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Private Equity 
AS ASSET CLASS GROWS, CONTINUES TO DELIVER FOR INVESTORS

Private equity thus far through 2019 has continued to deliver 
the returns investors have come to anticipate out of the 
asset class, with U.S. private equity funds up 10.6% YTD1 and 
international private equity funds up 9.7%.2 U.S. venture capital 
funds were up 13.8% YTD,3 as they provided the strongest 
returns led by significant IPOs and elevated valuations, as 
investors continued to seek out growth investments.  
Relative performance remains challenged due to the timing of public market 
volatility as a market pullback in 4Q2018 contributed to private equity’s significant 
outperformance in 2018, and the subsequent public market snap back in 1Q2019 
presented a tough year for the industry on a relative basis vs. public equities. 
However, looking at the last twelve months from June, which accounts for both 
volatile public market periods, U.S. private equity funds have outperformed the 
Russell 3000 by 4.8% (13.8%4 vs. 9.0%5). 

Private equity has proven to be an essential component of the U.S. economy, 
as it provides liquidity within the private market to entrepreneurs as well as 
capital and expertise to businesses that strive to grow faster and become 
more efficient. While private equity continues to mature as an asset class, an 
increasing amount of investors and managers are attracted to the growing 
number of private market opportunities. These investment interests are further 
supported by the sustained long-term outperformance over public markets and 
the current low interest rate environment. Existing and new investors continue 
to commit incremental capital as they seek to enhance portfolio returns. 

DEMAND FOR PRIVATE EQUITY WILL REMAIN STRONG BUT FUNDRAISING 
LIKELY TO FALL BELOW 2019 LEVEL
The U.S. and global private equity industry raised a record amount of capital 
in 2019, collecting $373 billion from the U.S.6 and $688 billion globally.7 Private 
equity managers have responded to this strong demand by raising increasingly 
larger funds, including a growing number of mega-funds that have been raised 
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by leading private equity managers. The top five funds raised each of the last three years (2017–2019) have 
averaged $15 billion,8 a sizeable increase from the previous three years (2014–2016) when the top five funds 
averaged $9 billion by many of the same managers.9 
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Exhibit 1:  A Record Year for Fundraising

However, we believe fundraising is likely to take a step back in 2020, which will be healthy for the industry 
as dry powder continues to accumulate. Many leading private equity managers just came back to market 
the last three years, creating an expected void at the ~$15 billion fund size, which may prove difficult for the 
fundraising market to make up in order to top 2019 totals. We also believe many of these leading private 
equity managers (Blackstone, Carlyle, Leonard Green, Thoma Bravo, Vista) see a limitation on ultimate 
fund size and are increasingly looking to expand their platforms with the launch of incremental strategies 
targeting other areas of the market. We see these incremental strategies as a increasing trend in 2019, but 
at a collectively smaller size than subsequent fund increases their flagships have been able to obtain. 

Furthermore, another less obvious but growing headwind for fundraising is the increasing amount of 
capital being directly allocated by investors. As private equity allocations have increased over the last 
decade, investors have continued to look for ways to reduce the overall fees paid for their private equity 
programs. These efforts have resulted in considerable demand for co-investments and direct investments, 
which often do not come with commitments to a fund or fees. These investments are mostly unaccounted 
for within reported fundraising data making it increasingly less reflective of overall investor demand. In 
2019, a survey from BDO found that 43% of private equity funds offered co-investment opportunities to 
their investors.10 This collective sum of capital is difficult to measure but will surely increase in 2020 as 
investors continue to get comfortable with negotiating and underwriting co-investments in an effort to 
reduce overall private equity program costs.

DRY POWDER WILL REMAIN AT NEAR RECORD HIGHS IN 2020
The challenge for the industry hasn’t been raising capital but instead putting it to work. Robust fundraising, 
market expansion, and cautious deployment has resulted in a growing level of dry powder awaiting 
deployment. Preliminary global private equity dry-powder reached $1.43 trillion in 2019.11  

This level of dry powder is a mounting risk which requires keen monitoring. However, looking deeper we 
can see much of it has been raised by large funds and/or focused on expanding private equity markets 
(mega buyouts/take-privates, international, growth equity, and late stage venture).
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Source: Pitchbook as of December 31, 2019

Exhibit 2:  Dry Powder Continues to Accumulate in Large and Mega Funds
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Private equity managers faced many challenges deploying capital in 2019 with numerous uncertainties 
around geopolitical tensions, a U.S. vs. China trade war, Brexit, and the regulatory challenges provided by 
the Tax Cuts & Jobs Act which limits interest expense deductions, carried interest treatment, and business 
income deductions. Many of these challenges remain in 2020 and investors must remain cautious with 
increasing geopolitical tensions and the upcoming U.S. presidential election. 

