
I N S I D E  T H I S  I S S U E

Introduction 1
Private Equity 5
    Venture Capital 5

    Buyouts  6

Private Debt 7

Private Real Estate 8

Natural Resources 9

PRIVATE CAPITAL 
QUARTERLY
F O U R T H  Q UA R T E R  2020



© 2021 Fu n d Ev a lu at i o n G ro u p,  LLCPAG E 1 

Last year was tumultuous for all segments of the market, and private markets were not immune to the chaos.  
Like the disparate performance between asset classes and sectors witnessed in public markets, private markets  
also experienced varied, and sometimes surprising, impacts.

Fundraising, for example, soared to record levels for buyout funds in 2019, but fell 30% in 2020 to a level not seen 
since 2016.1 Conversely, increased reliance on technology and interest in biotech and life sciences in 2020 fueled 
an increase in venture capital (VC) fundraising of over 20%. This occurred even as many funds were sitting on 
tremendous amounts of dry powder.

Similarly, performance was strong in some areas of the real estate market, such as data centers, and absolutely 
devastating in areas such as retail, malls, and hotels due to the impacts of the pandemic. The subsequent sections 
of this Private Capital Quarterly highlight key elements of 2020 and the current state of private markets across 
venture capital, buyout, debt, real estate, and natural resources. 

To start, however, this publication looks to what the future may hold and highlights a few elements from each of 
these asset classes that we believe may provide opportunities for investors in 2021 and in the coming years.

COVID-19 and the Impacts to the Outlook for Private Capital 
PR I VAT E EQU I T Y
Technology-related public stocks dominated U.S. equity performance throughout most of 2020. COVID-19 and 
work-from-home directives accelerated technology adoption across industries, including education, healthcare, 
consumer, and logistics, among others. As we proceed, private equity may continue to offer a way to invest in 
technology and life sciences, and with a significantly larger opportunity set than what will likely be found in the 
public markets. For example, there are only 369 companies in the Russell 3000 technology sector, while 3,413 
software and technology companies have been sold through acquisitions, held initial public offerings (IPOs), or 
been bought by larger private equity firms over the last five years.2
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The technology-related private market opportunity offers a wide spectrum of entry points in a company’s life 
cycle. There are VC firms which only invest in relatively unknown early-stage start-up companies where small 
teams work together around a single table. At the other end of the spectrum, there are large and mega cap buyout 
funds, which only invest in technology companies with thousands of employees. In between these extremes, 
there are funds of varying sizes and stages, including growth equity firms and smaller buyout funds. 

Much like the development and growth of the technology sector, the life science sector attracted significant 
attention in 2020, as COVID-19 placed a spotlight on drug development and IPO activity increased. Scientific 
advancements in genomics, immunology, and other areas have created a new wave of drugs coming through the 
approval pipeline.

Large drug companies are in constant need of replenishing their product pipelines and no longer rely primarily 
on in-house development to replenish those pipelines. Instead, these large drug companies often acquire smaller 
companies and are investing earlier and earlier in the drug approval process with their acquisitions. 

To illustrate, acquisitions of pre-clinical life science companies accounted for 6% of all acquisitions in 2011. This 
number has grown over time, and stood at 26% in 2020. The median deal value of acquisitions increased from 
$461 million in 2017 to $770 million in 2020, despite assets being acquired earlier in the approval process.
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BIOPHARMA INVESTORS ARE INVESTING IN OPPORTUNITIES AT EARLIER STAGES
VC-Backed Biopharma, Large Cap Pharma M&A by Stage

Similar to the technology sector, the life science private market includes early-stage venture firms and larger, 
multi-stage firms, as well as crossover funds in the public market that also invest in privately held companies.

While the opportunity set is robust, privately held companies often involve higher risk. Technology companies 
can have customer concentration, thin or incomplete management teams, and might encounter significant 
competition. Healthcare companies might suffer failed drug trials or have products that are not as effective as 
expected. Finally, elevated pricing adds additional risk. 

