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I

magine yourself in Greece sometime around 550 BC. You find yourself seated by a
fire wishing instead you could sit inside where it has to be warmer. Unfortunately,
Faraday’s electric motor is centuries away from invention, and so you sit, inching
closer to the flames. A man everyone calls Aesop is telling stories that have the
audience captivated. You make a mental note that someone should be writing down
these tales, perhaps even forming them into a collection called “Aesop’s Fables,” a
catchy title that will surely sell well once the printing press is invented.
Your ears perk up when Aesop begins telling a story about
two mice. One lives a simple, contented life in the country; yet,
on some level, he envies his cousin’s glamorous lifestyle in
the city. But Aesop’s stories always have a twist, and this one
involved a cat that was hunting the city mouse, making life
scary and forcing him to enjoy his fine things in constant fear.
The country mouse decides he’d rather live his quieter, simple
lifestyle in peace.
By the time Michael Faraday hears this fable lifetimes later, the
story has evolved to be more about two distinct lifestyles, two
vastly different realities. Shouldn’t all of our ears perk up at
that description? Doesn’t it remind all of us of the investment
environment in 2020? Of the bifurcated realities caused by the events of the past year?
And, don’t we know in our hearts that this theme will continue to be an overarching
narrative throughout 2021? It’s a tale of two different backdrops, a tale — to borrow a line
from yet another author — of the best of times and the worst of times.
Ah, you seem skeptical. Consider, then, what you wished
you owned over the last year. Was it a downtown office
building or a data warehouse space? A healthcare company
or a cruise ship company? Think hard about what you want
to own in 2021 and beyond and at what price.
Keep those musings in mind as you sit back and hear from
a modern day Aesop, your humble friends at Hamilton
Lane, as we share with you the story of what transpired in
the private markets in 2020 and what is likely to happen in
2021. We spin a good yarn and, like our friend Aesop, leave
you with a lot to consider.
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We begin our tale with a look at fundraising, an area of the private markets
certainly impacted by the pandemic. Restrictions on travel and economies periodically shut down
meant that the normal ways in which funds historically have been raised and deals done — with
in-person meetings, informal, face-to-face discussions, the development of relationships — were
altered significantly. Patterns of behavior, built over decades, changed quickly. What impact did
that have on fundraising and do we think it will it have longer-lasting implications?
Chart 1.1 Opportunities Received by Hamilton Lane
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We wonder if this is surprising to you. Our data indicates that investment opportunities, whether
funds, secondaries or directs, are down about 8% year over year. This largely reflects the market
shutting down in the earlier part of 2020 more so than any fundamental change or shift in GP
or LP behavior during the pandemic. Fundraising, as well as deal doing, reverted to near normal
levels, and even higher in certain segments, as the public equity and credit markets picked up
over the course of 2020. Looking at the underlying components of the investment opportunities,
we can see where the shifts occurred in 2020 from 2019.
Chart
Opportunities Received by Hamilton Lane 2019 vs. 2020
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Credit grew over the last year — not a wholly unexpected development whenever markets
show any volatility. Growth ticked slightly upward, while buyout and real assets both saw
declines, again not surprising when you consider the kind of market we saw over the last year.
Transaction volume showed a real split personality. Direct deals actually increased whereas
secondaries experienced one of the largest year-over-year declines. Should we be surprised?
Probably not.
Deal activity was not impacted much by the relatively short decline in the public markets
and the continued strength in the debt markets. Secondary activity declined as a result of
challenges working through valuations for the first and second quarters. Those valuations are
the lifeblood of secondary pricing, and the uncertainty made price discovery between buyers
and sellers challenging. What didn’t change are the trends that have been evident for years now.
Certain sectors are proving particularly interesting to investors, and portfolios will increasingly
tilt to more direct deals, with more of a growth orientation, and with increased real asset
exposure.
Shifting our attention to what’s actually being raised in the way of primary funds, we expect
2020 fundraising to be somewhere between flat to down 10% year over year once the final
tally is in.
Chart 1.3 Global Private Markets Fundraising
All Private Markets Fundraising

% MSCI World Market Cap

$1,200

2.5%

2.0%

$800
1.5%
$600
1.0%
$400
0.5%

$200
$0
2000

2002

2004

2006

2008

2010

2012

2014

2016

2018

% of MSCI World Market Cap

USD in Billions

$1,000

0.0%
2020
Estimated

Source: Cobalt, Preqin, PEI, Bloomberg (January 2021)

But there is an even more interesting aspect to this chart, and it’s something that we noted in
our previous overview: Fundraising has been effectively flat or down for three years now. This
isn’t the kind of pattern you would see at a market top with its frenzied behavior. This means
either that we aren’t near a market top, that investors are more disciplined, or that investors are
committing less to funds and more to other investment avenues not captured in this data such
as separate accounts and/or direct deals. We can’t yet say with certainty which of these factors
is the most accurate, but we’re leaning toward a combination of the first and third. We don’t
think investors are being more disciplined, at least not consciously, although we continue to
applaud investors who refuse to chase allocation targets as their asset levels increase.
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We’ve seen a good amount of commentary suggesting the pandemic has dramatically
reduced the number of first-time funds. The lack of in-person meetings, so the narrative
goes, has made it impossible to reach investors and develop the relationships and contacts
necessary to raise that first fund. Is that accurate?
Chart 1.4 Global Fundraising by Fund Family
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Please refer to endnotes.

The answer is “yes, but…” We don’t have the final numbers for 2020 yet, but we can see that
fundraising by new fund families as a percentage of the total peaked in 2012/2013, when
emerging managers raised almost as much as established managers, and has been trending
down for nearly a decade. Many have commented that the pandemic didn’t change trends
but accelerated those that were already occurring. This may be one of those cases. The
maturation of the asset class could include a greater concentration of capital with existing
managers, a common occurrence in other asset classes as they have developed. This is
further reflected when we look at fundraising by size of fund.
Chart 1.5 Capital Raised by 10 Largest Funds
% of Fundraising by Vintage Year
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It’s easy to focus so acutely on
specific numbers or data points
and inadvertently miss some
big trends.

