - growth equity, sovereign wealth,
crossover investors and late-stage VCs - started funding
companies at levels previously reserved for public
offerings.

Staying private became a deliberate choice, not a
temporary stage. The 2020-2021 surge in valuations,
fueled by cheap money and aggressive technology
adoption, allowed companies to raise massive private
rounds at valuations far removed from public market
benchmarks. This eliminated the pressure to go public,
stretching the timeline for IPOs and lengthening the
private company lifecycle.

Companies like Stripe and Databricks epitomize this
change - remaining private at valuations that once
would have demanded a public listing, prioritizing
operational flexibility over the demands of quarterly
reporting. When public markets cooled and interest rates
climbed, IPO opportunities narrowed but companies did
not revert to old exit patterns. Instead, holding periods
grew, valuations remained sticky and liquidity shifted
toward secondary markets. What was once a cyclical
challenge has since become a structural reality, forcing
LPs to reset their expectations for cash returns.



The decline of traditional exit pathways

Nowhere is the impact of this transformation more
visible than in the changing nature of IPOs. Venture-
backed companies are going public later, with higher
revenues, stronger margins and clearer paths to
profitability. The abundance of private capital has
reduced the urgency to list, while increased regulatory
and disclosure requirements have raised the cost of
going public.

Even when IPOs do occur, they have been less decisive as
liquidity events. Many price below the last private rounds,
public floats are limited and extended lockup periods

delay distributions to investors. IPOs are increasingly
milestones of validation, not the primary means of
realizing gains.

Strategic acquisitions, the other traditional exit route,
face similar challenges. Companies that stay private for
longer often grow beyond the reach of typical buyers,
while regulatory scrutiny and execution risks make large
deals less attractive. As a result, a growing cohort of
venture-backed companies now find themselves too
large for most M&A and not ready for public markets -
effectively locking up capital and pushing investors to
seek alternative liquidity solutions.
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The rise and mechanics of venture
secondaries

As traditional exits have faded, secondary markets
have become a cornerstone of venture liquidity. Today's
secondary market encompasses LP stake sales, GP-led
continuation vehicles, structured liquidity programs and
company-sponsored share transactions.

High-profile secondary programs at late-stage private
companies illustrate this shift. For example, Revolut has
enabled successive liquidity rounds for shareholders,
allowing them to monetize stakes as the company's
private valuation climbed from around USD 45 billion to
USD 75 billion - all without an IPO.

These developments show that secondaries are taking
on the role once played by public markets: providing price
discovery, enabling ownership transfers and allowing
partial realizations while companies remain private.
However, venture secondaries differ from their buyout
counterparts. Buyout portfolios benefit from control,
audited financials and leverage-based valuations.
Venture portfolios depend on projections of growth,
adoption and technological resilience, making pricing
more subjective and sensitive to sentiment and
information quality.

LP-led vs. GP-led secondary transactions

« LP stake sales are driven by the LP need for liquidity,
portfolio rebalancing or denominator effects. These
are diversified but offer limited control over which
assets are sold.

« GP-led continuation vehicles and structured solutions
are used when value is concentrated in a few standout
companies, allowing GPs to extend ownership while
providing optional liquidity to LPs.

Secondaries transactions
Unlocking value through multiple angles

@ Focus on

LP stakes high-quality funds

We believe both structures reflect a deeper reality:
liquidity has become a key aspect of portfolio
management, not merely exit timing. The legacy of

the high valuations seen in 2021 is the ongoing tension
between sellers that are reluctant to accept markdowns
and buyers that are seeking discounts for risk and
duration. Pricing has become an increasingly negotiated
outcome shaped by incentives and deal structures rather
than transparent market signals.

Governance, information asymmetry and
permissioned liquidity

In our experience, venture capital is marked by greater
information asymmetry than buyout investing. Cap
tables are often fragmented, governance rights are
uneven and access to financial data is inconsistent. In
addition, future performance is often tied to execution
and hard-to-measure intangibles.

This reality creates significant variation in what
secondary buyers know and can underwrite.
Relationships with founders, lead investors and GPs
determine access to information and therefore also the
risk profile of secondary investments.

Governance further complicates matters. Strong
performers are increasingly selective about their
shareholder base, restricting transfers and requiring
company or GP approval for secondary transactions. In
some cases, companies can effectively deny liquidity by
withholding consent.