Investors should take a selective approach. Each stage of investing has a different risk/return profile, which should 
be kept in mind when allocating capital to these high growth sectors.
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PR  I  VAT  E  D E B T
In a world of low rates, we believe private debt opportunities are a viable option for investors. FEG emphasizes 
investing with experienced cash flow-focused lenders across the corporate capital structure—e.g., senior, 
unitranche, and mezzanine debt. These lenders generally focus on both private equity sponsored and non-
sponsored transactions and typically focus on the U.S. lower middle and middle market, which is generally defined 
as the approximately 200,000 private companies with annual revenues between $10 million and $1 billion. 

The lower end of this market is typically unable to access capital in the public markets due to the relatively modest 
loan demands relative to larger companies. This has been an area of emphasis, as smaller companies are generally 
deemed to be “riskier” than larger companies, which leads to attractive lending opportunities for those capable of 
properly analyzing these companies.

For a more detailed view of FEG’s outlook on the fixed income markets, please see the recently published FEG 
Insight, Navigating Low Yield Waters.

R E  A L A  S  S  E  T  S
Real Estate
Commercial real estate pricing has begun to correct following the initial onset of the pandemic, though with 
significant variation by property type. Hotels and retail face significant distress, but these market segments are by 
far the most impacted by COVID-19. Future income faces concerns over rent collections, rental rates, and growth 
prospects. This has led to a reduction in commercial transaction activity. Nevertheless, transaction activity is 
picking up for property types that are suffering lesser impacts from COVID-19, such as industrial and multifamily. 

Despite the turmoil, there does not appear to be a broad distressed opportunity in real estate, and clearly not to 
the scale witnessed during the Global Financial Crisis (GFC). Unlike the GFC, there is significant capital available 
to be deployed, as illustrated by the amount of private fund capital and the record number of funds (900+) in the 
market. That creates some cushion for the market, but also drives competition for properties. 

Instead, FEG expects opportunistic managers to find select compelling investments consistent with their mandates. 
One example is single-family housing, an area which saw double-digit inflation in 2020 driven by several factors, 
including record-low interest rates, limited supply of affordable housing—due to a lack of building following the 
GFC—and growing demand from millennials looking to buy homes. If economic recovery persists, demand may 
continue to outpace supply.

Energy 
Within the energy space, FEG expects that clean energy and demand for renewables will continue to attract 
capital, as investors seek to capitalize on the energy transition story. The impact of these forces has already been 
witnessed in the fast-moving public markets.
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In addition to direct investment in renewables, an ancillary opportunity may lie in the key inputs for clean energy 
infrastructure, as well as for electric vehicles and batteries, which include many basic materials such as copper, 
nickel, lithium, and cobalt. Therefore, buildout of renewable energy could drive demand for materials and push 
prices higher.

¹ Pitchbook data
² Russell and Pitchbook data

 

Summary
The pandemic has shifted the balance of the world considerably, and these pressures have cascaded through the 
economy, public markets, and private markets. As the recovery from the pandemic continues, the market will 
seek to rebalance, leading to opportunities across and within the segments of the market benefiting from the 
most unique of tailwinds, as well as those that persevere through difficult headwinds.

RENEWABLE ENERGY AND ENERGY STORAGE REQUIRE METALS AND MINING
Metals Commodity Inputs by End Uses

METAL/
MINERAL TYPE

KEY END USES

ELECTRIC 
VEHICLES

BATTERIED  
AND STORAGE 
EFFICIENCES RENEWABLES

CLEAN ENERGY AND 
SOCIAL TRENDS

TECHNOLOGY AND 
DAILY LIFE PRODUCTS

Copper Base Metal x x x x x

Nickel Base Metal x x x x

Lithium Energy Metals x x x

Cobalt Energy Metals x x x

Zinc Base Metal x

Data source: Tembo Capital
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Deal value tops $150 billion for the first time ever       December 31, 2020
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Data source: Pitchbook/NVCA Venture Monitor 4Q 2020

D E A L VA LU E TO P S $150 B I L L I O N  
FO R T H E FI R S T T I M E E V E R

PRIVATE EQUITY

Venture Capital
• Venture capital funds demonstrated 

remarkable resilience in 2020 as record 
highs were set for fundraising, investing, 
and exits. 

