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Does Consumer Duty oblige  
you to add venture capital to  
client portfolios? 
Suppose you were told that you could add an asset to client portfolios that would 
improve expected returns without increasing portfolio risk. Wouldn’t you be 
interested? Wouldn’t Consumer Duty force you to be interested?  

Now, what if you were told that asset was venture capital? Perhaps some objections 
immediately come to mind, and, if they do, they probably relate to risk in some way. 
It is true that individual venture capital investments are riskier than the usual quoted 
equities or bonds, even after the excellent tax reliefs that SEIS, EIS and VCTs bring. 
But as a whole, they are also a diversifying asset class, and this is the key to making 
them essential investments. 

Venture capital as a diversifier 
Investors who come to venture capital from quoted equities sometimes think of 
these companies as smaller versions of listed stocks. However, this isn’t right: the 
companies in which venture capital invests are doing fundamentally different things 
– for example, startups (seed investments) are trying to find that first customer or 
product/market fit while scaleups are effectively pushing a new product into a 
market. How easy or hard these are is almost independent of what the economy is 
doing, unlike the stock market.  

However, returns aren’t completely independent. Venture capital companies are 
largely unquoted, and the main route to exit for investments is a sale to a larger, 
often quoted, company. There is more demand and higher prices when the latter is 
doing well, which is usually when the stock market is strong. The net effect is that 
venture capital is partially correlated with the stock market: academic research 
suggests the correlation is just under 0.5. For reference, bonds are just under 0.4. 
So, venture capital is a pretty good diversifier. 

Adding venture capital to portfolios 
In our white paper, we asked the question, “how much should your clients invest in 
venture capital?” We took a standard asset allocation model, and investigated what 
happens when you add venture capital with no tax reliefs to a portfolio of quoted 
equities and bonds. In the paper, we did this for a range of asset allocations, but we 
focused mostly here on the classic portfolio split of 60% equity/40% bond. This also 
allows for venture capital being a risky, but diversifying, asset class. 

The net result was that 60/40 investors could improve expected returns by about 
0.5% p.a. without changing total portfolio risk. For 80/20 investors, that improvement 
becomes 1% p.a. Over time, these compound into meaningful additions to portfolio 
returns: an extra 0.5% a year is 10.4% more cash after 20 years.  
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http://hardmanandco.com/tes-white-paper-how-much-should-clients-invest-in-venture-capital/
https://ifamagazine.com/article/enterprise-investment-schemes-eis-annual-report-2023/
https://ifamagazine.com/article/enterprise-investment-schemes-eis-annual-report-2023/
https://www.syndicateroom.com/
https://novagrowthcapital.co.uk/
https://www.onefourninegroup.co.uk/
https://www.deepbridgecapital.com/
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Asset allocation 
The chart below shows the asset allocation to venture capital required to make this 
change. We split venture capital into seed investments and scaleup investments. The 
latter dominate overall investments by weight of money, and the companies are 
generally better developed than seed ones. This means scaleups should fail less often 
than seed companies, but the expected return should be lower too (although still 
higher than quoted equities). We would expect most diversified venture portfolios to 
have mostly scaleup investments and a smaller proportion of seed ones.  

 

Optimal allocation of venture capital in portfolio 

 
 

Source: Hardman & Co Research 
 

The vertical lines denote the 60/40 and 80/20 investor; the range in between should 
cover the majority of investors. You can see that the suggested asset allocation will 
be low double digits for a 60/40 investor, to approaching 20% for the 80/20 investor. 
Even lower-risk investors should get smaller allocations: the idea that high-risk 
investments are only for high-risk investors isn’t true when assets diversify.  

Rebalancing 
However, the asset allocation process doesn’t end there. The chart overleaf 
illustrates the optimal portfolio for our 60/40 investor when adding venture capital 
and keeping risk constant. It is not simply a matter of adding venture capital, or even 
substituting it for some quoted equity exposure: additional assets need to be moved 
from equities to bonds.  