As a result, we argue that venture liquidity is not just
a function of supply and demand; it is mediated by
relationships, governance frameworks and alignment
across the ecosystem. These dynamics are especially
relevant in LP-led deals, where approvals may be
required from multiple parties. And scale matters:

Company A

Fund A

Fund B

@ Liquidity solutions
managed with the GP

GP-led solutions

Fund solutions

EEENGE Continuation Company A
fund

Continuation fund

Source: LGT Capital Partners. For illustrative purposes only.
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buyers with broad networks can navigate these
complexities, while smaller or less connected buyers may
be unable to complete transactions, even at attractive
prices.

Information asymmetry is compounded by the lack

of standardized reporting in venture investing. Unlike
buyout secondaries, where due diligence is more
straightforward, venture secondaries depend on partial
data, trust and ongoing engagement. The gap between
informed and uninformed capital is wide and persistent.

Ultimately, venture liquidity is not just slower - it is
structurally different, operating within a permissioned
system where trust, access and information can be as
important as price.

Why venture secondaries offer compelling
opportunities

Ironically, the very factors that constrain liquidity might
make this an exceptional time to invest in venture
secondaries. Secondary investors can buy stakes after
key technical and product risks have been mitigated,
use real operating data to underwrite investments and
acquire positions at discounts driven by liquidity needs
rather than fundamental weakness. Unlike buyout
secondaries, which often rely on incremental returns and
leverage, venture secondaries can preserve exposure to
companies whose potential remains more skewed.

Timing becomes crucial in this context: entering at key
inflection points can enhance both returns and risk-
adjusted outcomes.

Scale, data and pricing in venture
secondaries

The growing importance of secondaries introduces an
additional dimension: scale of data to price. We have
observed that as venture liquidity shifts from IPO-
driven exits to negotiated secondary transactions,
pricing becomes less transparent and more dependent
on proprietary information. Unlike public markets,
where price discovery is continuous, venture secondary
pricing is episodic, negotiated and often opaque. In
this environment, the ability to collect, interpret and
benchmark data becomes central to investment
outcomes. Scale enables this capability.

Large platforms accumulate pricing intelligence across
multiple transaction types, including LP stake sales,
direct secondaries, structured liquidity programs and
co-investments. Over time, this creates a proprietary
dataset of valuation marks, discount ranges, preference
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Portfolio construction and liquidity management
for LPs

A number of structural shifts are occurring at

a time when LPs are already feeling liquidity
pressure. Distributions from buyouts have slowed,
venture holding periods have lengthened and
reported NAV often remains unrealized. What
once looked like diversification across different
private market liquidity profiles now appears more
synchronized and less predictable.

Traditional pacing models, which anticipated
distributions starting in years five to seven, are
increasingly outdated. LPs must now plan for:

- Longer J-curves
« Delayed DPI (distributions to paid-in capital)

- Greater reliance on secondary markets for
interim liquidity

Liquidity management is evolving from a passive
process to one that requires active design and
execution.

structures and liquidity dynamics across companies and
vintages. This information allows investors to assess
whether a proposed transaction reflects fair value, a
liquidity-driven discount or adverse selection.

Smaller investors typically lack this dataset. They may
see only a single transaction and have limited ability to
compare pricing across comparable companies, prior
rounds, or secondary trades. As a result, pricing becomes
heavily reliant on the seller's narrative, the lead investor's
framing or headline valuation references. This increases
the risk of mispricing.

The challenge is particularly acute in venture secondaries
because traditional valuation anchors are weaker.
Venture-backed companies often lack audited financials,
control rights or predictable cash flows. Valuations
depend on growth assumptions, market positioning

and execution risk. In this context, relative pricing data
becomes more important than absolute valuation
models.

Scale enables three specific advantages in secondary
pricing: First, scaled platforms observe multiple
transactions in the same companies across time. This
allows investors to track valuation evolution, discount
ranges and liquidity dynamics. A single secondary trade
rarely provides sufficient context, whereas a sequence of
trades does. Second, scaled platforms can benchmark
across comparable companies. Pricing in venture



secondaries often reflects sentiment shifts across
sectors rather than company-specific fundamentals.
Investors with broader visibility can distinguish between
sector repricing and company-specific deterioration.
Third, scale supports dedicated secondary underwriting
teams. Venture secondaries require specialized analysis
of cap tables, preference stacks and governance
constraints. These factors materially affect realized
value but are difficult to assess without experience and
data. Larger platforms develop repeatable frameworks
for this analysis.