Let’s highlight one such
trend that might be getting
lost in the noise.
First, take a look at the
amount of capital raised
by the top 10 managers in
each vintage year. It’s been
trending up significantly
over the last several years.
That seems like an obvious
corollary to the data we
cited about the largest
funds taking market share
recently, doesn’t it? Ah, but
here comes the trend we
may very well be missing.
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Chart 1.6 Fundraising by Top 10 GPs
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Chart 1.7 Non-Flagship Fundraising
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Non-flagship funds — those funds raised by managers aside from their main, generally larger
fund — increasingly represent a more significant percentage of the total capital raised. In other
words, the biggest managers are assuming even greater overall market share by expanding
their fund offerings. For these managers, raising non-flagship funds has become an integral
part of their business.
Chart 1.8 Top 10 GPs Non-Flagship Fundraising
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Chart 1.9 Top 10 GPs Non-Flagship Fundraising
% of Non-Flagship Funds Raised
Buyout
Infrastructure

Real Estate
Natural Resources

Credit
Growth Equity

50%
40%
30%
20%
10%
0%
2001 – 2005

2006 – 2010

2011 – 2015

2016 – 2019

Source: Cobalt (January 2021)

This can’t be surprising, can it? Buyout platforms, in particular, have branched into credit,
infrastructure and real estate, and this is a trend we should all expect to continue. That’s
not to say we won’t agonize over it and debate how bad it is for the market. But, think for a
moment about other markets. Those old enough to remember the early days of mutual funds
may recall that Fidelity’s investors were largely concentrated in the Magellan Fund, their
flagship product. Gradually, other products were introduced and now, no one thinks of Fidelity
as raising a flagship fund coupled with other, smaller funds. Fidelity offers a family of funds
where investors can pick and choose their preferred style and risk/return profile. We expect
the same evolution in the private markets.
Hmmm, you’re thinking, but how have those non-flagship funds
performed compared to the flagship funds? Have historically
successful buyout managers proven adept at raising credit or
venture or insert-other-strategy-here funds?
Great questions all. Alas, we’re saving that analysis for a future
overview. (Oh, come on, we have to do something to make sure
you’ll check back in next year.)

and now a word about data
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A PUBLIC
ANNOUNCEMENT
FROM YOUR FAVORITE DATA SOURCE

40,000+

50

10,000+

98,000+

FUNDS

VINTAGE YEARS

GPs

COMPANIES

Some of you may be wondering if we make this stuff up, but we assure you that’s not
the case. We’ve long talked about our industry’s reluctance to use data, and while we are
beginning to see some signs that trend may be changing, all that really means is that the
private markets are about to enter the 20th century of information usage.

For our part, we have a massive database
and we aren’t afraid to use it.
Data as of 12/31/2020
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Aha, you’re thinking, this must simply represent Hamilton Lane’s recommended or favorite
funds. Not so! We aren’t populating our analysis with Uncle Mario’s internet fund from 1999.
(Although, in private equity land, we would hasten to add that the fund was a huge success
because, well, how would you know any differently?) No, these are funds that our clients have
invested in over decades and represent a substantial chunk of institutional-quality funds over
that time frame. In other words, this is data that’s truly representative of our asset class.
If you’re reading this, you’ve invested in the funds in this data set.
Let us add one more (admittedly shameless) advertisement for ourselves: It’s not enough to
just have the data; you need analytical software to be able to do something with it. May we
humbly suggest you check out CobaltLP.com. Consider what you could do with your portfolio
using that platform and ask yourself, “Will this make me a better investor? Will this help me
develop a better strategic framework for my portfolio? Will this allow me to understand the
drivers of portfolio performance?” Then decide whether there’s a better, more cost-efficient
alternative once you’ve answered “yes” to each of those questions.
Throughout this overview, you will see us ask
“what do GPs think?” The answers represent
the views of 170 general partners spread
across geographies and styles of investing.
These GPs manage more than 9,600 portfolio
companies with nearly $4 trillion in assets
under management.* Some of you may recall
that old advertisement, “When EF Hutton
talks, people listen.” (Don’t worry if you don’t;
it just means you were born after the Jurassic
Period.) Well, when these general partners
talk, you should listen.
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*Please refer to endnotes.

Performance — Part I
Sure, there may be other factors driving allocations to this asset class,
but what’s the main reason to invest in the private markets? Better performance than the
public counterparts. 2020 was a bifurcated year (among other adjectives that come to
mind), with the first quarter seeing terrible market action and everyone rushing to their
“Global Financial Crisis Handbook on Surviving and Thriving as All Around You Collapses.”
But this was not like the GFC. Then, the financial system caused the meltdown; the financial
system was ground zero. This time, a global pandemic followed by chunks of economies
shutting down was the root cause. It may initially have looked and felt the same in the
financial markets, but in reality it was quite different.
Adding to that difference was central bank and government activity, injecting massive
fiscal and monetary stimulus into economies. In just three months, those entities introduced
multiple levels of assistance compared to what they did over two years after the GFC.
The result, in public stock markets, was to alter what threatened to be a disastrous 2020
into one during which public stocks reached record levels. As of September 30, 2020, the
dollar invested in 2017 was worth $1.19, and as of December 31, 2020, it was worth $1.35
after falling to as little as 92 cents in March 2020. How did the private markets fare in this
same environment?
Chart 2.1 What the Markets Have Done
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Please refer to endnotes.
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Remarkable, isn’t it? Private equity generated a premium of 33% over that same time frame
through Q3 2020. Private real estate and private credit performed quite well compared to public
equities as you consider their different risk profiles. And, by looking at Chart 2.1, it’s easy to
see why; the downdrafts just weren’t as severe as what occurred in the public markets. Yes,
we know, you’re thinking that’s an optical illusion, a function of
bogus accounting and delayed marks. Sure, sure. But if that
were actually the cause, the upswing from March wouldn’t
continue to look so favorable. You’ll have to find another
excuse to explain why private markets performed better.
Allow us to help guide you on that search as you read along.
As discussed at the outset of our tale, 2020 was a story of two different realities, and
surely many public market investors know that story all too well. Consider how a portfolio
overweighted to Amazon and Zoom compared to one overweighted to Lufthansa and Carnival
Cruise Lines? Depending on which side of that equation you were on, the past year

(solely looked at from an investment returns perspective) was either positive — or
much, much less so.
Look at this mirror image in the private markets landscape.

Chart 2.2
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General partners report almost identical percentages of companies positively and negatively
impacted by COVID-19. These results reflect a stark and remarkable reality, one of those
instances where a “picture is worth [more than] a thousand words.” We’ve tracked revenue
growth for several years, and in our latest batch of GP responses, we see that COVID-19
shifted portfolio company performance substantially.
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Chart 2.3
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Editorial Note
When you consider how well the private markets performed in a year when our GPs
report that more than one-third of companies had revenue that was below expectations,
we’d argue that general partners delivered on what they are paid to do.