• U.S. venture funds raised $73.6 billion in 
2020, with investors increasing exposure to 
the private markets. A record $156.2 billion 
was invested during 2020. A new high was 
also set when $290.1 billion of exit value was 
monetized, driven by IPOs and acquisitions.

• Mega deals—financing rounds of $100 
million or more—drove investment activity 
in 2020, with another record year. 

• Non-traditional venture funds have also 
impacted the data, with corporate venture 
capital (CVC) and public investors increasing 
their exposure to privately held venture-
backed companies. 

• The traditional VC sectors of enterprise 
software, consumer internet, and life 
science all saw robust investment activity in 
2020. As more people have begun working 
and shopping from home, the need for 
better solutions has increased. Life science 
investment activity has also accelerated 
under COVID-19, as firms look for specific 
COVID therapies and vaccines and recognize 
the need for antivirals and antibacterial 
therapies. 

• After the volatility in the first half of the year 
gave companies pause in going public, IPO 
activity surged in the second half.

• Venture fund performance has remained 
strong, with top quartile internal rates of 
return (IRRs) landing above 20% for each 
vintage of the last decade.

INVESTOR IMPLICATIONS
Investors should be prepared for volatility due 
to the high valuations and capital flows.
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Buyouts
• Global private equity buyout fundraising 

totals for 2020 were negatively impacted 
by COVID-19. Through December 31, 2020, 
global leveraged buyout funds raised 
roughly $285 billion of aggregate capital 
commitments, a 30% decrease from the 
same period in the prior year.1

• Annual U.S. buyout investment deal values 
and volume were down 32% and 24% year-
over-year, respectively.2 This marks the 
first time since 2009 that both deal-making 
value and count diminished. Private equity 
firms continued to prioritize add-ons, 
which accounted for roughly 72% of annual 
transaction volume.3

• During 2020, the median purchase price 
multiple for a U.S. buyout transaction 
was 14.1x earnings before interest, taxes, 
depreciation, and amortization (EBITDA). 
Leverage ratios remained relatively constant 
at 6.3x EBITDA.4

• Overall, U.S. private exit value and volume 
were down just 9% and 30%, respectively, 
from the same time period in the prior year.5 
Software deals accounted for 16% of overall 
deal value, a slight increase from 2019 (13%) 
and significant increase from 2009 (5%).6

• Private equity fund performance was 
strong through the third quarter, the most 
recent quarterly data available. The spread 
between the top and bottom quartiles 
remained above 1,000 basis points.7

INVESTOR IMPLICATIONS
Investors are encouraged to remain cautious 
and partner with managers focused on 
creating value via operational improvements 
as opposed to financial engineering. FEG 
believes disciplined general partners should 
be well-positioned to benefit in the new, 
post-pandemic world.
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¹,² Prequin Pro

PRIVATE DEBT
• The fourth quarter saw a continuation of the 

strong public credit market rally that began 
in late March. High yield bonds yielded less 
than 5% at year-end, while bank loans also 
benefitted from a resurgent collateralized 
loan obligation (CLO) market.

• Distressed debt opportunities came and 
went very quickly in 2020, as did fundraising. 
Indeed, a review of private debt fundraising 
in the third quarter of 2020 showed the 
closing of only one distressed debt fund, 
versus the closing of five direct lending and 
seven mezzanine debt funds.1 

• In every year since 2015, the fourth quarter 
saw the most significant number of private 
debt fund closings. FEG anticipates the 
fourth quarter of 2020 will be no different, 
as investors look to complete year-end 
allocations.2

INVESTOR IMPLICATIONS
Given the rally in public credit, the illiquidity 
premium for private lending has returned, 
which should make 2021 an attractive 
vintage year for investors.
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PRIVATE REAL ESTATE
• The National Council of Real Estate 

Investment Fiduciaries (NCREIF) Property 
Index posted a slight gain of 0.7% during  
the fourth quarter and a gain of 1.6% for the 
year. This gain was mostly attributable to 
strong performance of industrial properties, 
with a total return of 4.7% in the fourth 
quarter and 11.9% for the calendar year. 
Conversely, retail properties (-1.2%) and 
hotel properties (-3.3%) continued to show 
declines due to the impact of the pandemic.¹