Intuitively, this makes sense. We have added a riskier asset; so, to keep risk constant, 
we need to reduce the risk elsewhere in the portfolio. Fortunately, recent moves in 
bond yields make that more palatable than perhaps was the case in 2021. 
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Effect of added venture capital on portfolio weights for 60/40 investor 

 
 

Source: Hardman & Co Research 
 

Tax reliefs 
Venture capital is hard to access through pensions and mutual funds, so SEIS, EIS 
and VCTs are the main investment route. Although the tax reliefs are ignored in the 
above analysis, they are very generous and make investing in venture capital even 
more attractive! 

The analysis also shows that the common strategy of investing solely in pensions 
until the limit is reached and then looking for the next tax break is damaging to 
clients: investors are being denied extra return potential. The tax breaks of SEIS, EIS 
and VCTs mean that venture capital can stand alongside pensions in tax terms, and 
investments in both should be made in parallel, not sequentially. 

Exceptions 
There are still some investors for who venture capital may not be suitable, but these 
are quite limited. We suggest three: i) the lowest-risk investors – those with 25% 
equity exposure or less; ii) venture capital is (mostly) unquoted, with investments 
being illiquid until an exit event occurs – so those with very limited liquid assets 
should be careful; and iii) investors with limited assets – they may not have a big 
enough portfolio to diversify the venture capital portfolio properly. 

Summary 
It may sound too good to be true but, if past performance is replicated, you can 
improve expected returns without increasing portfolio risk. A sprinkling of venture 
capital should be a normal part of most investors’ portfolios. It means taking care 
with asset allocation, but this is how advisers add value. 

To find out more, read the full white paper at www.hardmanandco.com/tes-white-
paper-how-much-should-clients-invest-in-venture-capital. 

 

Important notice to readers: Attention of readers is drawn to the important disclaimers at the end of this document. This document 

is intended for advisers and should not be taken as investment advice. Individual investors should take professional advice on 

investing in this area. 
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Disclaimer 
Hardman & Co provides professional independent research services and all information used in the publication of this report has been compiled from publicly 
available sources that are believed to be reliable. However, no guarantee, warranty or representation, express or implied, can be given by Hardman & Co as 
to the accuracy, adequacy or completeness of the information contained in this research and they are not responsible for any errors or omissions or results 
obtained from use of such information. Neither Hardman & Co, nor any affiliates, officers, directors or employees accept any liability or responsibility in 
respect of the information which is subject to change without notice and may only be correct at the stated date of their issue, except in the case of gross 
negligence, fraud or wilful misconduct. In no event will Hardman & Co, its affiliates or any such parties be liable to you for any direct, special, indirect, 
consequential, incidental damages or any other damages of any kind even if Hardman & Co has been advised of the possibility thereof.    

This research has been prepared purely for information purposes, and nothing in this report should be construed as an offer, or the solicitation of an offer, to 
buy or sell any security, product, service or investment. The research reflects the objective views of the analyst(s) named on the front page and does not 
constitute investment advice.  However, the companies or legal entities covered in this research may pay us a fixed fee in order for this research to be made 
available. A full list of companies or legal entities that have paid us for coverage within the past 12 months can be viewed at 
http://www.hardmanandco.com/legals/research-disclosures. Hardman may provide other investment banking services to the companies or legal entities 
mentioned in this report. 

Hardman & Co has a personal dealing policy which restricts staff and consultants’ dealing in shares, bonds or other related instruments of companies or legal 
entities which pay Hardman & Co for any services, including research. No Hardman & Co staff, consultants or officers are employed or engaged by the 
companies or legal entities covered by this document in any capacity other than through Hardman & Co.  

Hardman & Co does not buy or sell shares, either for their own account or for other parties and neither do they undertake investment business. We may 
provide investment banking services to corporate clients. Hardman & Co does not make recommendations. Accordingly, they do not publish records of their 
past recommendations. Where a Fair Value price is given in a research note, such as a DCF or peer comparison, this is the theoretical result of a study of a 
range of possible outcomes, and not a forecast of a likely share price. Hardman & Co may publish further notes on these securities, companies and legal 
entities but has no scheduled commitment and may cease to follow these securities, companies and legal entities without notice. 