We’ve learned a lot this year — from teleconferencing
etiquette, to virtual schooling techniques that keep the
peace among siblings, to just how much television a
single human can stream and still manage to live a
productive life. We’ve also learned that if you repeat

something often enough, even if it’s blatantly false
and a total fabrication, some people will believe
it. Regardless, we’ve always preferred to use facts to
determine accuracy and, while that ruins our chances of becoming members in good
standing of QAnon, it might help us make better investment decisions. Here’s one “truism”
we’ve heard time and again:
“If you took big markdowns in a crisis, it negatively affected your long-term performance.”
This statement is associated with the view that private equity is only good in downturns
thanks to accounting magic. The theory’s corollary is that, if those funds took the
markdowns that the all-knowing observer knows they should have taken, well, then, we’d
see lousy performance. But is that true? Like, really true?
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We took a look at GFC performance figures, since that gave us a longer time frame with which
to judge the data. During the GFC, the period from Q1 2008 to Q1 2009 witnessed severe
markdowns, with fund performance down, on average, almost 20%. What happened after that?
Chart 2.4 GFC Markdown vs. Go-Forward Performance
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No, you don’t need to call your optometrist because you are seeing spots. What you’re looking
at is data illustrating that there is little impact on go-forward returns for buyout funds based
on GFC markdowns. Surprised? So were we. Perhaps we shouldn’t have been given it’s only
a short period and there’s more than enough time to recover; still, it does dent the argument
that private equity only does well because it artificially mutes downturns. It doesn’t much
seem to matter whether a manager took larger or smaller markdowns. The same is true of the
venture space. The size of the markdown had almost zero correlation to the go-forward fund
performance.
Interestingly, for mega buyouts, larger markdowns are more closely associated with better goforward returns. There, the harder you fell, the better you did longer term. (Curious. Maybe big
trees don’t always fall hard….) We don’t have a great way to explain the phenomenon and we
wouldn’t call the statistical significance as solid as that showing the sun always rises in the
east, but we do suggest secondary buyers take note of that data.
Is there any initial data from the COVID-19 experience?
If you saw spots in the earlier chart, maybe we can all
channel Dr. Seuss for this next one.
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Chart 2.5 Buyout COVID Drawdown vs. Go-Forward Performance
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If we were forced to draw a conclusion from Chart 2.5, we’d say that high markdowns are
associated with higher future returns, though it’s not a statistically significant relationship.
Perhaps it’s too early to tell, or maybe the relationship doesn’t hold in the COVID-19 environment.
It would be easier to draw a conclusion the data doesn’t support (wasn’t that the cool thing to
do in 2020?), but we won’t do that here.
Coming back to post-GFC performance, we took a look at whether the age of the fund made
any difference.
Chart 2.6 Buyout GFC Markdown
Dispersion of Returns by Fund Age

Chart 2.7 Buyout GFC Go-Forward
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Younger funds were less impacted by initial markdowns, and their post-GFC performance
was arguably better than the oldest funds. Part of this makes sense, in that younger funds
have more uncalled capital both to make new investments at lower prices and to support
portfolio companies. This certainly accounts for some of the post-GFC performance.
However, that doesn’t account for the smaller markdowns in existing portfolio companies.
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Performance — Part II
The following charts remain some of our favorites in this overview.
Chart 2.8 Buyout IRR vs. PME
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Chart 2.10 Real Estate IRR vs. PME
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Chart 2.11 Infrastructure IRR vs. PME
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Every year, without fail, we’re asked whether that particular year is a good year to
invest in private markets. (Catch that?) The undertone is unmistakable: The markets have
done well, valuations are high, etc. and so forth, so it can’t be a good time to invest.
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There’s got to be some psychological explanation for why we all want to market time; it’s
in our bones, it makes us feel good about ourselves, our market knowledge, our mastery of
investments. Look at Charts 2.8 and 2.9 on the previous page. Private equity and private
credit have each outperformed their public benchmarks in 19 of the last 20 years. Ninety-five
percent of the time! You really want to bet against that history? If we told you that public equity
had outperformed private equity in 19 of the last 20 years, would you even give PE a second
thought? Private infrastructure has performed nearly as well, albeit with some mixed results,
as has private real estate, which only
underperformed during the GFC at a
time when real estate was arguably the
epicenter of the crisis.
Study those charts. Memorize those
charts. Hang those charts up on your
wall. (They look especially sharp
matted and framed.)

The year 2020 introduced the term “Zoombombing” into our collective
lexicon. We’ve heard such incidents can take on an insidious nature, but
must admit we were nevertheless intrigued by the mechanics of actually
bombing a Zoom call.
And so, our curiosity got the best of us recently when we Zoom-bombed
what proved to be quite an interesting discussion between Professor Pluto
Haddock, a renowned private markets expert, and Baylor Slift, an up-and-coming musician who
apparently had some experience with private equity, and was contemplating private markets
investing as a means of maximizing her future capital gains potential. Naturally, Slift was
seeking the professor’s advice on her investment options.

Baylor Slift

18 | Performance

Professor Pluto

Baylor: I don’t know; they have a lot of data.
Hamilton Lane, that is. Not Zeppelin.

Baylor: Well, professor, what do you think?
Professor Pluto: I have conducted
exhaustive research on this asset class
and it is a sham I tell you. I have particularly
analyzed performance from 2006 to the
present and found that private equity does
not outperform public equity! My data is
irrefutable! You would be better off buying
small cap stocks than investing in that Ponzi
scheme called the private markets! And, did
I mention the fees? They are outrageous!
Outrageous I tell you! Why, they’re gypsies,
tramps and thieves, just like the lyrics say in
that song of yours.

Pluto: Hah! Their data is worthless unless
they ask me, Pluto Haddock, the renowned
expert on private equity, to co-brand analysis
using their data. They should be honored that
I would offer to give them publicity, that noname firm! But they haven’t even asked. It’s
like you said in your song, if they wanted me,
they should have put a ring on it.
Baylor: No, that was Beyonce, not me.
Pluto: Beyonce? Who’s Beyonce? I’m talking
about respect! You sang about that.

Baylor: Err, that was actually Cher, not me.