The private equity industry remains highly competitive, but managers appear to have maintained financial 
discipline and restraint in 2019. Managers appear to have been hesitant to deploy capital at elevated 
valuations ahead of a potential market pullback that continues to be expected. This financial discipline 
wasn’t nearly as present ahead of the last market correction when a record amount of capital was deployed 
at similar elevated multiples. Additionally, the industry’s focus has shifted into more defensive and durable 
opportunities with more conservative bids and underwriting that accounts for downside scenarios that are 
possible over the next 3–5 years. 

We continue to believe that private equity manager selection is likely to be increasingly important to 
investors in 2020. There remains intense market competition for the best opportunities allowing business 
owners/management to either quickly eliminate low quality managers or require them to pay exceedingly 
high valuations to win, which has forced many new or lower quality managers to compete for more 
speculative “boom or bust” opportunities where competition is lower. 

An economic slowdown could reduce valuations and increase buying opportunities across the industry, 
which would likely be purchased quickly as managers remain ready to deploy dry powder. This is particularly 
true within large and mega funds where corporate carveouts and take-private transactions are likely to 
increase as large funds seek to deploy significant capital at lower valuations in order to take advantage 
of companies that have failed to be accepted by public markets and where capital can be infused and 
strategies reshaped under private equity ownership. If this comes to fruition, this could significantly reduce 
industry dry powder.  
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PRIVATE EQUITY VALUES ARE LIKELY TO REMAIN HIGH IN 2020
Private equity managers can’t afford to overpay for assets, nor can they afford to sit on committed 
capital due to their fee structures, as both bring down investor returns. This makes the current market 
fundamentals challenging for investors. However, the significant level of dry powder and elevated 
public equity valuations are likely to allow elevated private equity multiples to persist in 2020. Investors 
continue to take advantage of the relative value opportunity as they shift capital into private equity where 
companies continue to transact at a 27% discount. Additionally, we believe there remains opportunity 
in small and mid-cap companies where prices are a bit more rational. While U.S. average middle-market 
buyout multiples reached peak levels in 2019, 10.3x EV/EBITDA YTD,12 there continues to be opportunities 
at smaller scale businesses under $100 million in enterprise value that remain at a more normalized level 
of 8.0x EV/EBITDA.13

Sources: Bloomberg, Robert W. Baird Global M&A Monthly Report as of November 30, 2019

Exhibit 3:  Private Equity Continues to Transact at a 27% Discount to Public Equity Valuations
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VENTURE CAPITAL EXITS MAY INCREASE IN 2020 BUT LIKELY TO SEE LESS LIQUIDITY 
Venture capital investors had been anxiously awaiting the opportunity to exit many large-scale companies 
they had invested in over the last decade. As of September 2019, over 67 companies went public through 
an IPO, including mega exits from Uber and Lyft, which generated a record liquidity year for the venture 
market exceeding $120 billion for the first time, despite an exit count well below recent years. Despite 
some of the larger names underperforming, IPOs overall performed fairly well, with an average first day 
increase of 17% and an average increase of 25% for the year.14
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While 2020 is unlikely to produce the same level of liquidity as 2019, a number of exits are likely to occur 
in the first half of 2020 as valuations have dropped and can provide a more reasonable price for an IPO or 
strategic acquisition. Corporate acquirors may be more aggressive in 2020 as economic growth slows and 
as sales forecasts come down. These innovative and rapidly growing venture-backed companies remain 
attractive acquisition targets to public companies looking for innovation and to re-accelerate growth. 
Corporate acquirers, therefore, may drive a higher total number of exits in 2020 as they have been building 
up cash unwilling to pay the high valuation multiples previously accepted by the public market through 
IPOs. 

There remains a strong pipeline of late-stage venture capital backed businesses (Airbnb, Robinhood, 
Postmates, Casper, Doordash, Instacart, Poshmark) some of which will either go public through an IPO in 
the first half of 2020 or be acquired as strategic acquisitions as they look to exit ahead of a U.S. presidential 
election and before the next market recession. Much of this liquidity generated from venture capital exits 
is likely to be recycled back into early-mid stage venture opportunities where innovation is constant, and 
the next set of emerging opportunities is materializing.  

VENTURE CAPITAL LESSONS FROM 2019 WILL HELP TO EXPAND MARKET AND IMPROVE FUTURE 
INVESTMENTS
The late-stage venture capital market has emerged over the past few years as increasing private capital 
became more broadly available to rapidly growing companies, which allowed them to remain private for 
longer and grow larger than typical for late-stage venture-backed companies. The past few years numerous 
companies saw their valuations grow to greater than $10 billion, creating a new category of successful 
venture-backed companies nicknamed “Decacorns” with Uber leading the way with a valuation of over $70 
billion. These companies were able to raise large capital rounds at “sky high” valuations as investors could 
not resist their robust growth profiles. 