• Commercial property transaction volume fell 
57% in the third quarter (latest available data), 
continuing the trend from earlier in the year.² 
As was the case across real estate markets, 
transaction volume varied significantly by 
property type. Industrial activity was robust, 
while volume in retail and hotels remained 
depressed. In the wake of the pandemic, 
investors have been re-evaluating the 
fundamentals of urban office properties in 
major metropolitan areas, where the outlook 
remains uncertain. Migration by individuals 
and companies away from large coastal 
markets to more affordable secondary 
markets appears to be a growing trend.

• Real estate values in aggregate remained 
surprisingly stable through 2020. This was 
likely due to wide disparity in property type 
performance, with gains in sectors  such as 
industrial and data centers offsetting severe 
losses in other areas such as retail and hotel. 
The public real estate market, as measured 
by the FTSE NAREIT Index, finished the year 
with a 5% decline, outpacing the private 
real estate indices.³ Notably, “niche” 
property types—data centers, self-storage, 
and single-family housing—continued to 
outperform “core” property types, such as 
office, retail, and hotels.⁴

• As of year-end 2020, there were over 1,000 
private real estate funds in the market 
seeking to raise capital.⁵ This is nearly 
double the number of funds in the market 
in early 2017. Additionally, there was an 
estimated $335 billion in “dry powder” or 
capital available to be deployed in private 
real estate. ¹, ⁴ NCREIF; Data of December 31, 2020

² Real Capital Analytics, Third Quarter 2020
³ NCREIT, Data as of December 31, 2020
⁵ Preqin, Data as of December 2020
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INVESTOR IMPLICATIONS
The current real estate market differs from the downturn in 2008-
2009, as there is ample capital available and distress is confined to 
a few segments of the market. Record-low interest rates should 
continue to be supportive of real estate values. With a wide 
variation between property type fundamentals, opportunistic 
managers with a flexible mandate may be well-positioned to 
selectively identify attractive deal flow in both debt and equity. 
Areas to consider include those benefiting from pandemic-induced 
disruptions, such as digital infrastructure, single-family residential, 
and development deals offering more attractive returns.
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NATURAL RESOURCES
• Oil rose 20% in the fourth quarter to close 

at $48.52/barrel as of year-end. For the full 
year, however, oil prices declined 20%, largely 
due to demand destruction arising from 
the pandemic. Natural gas prices posted a 
slight gain of 0.5% in the fourth quarter, to 
close at $2.53/mmbtu, but rose 20% for the 
year.¹ Natural gas prices benefited from an 
improving supply/demand outlook driven by 
U.S. liquid natural gas (LNG) export demand 
and production shut-ins due to hurricanes in 
the Gulf of Mexico.  

• Bankruptcies in upstream energy continued 
through the fourth quarter, with six 
upstream companies filing for Chapter 11, 
bringing the total for 2020 to 46 exploration 
and production bankruptcies. Notably, 
2020, saw several high-profile, multi-billion 
companies file, including Chesapeake 
Energy and Ultra Petroleum.  Combined 
with Chapter 11 bankruptcy filings of oilfield 
service companies, since 2015, more than 
500 bankruptcies have been filed in the 
North American oil and gas industry.² 

• The U.S. oil rig count increased during the 
fourth quarter after reaching multi-year 
lows earlier in the year. As of early January 
2021, the oil rig count stood at 275, the 
highest since May, and up from 183 rigs at 
the end of the third quarter. The natural 
gas rig count rose to 84, the highest level 
since April 2020 and up from 75 at the end 
of the third quarter. The total rig count (oil 
and natural gas) reached a record low of 
244 in August, according to Baker Hughes 
data going back to 1940. Upstream energy 
companies continued to curtail production 
in response to demand destruction as a 
result of the pandemic.³
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INVESTOR IMPLICATIONS
The energy sector stands out as one of the only areas of the market characterized by a lack of capital availability. 
The industry continues to right-size after years of overspending and the focus has shifted to paying down debt and 
cash flow generation. Signs of stabilization are slowly beginning to appear, with public energy stocks leading the 
market in early 2021.  We believe that current distress should create attractive deal flow for investors with capital 
to deploy. Production cuts by upstream producers may lead to a more favorable supply/demand picture in 2021.
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Cincinnati, OH 45202, Attention: Compliance Department.