Baylor (sighing): No, that was Aretha
Franklin, but, anyway… Hamilton Lane sent
me this chart on performance. It shows that,
in nearly every vintage year, private equity
does outperform, only failing in a couple
of years around that 2006 time frame you
cited, which makes it clear why you chose
that vintage for your analysis. They are using
the MSCI Small Cap Index to show that the
smaller cap replication strategy you mention
really doesn’t work. You’re just replicating
yourself to lower returns. Aren’t I reading this
correctly? See Chart 2.12

Pluto: Cher? Who’s Cher? We’re talking about
fees!
Baylor: Well, that’s a different topic, isn’t it? I
thought we were talking about performance. I
have a friend at a firm called Hamilton Lane…
Pluto: Hamilton Lane? Hamilton Lane?
Charlatans! They are just apologists for the
asset class! Shills for private markets! Why,
I would no more listen to them than I would
listen to Led Zeppelin play music. Garbage!
Chart 2.12 All Private Equity to PME Spread
S&P 500 PME Spread

MSCI World PME Spread

MSCI USA Small Cap Value PME Spread
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Truncated for readability; MSCI USD Small Cap Value PME >1500 bps
Source: Hamilton Lane Data, Bloomberg (January 2021)
Please refer to endnotes.
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Baylor (muttering): That was Lizzo…

Pluto: Bah, manipulated data, that’s all this
is. I told you to focus on the ’06 vintage,
that’s what matters because that’s what
supports my findings. Isn’t this obvious?
And this since inception IRR gobbledygook
the industry uses, why it’s just chicanery! It
is a trompe l’oeil designed to mislead!

Pluto: You say something? Try not to
interrupt when I’m making a point. Look
at this chart your beloved Hamilton Lane
created to illustrate 10-year performance of
the private markets — using their own data
and time-weighted returns! See Chart 2.14

Baylor: They have heard that argument
and offered me this chart that shows that it
doesn’t matter in what year you started over
the last 20, you still outperformed. Some
years not by a lot, but isn’t the idea to build a
portfolio across different vintages? And so,
this chart is really the one you want to study,
not the one you created that only focused
on a portfolio that made investments
starting in one vintage year, 2006.

Baylor (sounding doubtful): Don’t the
green and yellow mean that the private
markets are all outperforming?
Pluto: You question a mathematician and
statistician such as me? How dare you! Sure,
yellow, meaning it barely outperforms, and
when you add in the fees and expenses, it’s
simply outrageous!
Baylor: This is net of fees, so those are

See Chart 2.13

already accounted for in this data.

Pluto: What do you know of data? Create
a conclusion, then find the data you need,
not the other way around. That’s how
you construct arguments; that’s how all
the greats do it; that’s what I do! And this
use of IRR. Another trick to hide terrible
performance! Truth hurts. Just like your
song.

Pluto: Blistering Barnacles, you know
nothing, those fees and expenses are an
outrage!
Baylor: Ok, but what about looking at a
different time frame, though? Look at the
last three years. See Chart 2.15

Chart 2.13 Private Equity Portfolio Performance by Portfolio Start
Performance If You Started Investing "X" Years Ago
All Private Equity IRR

S&P 500 PME

MSCI World PME

MSCI USA Small Cap Value PME

# of Years Ago:
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7
8
9
10
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5%

Source: Hamilton Lane Data, Bloomberg (January 2021)
Please refer to endnotes.
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Chart 2.14 10-Year Asset Class Risk-Adjusted Performance
Annualized Time-Weighted Return as of 9/30/2020
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Source: Hamilton Lane Data, Bloomberg (January 2021)
Please refer to endnotes.

Chart 2.15 3-Year Asset Class Risk-Adjusted Performance
Annualized Time-Weighted Return as of 9/30/2020
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Source: Hamilton Lane Data, Bloomberg (January 2021)
Please refer to endnotes.
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Pluto: Three years? Who cares about the
last three years? You young people have
no concept of long-term.

Pluto: Rihanna? Who is this Rihanna? Why
must you keep changing the subject and
ignoring my ineluctable conclusions!

Baylor: Well, Hamilton Lane also sent me
this chart of rolling performance and it uses
TWR, so that should make you happier.

Baylor: Professor, you know, haters
gonna hate, but sure, if you pick the bestperforming asset recently, like the S&P 500,
it’s tough to outperform handily. I’ll even say
that, as long as public markets continue
to rise as rapidly as they have the last few
years, it will be difficult to outperform public
benchmarks on a consistent basis. But I’ll
show you the most important chart from
Hamilton Lane’s recent Market Overview
that strikes at the core of the investment
decisions we all have to make.

See Chart 2.16
Pluto: Eureka! It proves my case! Look
at this last year or two. Private equity is
unable to outperform the S&P 500. Those
fools publish the data that confirms what I
already knew and on which I have staked my
career! I shall take a bow, just like your song.
I am invincible!

See Chart 2.17

Baylor: That was Rihanna.

Chart 2.16 Rolling 10-Year Time-Weighted Returns
All Private Equity
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Source: Hamilton Lane Data, Bloomberg (January 2021)
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Chart 2.17 Rolling 10-Year Return Distributions
1990–2020
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Source: Hamilton Lane Data, Bloomberg (January 2021)

Now I’m no professor, but I can make some assessments here.
The S&P’s current 10-year return is in the 93rd percentile of its
return profile over the last 30 years. Private equity’s current 10year return is in the 73rd percentile. That’s not a prediction about
the future, but an element of risk regarding which asset group is
more likely to generate a similar level of return over the next few
years. It’s like that proverbial balloon that is pumped to
capacity. Which one, the S&P at 93% or private equity at 73%, is
more likely to pop?
(We’ll admit at this remark, we were unable to hide our presence
any longer and chimed in with “Or, to use a less inflammatory
expression, Baylor, be less likely to keep expanding.”)
Pluto: This is ridiculous! Is that someone from Hamilton Lane? Stop confusing this
discussion with facts! Did I mention fees? Do you know what fees are being charged?!
At this point, the Zoom call abruptly ended. We can only assume because Professor Haddock
didn’t have Zoom Pro and the time ran out. We can also assume by his final, irate words that
he’s still fulminating at the facts.

Meeting has been
ended by host.
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Performance — Part III
We’ve previously discussed the general aversion to measuring risk in the
private markets. (Ok, fine, so we’re like the relative that sits at the holiday gatherings and tells the
same joke every year. But, like that relative, we find it endlessly funny and so we’ll tell it again:
Two GPs walk into the LP Bar & Grill and sit down with a group of LPs. One GP offers, “I have a
21% return and use 90% leverage,” while the second GP counters, “I have a 20% return and use
no leverage.” They each proceed to hand out subscription documents for their next fund. Who
receives the most subscriptions? Easy, the first GP because 21% is greater than 20%.)