However, cautionary signals were visible to many as these companies were raising rounds faster and larger 
than historical pacing would have suggested they required. Many venture capital managers were anxious 
to get into desirable growth companies with the belief they were likely to IPO soon or see their valuation 
increase with the next round of capital. Given this, managers were willing to look past concerns with 
business models, corporate governance, and questionable founder behavior. 

Source: Pitchbook-NVCA Venture Monitor as of December 31, 2019

Exhibit 4:  Large Venture Capital Exits Produced a Record Year for Liquidity
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While many venture capital managers have proven to be incredibly skilled at identifying trends, aiding 
entrepreneurs, building business models, and growing a company, their experience proved less transferable 
and often lacking at this scale. These mega companies presented new organizational and operational 
challenges and with less governance and oversight. Additionally, many of these larger businesses proved 
to be different than traditional “asset lite” venture companies and rather capital-intensive. This ultimately 
requires larger amounts of capital to fuel growth.

Investor skepticism increased considerably during the second half of 2019 led by public market struggles 
of both Uber and Lyft, along with WeWork’s failure to IPO. WeWork became the poster-child for late-
stage venture struggles as the company’s valuation fell from $47 billion to $8 billion requiring SoftBank, 
the largest investor, to rescue the company with an additional capital infusion and removal of the founder 
Adam Neumann. WeWork was one of many portfolio companies who struggled within SoftBank’s $100 
billion Vision Fund that provided investors cautionary lessons in 2019. 

While the late stage venture capital market remains an area we recommend being underweight, large 
investor demand is likely to continue into 2020 as growth opportunities are chased by investors and it 
remains an area capable of accepting large sums of capital. Many late-stage venture-backed companies 
will continue to accept this capital as they endeavor to remain private for longer, but investors are already 
asking a lot more questions and being more critical of these investment decisions. Valuations for large 
and/or capital-intensive companies continue to come down with the understanding private markets will 
not be able to fund these companies, and valuations need to be more in-line with what the public market or 
strategic acquirers are willing to accept. Venture capital managers are exhibiting a greater focus on capital 
efficiency, corporate governance, management oversight, and corporate culture which is a positive shift 
away from the recent “revenue growth at all costs” mentality that allowed for flexible terms and limited 
oversight in order to win deals. While 2020 may produce a weaker year for venture capital returns, with less 
large scale exits and fewer unrealistic valuations, over the next few years the market should become a more 
reliable market for investors allowing for continued expansion as venture managers learn to manage high 
growth companies at increasingly larger scales.  

A LOOK TOWARDS 2020
Investors continued to shift capital into private equity in 2019 and managers responded as they continued 
to raise both the size of their funds along with introducing new products to the market. We believe investor 
demand will continue in 2020 but fundraising is likely to fall as large funds recently raised need to be 
deployed. Dry powder is likely to remain near peak levels as managers remain disciplined with many of 
2019’s challenges persisting into 2020 along with the inclusion of a U.S. presidential election. Private equity 
valuations are expected to remain elevated as they are supported by tremendous levels of dry powder 
awaiting deployment and higher public equity valuations. Venture capital exits in 2020 may increase given 
the strong pending backlog of potential opportunities but are likely to produce less liquidity than the 
record levels investors experienced in 2019. The lessons learned from 2019 within venture capital will 
continue to be applied to future investments, which will help to grow the venture capital market in the 
years to come.  

We continue to like the private equity market as a growing asset class for institutional investors who can 
handle portfolio illiquidity. We expect investors to allocate an increasing amount of capital to the market 
in 2020 as private equity programs are further built out and investors are willing to accept more illiquidity 
in exchange for access to higher return opportunities.
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The sources of information used in this report are believed to be reliable. Marquette Associates, Inc. has not independently 

verified all of the information and its accuracy cannot be guaranteed. Opinions, estimates, projections and comments on 

financial market trends constitute our judgment and are subject to change without notice. References to specific securities are 

for illustrative purposes only and do not constitute recommendations. Past performance does not guarantee future results. 

Marquette is an independent investment adviser registered under the Investment Advisers Act of 1940, as amended. 

Registration does not imply a certain level of skill or training. More information about Marquette including our investment 

strategies, fees and objectives can be found in our ADV Part 2, which is available upon request.

About Marquette Associates

Marquette Associates is an independent investment consulting firm that guides institutional investment programs with a 

focused client service approach and careful research. Marquette has served a single mission since 1986 – enable institutions 

to become more effective investment stewards. Marquette is a completely independent and 100% employee-owned 

consultancy founded with the sole purpose of advising institutions. 

For more information, please visit www.marquetteassociates.com.
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