The information provided in this document is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such 
distribution or use would be contrary to law or regulation or which would subject Hardman & Co or its affiliates to any registration requirement within such 
jurisdiction or country. 

Some or all alternative investments may not be suitable for certain investors. Investments in small and mid-cap corporations and foreign entities are 
speculative and involve a high degree of risk. An investor could lose all or a substantial amount of his or her investment. Investments may be leveraged and 
performance may be volatile; they may have high fees and expenses that reduce returns. Securities or legal entities mentioned in this document may not be 
suitable or appropriate for all investors. Where this document refers to a particular tax treatment, the tax treatment will depend on each investor’s particular 
circumstances and may be subject to future change. Each investor’s particular needs, investment objectives and financial situation were not taken into 
account in the preparation of this document and the material contained herein. Each investor must make his or her own independent decisions and obtain 
their own independent advice regarding any information, projects, securities, tax treatment or financial instruments mentioned herein. The fact that Hardman 
& Co has made available through this document various information constitutes neither a recommendation to enter into a particular transaction nor a 
representation that any financial instrument is suitable or appropriate for you. Each investor should consider whether an investment strategy of the purchase 
or sale of any product or security is appropriate for them in the light of their investment needs, objectives and financial circumstances.  

This document constitutes a ‘financial promotion’ for the purposes of section 21 Financial Services and Markets Act 2000 (United Kingdom) (‘FSMA’) and 
accordingly has been approved by Capital Markets Strategy Ltd which is authorised and regulated by the Financial Conduct Authority (FCA).  

No part of this document may be reproduced, stored in a retrieval system or transmitted in any form or by any means, mechanical, photocopying, recording 
or otherwise, without prior permission from Hardman & Co. By accepting this document, the recipient agrees to be bound by the limitations set out in this 
notice. This notice shall be governed and construed in accordance with English law. Hardman Research Ltd, trading as Hardman & Co, is an appointed 
representative of Capital Markets Strategy Ltd and is authorised and regulated by the FCA under registration number 600843. Hardman Research Ltd is 
registered at Companies House with number 8256259. 

(Disclaimer Version 8 – Effective from August 2018) 

Status of Hardman & Co’s research under MiFID II 
Some professional investors, who are subject to the new MiFID II rules from 3rd January, may be unclear about the status of Hardman & Co research and, 
specifically, whether it can be accepted without a commercial arrangement. Hardman & Co’s research is paid for by the companies, legal entities and issuers 
about which we write and, as such, falls within the scope of ‘minor non-monetary benefits’, as defined in the Markets in Financial Instruments Directive II. 

In particular, Article 12(3) of the Directive states: ‘The following benefits shall qualify as acceptable minor non-monetary benefits only if they are: (b) ‘written 
material from a third party that is commissioned and paid for by a corporate issuer or potential issuer to promote a new issuance by the company, or where 
the third party firm is contractually engaged and paid by the issuer to produce such material on an ongoing basis, provided that the relationship is clearly 
disclosed in the material and that the material is made available at the same time to any investment firms wishing to receive it or to the general public…’ 

The fact that Hardman & Co is commissioned to write the research is disclosed in the disclaimer, and the research is widely available. 

The full detail is on page 26 of the full directive, which can be accessed here: http://ec.europa.eu/finance/docs/level-2-measures/mifid-delegated-regulation-
2016-2031.pdf 

In addition, it should be noted that MiFID II’s main aim is to ensure transparency in the relationship between fund managers and brokers/suppliers, and 
eliminate what is termed ‘inducement’, whereby free research is provided to fund managers to encourage them to deal with the broker. Hardman & Co is not 
inducing the reader of our research to trade through us, since we do not deal in any security or legal entity. 

http://www.hardmanandco.com/legals/research-disclosures
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