A sense of the relative volatility and return of different strategies allows you to make more
informed portfolio decisions.
Chart 2.18 15-Year Strategy Returns & Volatility
Bubbles Sized by NAV
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Source: Hamilton Lane Data (January 2021)
Please refer to endnotes.
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Look at the range of factors here: What are your return objectives and how much risk do you
want to take, or how much volatility are you willing to bear? Are you a large or small investor
(because the size of the opportunity has a bearing on your ability to access it)? How will you
blend these different features and profiles together?
Let’s stay with risk a moment.
Chart 2.19 Lowest 5-Year Annualized Performance
1995–2020
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Source: Hamilton Lane Data, Bloomberg (January 2021)
Please refer to endnotes.

Chart 2.19 is the most under-appreciated chart in the overview. How often do we sit in
meetings around boardroom tables — or how often did we used to anyway; these days
we’re more likely sitting at dining room tables in our pajamas — hearing about the “risk” of
private markets investing? What’s generally being discussed is the risk of loss. You hear it
constantly: “These are risky investments and you can lose all your money.” Let’s cut to the
chase: The real risk in the private markets is related to liquidity and upside capture; it is not
related to risk of loss, particularly in buyout and credit. Look at the numbers for the worst
five-year performance for private credit and developed markets buyout. You didn’t lose
money. Understanding and assessing the risks you are taking is crucial to investing well in
the private markets.

The real risk in private markets is
related to liquidity and upside capture.
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Our periodic investment performance tables have appeared in every overview we have done.
Chart 2.20 Pooled IRR by Vintage Year
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Source: Hamilton Lane Data (January 2021)
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Negative returning strategy

Stare at it long enough and it starts to look like a kaleidoscope of colors shifting across the
page. Rarely have the actual IRR shifts been as dramatic as we see in the 2020 data. If you
want proof of how different the investment worlds have been, look at natural resources and
real estate in the early 2000s versus today, and now look at growth equity and venture in the
same periods. It’s a complete reversal. As investors, we have to ask ourselves if we believe
these trends will continue or if the world will shift once again particularly with respect to
growth and venture’s dominance of returns.
As you build your portfolio today, we believe there are no more crucial questions than these:
Do you lean heavily into growth and/or venture, striving for outperformance? Or do you
overweight the strategies that have been consistently in the middle of the pack of returns?
Keep in mind those “middle” return profiles are still outperforming public benchmarks, so
don’t confuse consistency with underperformance. We will come back to this topic,
but it’s our position that how you deal with growth will determine whether you outperform or
underperform both your return targets and your peers.
By now, you’ve all heard the expression “You can’t eat IRR.” Everyone
wants cash back. (Well, everyone except those investors clamoring
for long-dated funds that promise to return capital shortly before
the sun turns supernova and flames out billions of years from now.)
Remember how we used to poke fun at the growth and venture
players who sported lofty IRRs, but seemingly had no idea how to
return money?
Chart 2.21 Pooled DPI By Vintage Year
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0.4x
0.3x
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0.4x
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0.6x
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0.3x
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Natural Resources Seed/Early VC
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Source: Hamilton Lane Data (January 2021)

Well, friends, the growth investors got both religion and capital markets/strategic acquirers
that loved them. They have vaulted to near the top of the distribution list. Venture, by
comparison, has been the laggard, certainly since 2014 anyway. Looked at differently, it’s easy
to see the trade-off investors are making between IRR and return of capital.
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Chart 2.22 IRR Rank vs.DPI Rank
Average 2009–2017, Bubbles Sized by NAV
Growth Equity

Higher
DPI
Rank

U.S. SMID
Real Estate
Distressed Debt
Mezzanine

EU Buyout
U.S. Mega/Large
Multi-Stage VC

Infrastructure
Lower
DPI
Rank

Seed/Early VC
Late Stage VC

ROW

Natural
Resources

Lower IRR Rank

Higher IRR Rank

Source: Hamilton Lane Data (January 2021)

Circle back to the portfolio construction decisions that face every private markets investor. Do
you want the money back quickly, facing potential re-investment risk? Alternatively, if money isn’t
being returned, how much market cycle risk are you willing to endure, since exits are necessarily
constrained in a bear market environment? For large investors, how many choices do you
realistically have given so many of these opportunity bubbles are small?
Let’s return to risk once more.
Chart 2.23 Dispersion of Returns by Strategy & Geography
Vintage Years 1979–2017, Ordered by Spread of Returns
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Source: Hamilton Lane Data (January 2021)
Please refer to endnotes.
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Chart 2.23 looks innocuous enough, doesn’t it? One you quickly
gloss over and say, yup, that seems obvious… Well, not so fast.
Consider some random observations from this chart that may
surprise you:
Co-investment funds represent one of the strategies with
the higher dispersions, but have close to the best return of
any part of the market.

Æ

Looking for great return with lower risk? Go with secondary
funds and mega/large buyout. (Are we blowing your mind
yet or what?)

Æ

Growth equity returns are impressive, but you need to
choose really well.

Æ

Landing the top spot for best-performing geography?
Western Europe.

LC
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Æ

We’re going to take that last bullet about Western European performance and make one of
our outlandish — but possibly true — statements. Come on, it might prove true. Even a blind
squirrel is right twice a day. (Or is it even a broken clock finds a nut sometimes?) Western
Europe is the new venture. We tend to think about Western Europe as similar to the
U.S., just a little smaller. But that characterization overlooks some important attributes
that distinguish the markets. The number of general partners in Europe, particularly those
of institutional scale and quality, is relatively small compared to most other regions. There
aren’t a lot of spinouts and new entrants in the market. Therefore, the investable universe is
constrained, particularly because many/most of those managers limit their fund sizes.
Doesn’t that sound like venture, where your allocation is generally a function of your access to
the best managers and those best managers are where you generate your return? This might
require a re-think of how you invest in Europe (or, alternatively, require you to ignore us).

back to performance – deal level
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Performance — Deal Level
Chart 2.24 Sector Median Gross IRR by Deal Year
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Materials
11.2%

Negative returning strategy

Chart 2.24 looks at deal-level performance, not fund-level, and in one glance illustrates why
everyone wants to be a general partner and why everyone (other than Professor Haddock, of
course) invests in the private markets. These returns are eye-popping, and more than that,
they’re consistent. Ignore the pundits who claim returns are
coming down. They’re not. Ignore the experts who rail that
private equity is too crowded an area to generate meaningful
returns. It’s not.
As far as some quick observations, we found it interesting
that healthcare and information technology have remained
strong investment areas for a decade now. Consumer staples,
on the other hand, fell off the last two years. We’ll want to
watch whether that is another piece of the growth versus
value investment theme, whether it is another facet of the
country mouse versus city mouse narrative.
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So we’ve established that overall returns
haven’t changed much over the years, but
has anything changed?