The importance of data is amplified by the negotiated
nature of venture liquidity. Secondary transactions
frequently occur in environments where sellers are
motivated by liquidity needs, portfolio rebalancing or
denominator effects. Buyers must determine whether
discounts compensate for risk or reflect deteriorating
fundamentals. This requires both judgment and more
empirical reference points.

Scale therefore improves not only access to secondary
opportunities but also pricing discipline. Investors
with data-driven frameworks are better positioned

to evaluate discounts, assess downside mitigation
characteristics and identify attractive entry points.
As venture liquidity becomes increasingly engineered
through secondaries, this capability has become more
central.

Closing synthesis: liquidity in venture - an
engineered outcome

Venture liquidity has entered a fundamentally new era
where it is:

+ Delayed as companies stay private longer
- Designed as GPs create secondary pathways

- Denied when governance or relationships block
transfers

For LPs, thriving in this environment means:
- Building intentional exposure to secondary strategies
« Prioritizing managers with information advantages

« Reframing liquidity as an actively managed portfolio
outcome

From our point of view, venture capital remains a
gateway to transformative innovation and exceptional
long-term returns. What has changed is the pathway to
realizing those gains.
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Outlook
According to our research, several factors are likely
to influence the next phase of venture liquidity:

« Interest rates and public market valuations
« Regulatory approaches to large-cap tech M&A

- The ongoing institutionalization of private
secondary markets

« GP innovation in structured liquidity solutions

While IPO markets are likely to reopen eventually,
we believe that the structural move toward long
private company lifespans and engineered liquidity
solutions is durable. Venture capital is shifting
towards a model where liquidity is achieved
through negotiation and structure, not just
through singular exit events.
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Lessons in building a venture portfolio
Why scale matters: dispersion, access and
asymmetry in venture capital

Venture capital is often characterized by uncertainty,
innovation and long-duration investments. In practice,
however, the defining feature of venture capital is
dispersion - of outcomes, manager performance and
access. A small number of companies can generate the
majority of value creation. A small number of managers
are better able to reliably access those companies. And
a relatively small group of investors can gain repeated
allocations to those managers.

This structure has significant implications for portfolio
construction. Venture capital is not an asset class where
average exposure will suffice. Unlike public markets,
where broad diversification can capture market returns,
venture capital outcomes depend heavily on the
managers and companies that an investor can access.
Selection dominates allocation. Access dominates
selection. And scale therefore becomes central.

Information asymmetry reinforces this dynamic. Venture
investing occurs in private markets where disclosure is
limited, relationships shape information flow, and pricing
is negotiated rather than observed. Investors embedded
within networks of founders, managers and co-investors
are often better positioned to evaluate opportunities and
secure allocations. Scale can increase the probability of
being embedded in those networks.

In short, the relationship between dispersion, access and
asymmetry means that scale is not simply beneficial in
venture capital - it is structurally important.

Dispersion: the structural feature of
venture capital

Venture capital returns follow a power law distribution,
i.e. most investments fail or generate modest outcomes
and a small minority produce outsized returns. This
dispersion also exists at the manager level. Performance
persistence is concentrated among a limited group of
venture firms that are better able to reliably access

the most attractive opportunities. These managers
often receive more demand for capital than they can
accommodate. Allocations are therefore rationed, and
existing relationships are typically prioritized.

For investors, this creates a two-tier selection challenge.
First, they must identify managers capable of accessing
high-potential companies. Second, they must secure
allocations to those managers. The second challenge is
often more difficult than the first: many investors can
identify leading venture firms but only a few can gain
meaningful access to them.

Scale directly affects this dynamic and dispersion
therefore makes scale valuable. The more skewed the
distribution of outcomes, the more important it becomes
to access the right subset of opportunities. Without
sufficient scale, investors risk constructing portfolios
that resemble the median rather than the outliers.