The information herein was obtained from various sources. FEG does not guarantee the accuracy or completeness of such information provided by third parties. 
The information in this report is given as of the date indicated and believed to be reliable. FEG assumes no obligation to update this information, or to advise on 
further developments relating to it. FEG, its affiliates, directors, officers, employees, employee benefit programs and client accounts may have a long position in 
any securities of issuers discussed in this report. 

Index performance results do not represent any managed portfolio returns. An investor cannot invest directly in a presented index, as an investment vehicle 
replicating an index would be required. An index does not charge management fees or brokerage expenses, and no such fees or expenses were deducted from 
the performance shown. 

Neither the information nor any opinion expressed in this report constitutes an offer, or an invitation to make an offer, to buy or sell any securities. 

Any return expectations provided are not intended as, and must not be regarded as, a representation, warranty or predication that the investment will achieve 
any particular rate of return over any particular time period or that investors will not incur losses. 

Past performance is not indicative of future results.

Investments in private funds are speculative, involve a high degree of risk, and are designed for sophisticated investors.

An investor could lose all or a substantial amount of his or her investment. Private capital funds’ fees and expenses may offset private capital funds’ profits. Private 
capital funds are not required to provide periodic pricing or valuation information to investors except as defined in the fund documents. Private capital funds may 
involve complex tax structures and delays in distributing important tax information. Private capital funds are not subject to the same regulatory requirements as 
mutual funds. Private capital funds are not liquid and require investors to commit to funding capital calls over a period of several years; any default on a capital 
call may result in substantial penalties and/or legal action. Private capital fund managers have total authority over the private capital funds. The use of a single 
advisor applying similar strategies could mean lack of diversification and, consequently, higher risk.

All data is as of December 31, 2020 unless otherwise noted.

INDICES
Bloomberg Barclays US Corporate High Yield Index represents the universe of fixed rate, non-investment grade debt. Eurobonds and debt issues from countries 
designated as emerging markets are excluded but, Canadian and global bonds (SEC registered) of issuers in non-EMG countries are included. The index includes the 
corporate sectors: Industrials, Utilities, and Finance, encompassing both US and non-US Corporations. See www.bloomberg.com for more information

The Russell Indices are constructed by Russell Investment. There are a wide range of indices created by Russell covering companies with different market 
capitalizations, fundamental characteristics, and style tilts. See www.russellinvestments.com for more information.

The FTSE NAREIT Composite Index (NAREIT) includes only those companies that meet minimum size, liquidity and free float criteria as set forth by FTSE and 
is meant as a broad representation of publicly traded REIT securities in the U.S.  Relevant real estate activities are defined as the ownership, disposure, and 
development of income-producing real estate.  See www.ftse.com/Indices for more information.

The S&P 500 Index is capitalization-weighted index of 500 stocks. The S&P 500 Index is designed to measure performance of the broad domestic economy through 
changes in the aggregate market value of 500 stocks representing all major industries.

The NCREIF Property Index is a quarterly time series composite total rate of return measure of investment performance of a very large pool of individual commercial 
real estate properties acquired in the private market for investment purposes only.