Chart 2.25 Gross Buyout Deal IRR Quartiles
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at this chart and determine that returns
have never again reached their peaks of
the 2002-2004 era. It’s a fair observation,
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a shift in returns from low 30s to high 20s?
No, the real change is that the dispersion
of returns has come down significantly.
Why is that? Has the industry weeded out
the lower-quality managers? Has the skill
set to generate good returns become more
generic or more replicable and therefore
more widely practiced? It’s hard to know
from this data, but if the trend continues,
the premium associated with picking the
best managers will narrow.
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As previously discussed, there is a low risk of loss across a portfolio of funds as those funds
diversify across deals, but that’s not to say there isn’t a risk of loss within specific deals. Quite
the contrary, in fact.
Chart 2.26 Loss Ratio of Realized Buyout Deals
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More than 25% of individual deals experience losses and markdowns. That has been pretty
consistent over time with the expected upticks during recessionary periods. While this
may not be as relevant to investors choosing funds, it is quite relevant for portfolios that
increasingly tilt in favor of co-investments. Those change the risk profile when undertaken
individually within portfolios, and investors ought to keep that at the forefront of their strategic
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considerations as they move more heavily into co-investments. Doing so might increase your
return potential, particularly by reducing the fee load, but at the expense of increasing your risk.
But, aye, there’s another rub on these here charts.
We speak of returns in the 20 percentage point ranges and
even of average returns sporting numbers of which investors
only dream. Recall that the fund return numbers certainly didn’t
look like the numbers we just displayed — they were lower.
Where did that delta go? It went, dear readers, to pay general
partners to generate those returns. And here we arrive at
a hallmark of the asset class that drives investors absolutely bonkers. Believe me, we
get it. It’s hard to put those fees and expenses in context, even when net returns are strong
enough to make the intellectual case. When net returns struggle at all, as they have more
recently against the S&P, then the outcry over that fee load increases. Displaying those fees on
an absolute basis and stacking them up against other asset class fees — particularly in a year
like 2020 when so many parts of the economy and so many people were struggling — puts the
industry continually (and, dare we argue, unavoidably?) on the defensive.
The cat threatening our private markets city mouse could end up being provoked further by the
continued exasperation with the level of fees.
With all this discussion about performance, where do GPs think returns are headed?

Chart 2.27
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Source: Hamilton Lane General Partner Survey 2020, 2019 (December 2020)
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They are easily more bullish than they were last year, surprisingly coming off of a year when
public markets were so strong. Could this reflect a belief that the recession is behind us
and that investments do well coming out of recessions? A view that there are great value
investments and growth investments in the market? Or, does it merely suggest that GPs are
an optimistic lot and we should simply ignore their ability to predict the future? Another point
to consider is whether GPs are giving an answer based on net or gross returns. As we’ve seen,
that makes an enormous difference to investors.

Growth Vs. Value
Let’s explore a theme that weaves
throughout this overview: Growth versus
value investing in the private markets. This is an
established perspective in the public markets,
but not one the private markets have embraced.
The public markets have long looked at growth
and value as two different ways to invest and,
therefore, position portfolios with that in mind.
In the public world, growth has been the easy
winner over value for most of the last 15 years.
Chart 2.28 Difference In Annualized Total Returns Over Rolling Five-Year Periods
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Please refer to endnotes.

In the private equity world, buyout was generally viewed as “value” and venture was viewed as
“growth.” Tilting the portfolio one way or the other was generally more of a function of your
access to top-tier venture than of your view of growth versus value. That dynamic has changed
as growth investing in the private markets has become far more than simply venture capital,
although venture remains a component of that equation. But, what does “growth” mean in the
private context? In the absence of an accepted definition, we thought we’d give it a whirl and try
developing one to begin framing the discussion.
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Chart 2.29 Distribution of Buyout Deal Purchase Price Multiples
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For illustrative purposes. Please refer to endnotes.

Yes, yes, we could endlessly debate whether these are the precise metrics that should be used
to define our categories, but it’s our party and we’ll define how we want to. At least we’ll ask
that you accept them for this starting analysis. We’ve made it easy: Growth is four times over,
while value is two times under, the particular sector’s EBITDA or revenue multiple at the time
of acquisition. So simple, even we can understand it. What we see is that value deals have
increased somewhat over time, while growth multiples, whether of revenue or EBITDA, have
increased significantly over the last 15 years. That’s neither a good nor bad development on
its own; that depends more on performance, which we’ll get to momentarily. First, let’s pretend
we’re in someone else’s head for a moment.
We asked you at the outset to imagine yourself in ancient
Greece. Now, we’ll ask you to imagine yourself back in
2020. (Forgive us for asking you to revisit it; we promise
we have a point). Imagine you’re a buyout general partner
and Hamilton Lane has just shared with you some
fascinating information on fundraising and the trend
toward growth investing. Now, percentage growth and
absolute numbers are two very different things.

What we see is that value deals have increased
somewhat over time, while growth multiples,
whether of revenue or EBITDA, have increased
significantly over the last 15 years.
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Chart 2.30 Buyout and Growth Equity Global Fundraising
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Buyout remains the largest portion of fundraising totals, but it is hard to ignore the dramatic
increase in growth equity funds being raised. So, what do you do? Assume it’s a passing fad
and that growth will crash while your value approach will win? What if that’s five years away?
Will your investors stay with you? You basically have two choices, both as a limited partner
and a general partner. (We suppose you have a third option — ignore the whole thing — but
we’ll assume if you’ve made it this far into the overview, that’s not the kind of investor you are.)
Option 1, You can do growth deals in your buyout fund, or Option 2, you can raise a growth fund.
Chart 2.31 Growth Equity Global Fundraising
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The companion growth equity fund option works, but you can see the total amount raised by
that approach is relatively small and, what’s more, it can take a long time to raise sequential
funds. A few managers have done it, but have they been successful?
Chart 2.32 Spread of Returns by Manager and Fund Strategy
Vintage Years 2010–2020
2nd Quartile
Median
3rd Quartile

30%
25%
20%
15%
10%
5%
0%
Buyout Managers With Growth
Vehicles - Buyout Funds

Buyout Managers With Growth
Vehicles - Growth Funds

Growth Managers Growth Funds

Source: Hamilton Lane Data (January 2021)