Attractive return potential from smaller funds and consistent top decile larger funds’

Global performance of Venture direct funds (TV/PI)

Upper decile
4.5x
Upper decile )
Upper quartile Upp§r7de<:|le
2.6x X
Upper quartile
Upper quartile 2.1x
Median 2.0x )
1.6x Median |1V|5ed|cln
.5x
Lower quartile T4x i X
11x Lower quartile Lower quartile
1.0x 1.1x
Lower decile Lower decile Lower decile
0.6x 0.6x 0.7x
<250 USDm 250 - 500 USDm >500 USDm

"Source: Preqin. Venture capital funds vintages up to 2020. Data accessed on 17 June 2025. Number of constituent funds is 2238. The Preqin data does
not reflect all of private equity investments, rather it is a subset of PE investments. There is no index or database that represents the entire PE market.
The Preqin information provided is not transparent and cannot be independently verified. The funds included in the private capital data shown report their
performance voluntarily and therefore the data can reflect a bias towards funds with track records of success. Investors should be aware of limitation of
the comparisons which provide only one approach to comparison of returns. Investors should consider comparisons to other indices & benchmarks. Returns
may increase or decrease as a result of currency fluctuations.
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Access: the primary mechanism through
which scale matters

Access in venture capital is relationship-driven

and capacity constrained. Many leading funds are
oversubscribed. Managers often prioritize longstanding
investors, meaningful commitment sizes and partners
who can support companies beyond initial fund
investments.

Scale influences each of these factors. Larger platforms
can commit meaningful capital, participate across
vintages and support co-investments. They also develop
long-term relationships with managers, increasing the
likelihood of continued access.

Smaller investors often face different dynamics.

They may commit smaller amounts, participate
opportunistically and lack continuity across fund cycles.
As a result, they may receive limited allocations or be
excluded from oversubscribed funds. This reflects their
structural positioning rather than their investment
capability.

Access also extends beyond fund commitments. Scaled
platforms often receive invitations to co-investments,
secondaries and direct opportunities. These transactions
frequently arise from relationships and require rapid
underwriting. Smaller investors may lack both the
access and infrastructure to participate.

Over time, access can compound. Investors who
participate in one successful fund often gain priority in
subsequent vehicles. Investors who miss early vintages
may find entry increasingly difficult. Scale therefore
affects not only current but also future access.

Information asymmetry as a reinforcing
dynamic

At LGT Capital Partners, we recognize that information
asymmetry is inherent in venture capital. Companies
are private, disclosure is limited and information flows
through relationships. Early investors may hold board
seats and observe operational developments in real
time. Later investors rely on curated data rooms and
compressed diligence periods. Secondary buyers may
have even more limited visibility.

We believe that scale helps to mitigate - but not
eliminate - these asymmetries. Large platforms often
see multiple companies within the same sector. They
maintain relationships with multiple investors across
rounds. And they track pricing across primary and
secondary markets. This allows for cross-referencing
and benchmarking. For example, a scaled platform
investing across enterprise software may observe
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customer acquisition metrics across several companies.
It may compare hiring trends, pricing models and
retention rates. These comparisons provide context that
is difficult to obtain from a single investment.

We have observed that smaller investors typically
evaluate opportunities in isolation. They rely on
information provided by the lead investor and have
limited ability to benchmark assumptions. This does not
imply inferior decision-making but it reflects differences
in informational positioning.

Information asymmetry therefore reinforces the
importance of scale. Investors embedded in networks
receive richer context and earlier signals. Investors at
the periphery rely more heavily on disclosed information.

Scale and portfolio construction

Scale also affects how venture portfolios are
constructed. Venture capital requires diversification
across vintages, geographies and stages. This
diversification helps mitigate timing risk and increases
exposure to outlier outcomes.

Building such diversification requires a meaningful
program size. Investors must commit to multiple funds
across multiple years. They must also maintain follow-
on capacity to support successful managers. Without
sufficient scale, diversification becomes difficult.
Smaller investors may face concentration risk. A
limited number of commitments may expose them

to vintage timing or manager-specific outcomes. This
concentration increases volatility and reduces the
probability of capturing outliers.

Scale also allows flexibility. Larger programs can
incorporate primary funds, secondaries and co-
investments. They can adjust allocations across
geographies and stages. They can rebalance portfolios
over time and these tools support more robust portfolio
construction.