HFRI ED: Distressed/Restructuring Index — Distressed/Restructuring strategies which employ an investment process focused on corporate fixed income 
instruments, primarily on corporate credit instruments of companies trading at significant discounts to their value at issuance or obliged (par value) at maturity 
as a result of either formal bankruptcy proceeding or financial market perception of near term proceedings. Managers are typically actively involved with the 
management of these companies, frequently involved on creditors' committees in negotiating the exchange of securities for alternative obligations, either swaps 
of debt, equity or hybrid securities. Managers employ fundamental credit processes focused on valuation and asset coverage of securities of distressed firms; 
in most cases portfolio exposures are concentrated in instruments which are publicly traded, in some cases actively and in others under reduced liquidity but in 
general for which a reasonable public market exists. In contrast to Special Situations, Distressed Strategies employ primarily debt (greater than 60%) but also may 
maintain related equity exposure.
Information on any indices mentioned can be obtained either through your consultant or by written request to information@feg.com.
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The CFA designation is a professional certification issued by the CFA Institute to qualified financial analysts who: (i) have a bachelor’s degree and four years of 
professional experience involving investment decision making or four years of qualified work experience[full time, but not necessarily investment related]; (ii) complete 
a self‐study program (250 hours of study for each of the three levels); (iii) successfully complete a series of three six‐hour exams; and (iv) pledge to adhere to the CFA 
Institute Code of Ethics and Standards of Professional Conduct.
The Chartered Alternative Investment Analyst Association® is an independent, not‐for‐profit global organization committed to education and professionalism in the 
field of alternative investments. Founded in 2002, the CAIA Association is the sponsoring body for the CAIA designation. Recognized globally, the designation certifies 
one’s mastery of the concepts, tools and practices essential for understanding alternative investments and promotes adherence to high standards of professional 
conduct.
Research and Portfolio Management Team as of date of publication.

RESEARCH AND PORTFOLIO MANAGEMENT TEAM
LILLIAN B. AMBROSIUS 
Research Analyst 
Responsive Investing

CHERYL A. BARKER 
Vice President 
Research 

NOLAN M. BEAN, CFA, CAIA 
Managing Principal 
Head of Institutional Investments

KEITH M. BERLIN 
Senior Vice President 
Director of Global Fixed Income and Credit

PATRICK BONNELL 
Research Analyst 
Global Fixed Income and Credit

CHRISTIAN S. BUSKEN 
Senior Vice President 
Director of Real Assets

KEVIN J. CONROY, CFA, CAIA 
Vice President 
Hedged Strategies

GREGORY M. DOWLING, CFA, CAIA 
Managing Principal 
Chief Investment Officer, Head of Research

SUSAN MAHAN FASIG, CFA 
Managing Principal 
Portfolio Manager, Private Investments

ANTHONY L. FESTA, CFA 
Managing Principal 
Head of Portfolio Strategy

MICHAEL B. FRANKE, CFA, CAIA 
Senior Research Analyst 
Hedged Strategies 

ANANYA HANDA 
Senior Research Analyst 
Global Fixed Income and Credit

EMILY C. HOGYA  
Senior Portfolio Analyst 
Portfolio Management

BRIAN A. HOOPER, CFA 
Senior Vice President 
Global Equities

GREGORY D. HOUSER, CFA, CAIA 
Director 
Research

MARK A. KOENIG, CFA 
Senior Vice President 
Director of Quantitative Analysis

SWECHCHA KURAPATI 
Research Analyst 
Global Equities

R. MITCHELL LANGE 
Research Analyst 
Global Fixed Income and Credit

J. ALAN LENAHAN, CFA, CAIA 
Managing Principal 
Chief Investment Officer,  
Head of Portfolio Management

CHARLIE W. LUECKE 
Senior Research Analyst 
Private Equity

LAUREN M. MAYERNIK 
Senior Research Analyst 
Private Equity

SEAN P. McCHESNEY 
Vice President 
Hedged Strategies

MICHAEL J. O'CONNOR, CFA, CAIA 
Vice President 
Assistant Portfolio Manager,  
Public Investments

LAURA POECKES 
Research Analyst 
Public Equity

D. TAYLOR SIMPSON 
Senior Research Analyst 
Real Assets

BENJAMIN C. SULLIVAN 
Senior Research Analyst 
Global Equities

G. SCOTT TABOR, CAIA 
Senior Vice President 
Private Capital

STEVEN G. THIEME, CFA, CAIA 
Senior Research Analyst 
Hedged Equity

DANIEL I. TIRPACK, J.D. 
Senior Research Analyst 
Real Assets

NATHAN C. WERNER, CFA, CAIA 
Senior Vice President 
Director of Private Equity
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Cincinnati, Ohio 45202
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