The performance of those companion funds has been good, though not awe-inspiring.
Traditional growth managers have wider dispersion, but that’s also where you’re seeing
potential for the best returns. Growth funds raised by buyout managers have similar average
returns, but the early data suggests the upside is not the same.
Alright, then, what about transforming your fund from a traditional buyout fund to a
growth fund? That alchemy can work wonders for your performance and fundraising.
But is it possible? Can someone morph from value king to growth queen? Let’s look
at the data from a multiple perspective.
Chart 2.33 Median TVPI Performance
All Deals by Deal Year
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This gets interesting because, unlike the public markets,
value has been the place to invest in the private markets
world over the last 15 years. Since the early 2000s, value
has outpaced growth and, in some time periods, by quite
a bit. Growth has been playing catch up and has basically
performed on par with value in the most recent five-year
period. But wait, Hamilton Lane…
Didn’t we just write gobs of prose saying that growth was the best-performing part of the
private markets landscape for almost the last 10 years? How does this data square with that
data? (Does data square?) We’re glad you asked.
Chart 2.34 Median and Top Decile Deal TVPIs
By Deal Classification and Manager Strategy
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This is interesting stuff! (And feel free to marvel at the quality, depth and use of data we are
providing.) Here we’ve added data on the growth equity deals done by traditional growth equity
managers. Growth managers generated significantly greater upside than buyout managers
who have ventured (yes, a small pun) into growth. In most periods, it’s not even close.
It’s hard to overstate the importance of this point because we
have no doubt that the lines between value buyout and growth
buyout will blur in many funds. And yet, we also don’t believe
the same skill sets are required in each. Some managers will
do it well and others will buy high-priced assets, run the value
playbook and wonder why their returns are mediocre. You

don’t become a city mouse simply by moving out of the
country, or vice versa.
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Chart 2.35 Average TVPIs
By Deal Classification and Manager Strategy
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The prior chart looked at median and top decile deals, and this chart looks at average deals.
(We don’t want to be confused with Professor Haddock and cherry pick data.) The conclusions
remain similar, although the spreads narrow marginally in certain periods.
And yet do we sense, once more, some skepticism?
Chart 2.36 Growth-Oriented Value Creation and Value-Oriented Value Creation
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We looked at the top 10% of all realized deals in these time periods. A few things jump out at us:
Æ

The first take is that growth’s upside has diminished over the last 20 years, while value’s
has held steady. However, recall our earlier data that suggests part of that reason is those
infernal value managers trying to do growth.

Æ

Take a look at where value is being created. Growth deals have become even more about
growing revenue, whereas value deals have shifted dramatically from finding new sources of
revenue to finding ways to improve margin.

Æ

Where else do you see data being used like this? (A shameless plug, but hey, c’mon, don’t
you wish you could do this with your data or you were working with someone who could
help you do this?)

Think back to our theme of two different worlds. Where do you believe the best returns will
come from over the next five years? Value-oriented deals where managers pay lower prices
and improve margins, or growth-oriented plays where managers pay higher prices and grow
revenue? Your answer will say a great deal about whether
you outperform compared to private equity benchmarks.
But, wait! There’s more to this analysis and you’re going to
love this next part.
Let’s consider how we should be thinking about portfolios as
part of this discussion, and how growth has begun to drive
performance.
Chart 2.37 Distribution of Trailing 10-Year Portfolio Returns
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Please refer to endnotes.
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Don’t focus too much on our parameters in terms of how many funds were chosen in each
category. Focus on the cluster of return probabilities and the spread of those returns. This is
over a 10-year period and this looks far closer to public market performance than what you
might expect. The growth/VC category generates higher returns, but we knew that from our
earlier charts on fund performance. What we didn’t know is that growth has outperformed
even accounting for risk. The selection risk is higher, shown by the wider distribution spread,
but much of the lower return portion of the curve is still showing better returns than buyout
strategies. Now look at a shorter time frame.
Chart 2.38 Distribution of Trailing 3-Year Portfolio Returns
% of Portfolios
9%
8%

Real Estate
4 Funds per
Vintage Year

7%
6%

Credit
4 Funds per
Vintage Year

5%
4%

Buyout
5 Funds per
Vintage Year
VC/Growth
5 Funds per
Vintage Year

3%
2%
1%
0%

-10%

-5%

0%

5%

10%

15%

20%

25%

30%

35%

40%

45%

50%

Source: Hamilton Lane Data (January 2021)
Please refer to endnotes.

Over this three-year period, growth’s stronger return numbers meant a portfolio tilted in that
direction easily beat one leaning to buyout. Sure, you have a higher risk because selection
is crucial, but the outperformance makes that risk worth taking. If we showed you the oneyear figures, you might be even more convinced, although we acknowledge that one-year
numbers in these asset classes have too much noise to make them a basis on which you’ll
make this kind of decision. Our point remains the same: Investment choices across the
private markets are increasingly bifurcated, and we will need to choose how to construct
portfolios in ways we have not in the past.

Now that we’re roughly halfway through this overview, let’s take a short
break and travel back to ancient Greece for a moment. Allow us to relate
another one of the fables told round the fire, although this one perhaps
influenced by a value manager…
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A HAMILTON LANE FABLE

The Growth
Mouse and the
Value Mouse
A value mouse invited her cousin who
lived in the city to co-invest in a deal
with her. Reviewing the deal, the growth
mouse was disappointed with the sparse
capital gain potential, which was based
on nothing more than some debt pay
down, marginal sales and eﬃciency
gains and a multiple expansion.
“My poor cousin,” said the growth
mouse, “you hardly have any carried
interest with which to eat! I do believe
that a public equity manager could do
better! Please do come to the city and
visit me. I will show you such rich deals
in which to co-invest with me, readily
available for the taking.”
So the value mouse left for the city’s
streets with her growth cousin who
brought her to a splendid investment
bank. The value mouse could not
believe her eyes. She had never seen so
many companies for sale in one place:
Healthcare, technology, life sciences,

they were all here! Growth projections of
all sorts scattered about in a warm cozy
section of the bank’s oﬃces.
The two mice settled down to invest in
their wonderful companies, but before
barely making their first investment, a
bear market approached their Bloomberg
screens. The two mice scampered away
and hid in a small uncomfortable hole
until the bear market eased.
Finally, the quiet returned as the
unwelcome visitor went to prowl
somewhere else. The two mice ventured
out of the hole and resumed their quest to
invest. But once again, before they could
execute on a proper investment for their
account, another market scare intruded
on their plans, and the two little mice
were forced to scuttle away quickly.
“Goodbye,” said the value mouse, “You
do, indeed, live in a plentiful city, but
I am going home where I can enjoy my
investments in peace.”