Scale and transaction capability

Beyond fund commitments, scale enables participation
in a broader range of transaction types, including co-
investments, secondaries and direct opportunities, each
of which expands the opportunity set.

Co-investments provide concentrated exposure to
specific companies. They often arise alongside fund
investments and require rapid decision-making.
Participation typically depends on relationship depth
and underwriting capability.



Secondaries provide access to existing portfolios.

They can mitigate J-curve effects and allow entry into
maturing assets. Secondary transactions often require
significant capital and specialized analysis.

Direct secondaries and late-stage investments provide
additional flexibility. They allow investors to adjust
exposure and access companies closer to liquidity
events.

These capabilities require infrastructure and capital
and they are therefore more common among scaled
platforms.

Scale in practice - scaled platform vs. sub-scale
allocator

To demonstrate the practical implications

of scale, we have compared with a smaller
platform. This clearly shows that scale shapes
access, information and execution capability
simultaneously.

Category Scaled global platform

Repeat relationships with leading global GPs.
More likely to secure allocations in oversubscribed
managers and to build continuity across vintages.

Access to managers

Broader market visibility across portfolios, sectors
and financing rounds. Broader ability to benchmark
pricing, terms and operating metrics.

Information and benchmarking

Can build programs across vintages, geographies
and stages, which improves diversification and can
increase the chance of capturing outlier outcomes.

Portfolio construction

Global reach and opportunity set

Venture innovation is geographically concentrated.
Leading ecosystems include Silicon Valley, New York,
London, Tel Aviv, Bangalore and parts of China.
Investors limited to a single region may miss out on
significant opportunities.

Scale supports global reach. Larger platforms maintain
relationships across geographies and allocate capital
internationally. This expands the opportunity set

and potentially increases exposure to breakthrough
companies.

Smaller investors may face home bias. They may focus
commitments on familiar markets, which may reduce
operational complexity but also narrows opportunity
sets.

Scale therefore enhances both diversification and
access to global innovation.

Sub-scale allocator

Limited manager roster and smaller ticket sizes.
Access is often opportunistic and more dependent on
residual capacity.

Heavier reliance on materials provided by manager,
with fewer independent points of comparison and less
pricing context.

More concentrated commitments, with greater
exposure to single-vintage, single-manager or home-
market concentration.

Transaction capability

Follow-on capacity

Global reach

Has the infrastructure and relationships to participate
in primaries, secondaries and co-investments, rather
than only traditional fund commitments.

Can re-up with high-conviction managers and support
selected positions over time, preserving access and
program quality.

Maintains global manager networks and a broader
sourcing footprint, improving access to strong
ecosystems and diversified deal flow.
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Usually limited to primary fund commitments,
with less ability to access secondaries or execute
co-investments consistently.

Often constrained by allocation size, governance
bandwidth or portfolio limits, making it harder to stay
with the best managers.

Typically more regional in focus, with narrower
manager coverage and less direct exposure to global
venture hubs.



Bringing dispersion, access and
asymmetry together

Dispersion defines venture capital outcomes. Access
determines whether investors can reach the managers
and companies that generate those outcomes.
Information asymmetry reinforces differences between
investors embedded within networks and those
operating at the periphery.

Scale sits at the intersection of these dynamics. It

increases the probability of accessing leading managers.

It can improve informational positioning. It supports
diversification and follow-on investing. It enables
participation in a broader range of transactions.

This does not imply that smaller investors cannot
succeed in venture capital. Some achieve strong
outcomes through focused strategies and deep
relationships. However, structurally, scale can improve
the probability of success.
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Conclusion

Venture capital is shaped by dispersion, access constraints
and information asymmetry. In our view, these features
make manager selection critical and mean that average
exposure does not suffice. Scale improves positioning
across all three dimensions.

Scale increases access to leading managers and
oversubscribed opportunities. It reduces informational
disadvantages through network effects and
benchmarking. It supports diversified portfolio
construction, follow-on investing and it enables
participation in co-investments and secondaries, as well
as expanding global reach.

In venture capital, scale is not about size for its own sake. It
is about proximity - to information, to relationships and to
the outlier outcomes that drive returns. Investors with scale
can operate closer to the center of the venture ecosystem.
Investors without scale may operate at its edge.

At LGT Capital Partners, we believe since venture
outcomes are so concentrated, that difference in
positioning can materially influence results.
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