THE MORAL OF OUR TALE

A modest investment with
peace and quiet is better than a
rich one with danger and strife.
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Investors’ portfolios continue to grow in value. And yet, recall how catastrophic
the March 2020 decline seemed at the time. On Chart 3.1, it appears but a minor blip on a
continuously rising hill. Take note that venture and growth are the fastest-growing of the
various segments, a theme to which we keep returning. The overall growth reflects improving
markets, continuing investments across all the asset groups and one, much less encouraging,
development — a reduced amount of distributions, or exits, from portfolios.
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Chart 3.2 Annual Private Markets Distributions
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Chart 3.2, as well as the data underlying the numbers, highlights some important themes.
The total amount of capital returned is down slightly from prior years, but still healthy for
a pandemic year, and the fourth quarter was easily the strongest last year. However, as a
percentage of NAV, capital returned remains well below historical averages and continues
its downward trend. We could blame the pandemic, but it really only heightened a
trend already underway. The rate of money coming back in portfolios has been trending
down for the last four years; it’s not that it suddenly occurred in 2020.
When we looked at the underlying market segments, buyout, venture/growth and credit
returned roughly the same in 2020 as they did in 2019, although still trending down
compared to higher NAV numbers. The real (couldn’t resist this pun either) change in
distributions came from real estate, infrastructure and natural resources. Distributions were
down about 33% year over year.
A view of 2020 distributions in isolation compared to the prior eight-year distribution
average puts an even brighter light on where 2020 distributions lagged.
Chart 3.3 2020 Rate of Distribution by Asset Class
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The short answer is, everywhere. The longer answer is
that real estate and credit were particularly lower.
It was growth and venture that saved the day.
The strength of NAV and the relative weakness of
distributions is further reflected in Chart 3.4, which
illustrates how long it will take to liquidate the entire
industry’s NAV at the current distribution pace.
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Chart 3.4 Time to Liquidate NAV
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That time to liquidation has been trending up (i.e., taking longer to liquidate investments) for
a few years. It now stands at average or slightly longer than average levels for all areas and
notably well above average for venture and natural resources. NAV is simply piling up faster
than managers are sending money back to investors. And, we see this relative lack of liquidity
across all investment areas.
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No area is returning more capital than it’s investing; although, as we noted last year, partly
responsible for driving buyout’s move below the 1.0 liquidity line is strong fundraising in recent
years, which has injected youth into portfolios.
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(What’s that? You recall that phrase from last year’s
overview? Well, first of all, thanks for paying attention!
Second of all, we just couldn’t miss the opportunity to use
it again. Such a brilliant phrase, don’t you think? Come
across the term “injected youth” in any dense financial
tome and try hard not to smile.)
A closer look at the growth and buyout liquidity numbers is interesting.
Chart 3.6 Rolling 6-Month Liquidity Ratio
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Growth and buyout distribution trends generally mirrored each other until two years ago
when buyout remained on a downtrend trend and growth/VC reversed course. Buyout was
trending away from the 1.0 distribution ratio (and no amount of injected youth can explain
that away completely), while growth was trending toward it. Of course, the last part of 2020
saw a dramatic shift in the amount of distributions from buyout managers. Does that alter
the longer-term trend? It’s too early to know.
More generally, is there any hope that distributions will increase in portfolios? To quote
Springsteen again, is there any savior to rise from these streets? (Get it? Like Wall Street?)

Fear not, private markets
citizens! Hope remains!
For here comes…
2020 was a lot of things (insert your preferred descriptor here), and one of those things was

the year of the SPAC.
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Chart 3.7 U.S. IPO Count by Year
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IPOs in general have declined over the last 20 years, although they have stabilized more
recently. SPACs, on the other hand, have grown and, in 2020, accounted for over 60% of all IPO
activity in the United States. For those of you looking for ominous signs (and who isn’t in the
investment world?), note that the last time that SPAC activity represented a significant share
of overall IPOs was 2005-2007, just prior to the GFC. Ruh-roh. We’ll try to stay optimistic and
point out that SPACs will contribute a meaningful share to private equity exits in 2021.
The dry powder in SPACs issued
in 2020 represents about half of
all North American venture and
growth distributions. That is an
exceptionally high figure and
gives some idea of the potential
exit scenarios for quite a
number of portfolio companies.
If SPAC activity continues at
its current pace (it won’t, these
things ebb and flow, but it’s
still likely to remain high), we
can expect this to be a routine
way for NAV to be liquidated,
particularly on the growth and
venture side of portfolios.

Chart 3.8 SPAC Dry Power vs Direct Equity Distributions
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Do GPs agree with our view?

Chart 3.9

What is the least likely exit option for the portfolio
companies you expect to exit in the next 12 months?
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Nope. They think we are completely wrong. In fact, they rank SPACs as the third least likely
exit option over the next 12 months. Presenting the same choices for the “most likely” exit
path, none of the GPs chose SPACs.

Liquidity Redux
Chart 3.10 Holding Period of Exited Buyout Deals
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Chart 3.11 Median Holding Period of Exited
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We have regularly commented that Chart
3.10 is one of the most important in our
overviews, as it says a great deal about
how our industry has changed over the
last 20 years. Early in the 2000s, almost
half of all buyout deals were exited in the
first three years. Now, that figure stands
at less than 20%. The business of
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generate return have also changed. The
chart for growth transactions shows the
same pattern. Not surprisingly, holding
periods have also increased.

Over that 20-year time span, the average
holding period for buyout transactions
increased from three to four years to five
to six years. That has a real impact, not
coincidentally, on IRRs. (Recall our earlier
discussion of average IRRs having come
down from 30% norms 20 years ago?
Don’t we imagine the increase in holding
periods has something to do with that?)
It becomes far more difficult to generate
a 30%+ return on a buyout deal when
you are holding the asset for six years
as opposed to three years. Are growth
transactions seeing the same trend?

Source: Hamilton Lane Data (January 2021)
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Growth deals saw the same
rapid increase in holding
periods, but, perhaps
surprisingly, the hold period
is not as long as it is for
buyout deals. Growth
transactions have plateaued
at holding periods between
four to five years compared to
buyout’s movement closer to
six years.
Do GPs expect increased exit
activity in the coming year?

Chart 3.12 Median Holding Period of Exited Growth Deals
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Chart 3.13

What percentage of your current portfolio is actively
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next 12 months?
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They do not. The reduced exit trend continues. You wonder if this will prove accurate
should capital markets remain strong through 2021, which is one of our expectations.
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With longer holding periods and less money returning to investors, what are we all analyzing
when a manager returns with a new fund? Does it make a difference what strategy is being
discussed? Are we just doubling down on a second blind pool?
Chart 3.14 Median Predecessor Fund DPI at Time of Fundraise
By Year of Successor Fundraise
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Please refer to endnotes.

Here’s how to read this chart: We looked at the amount of capital that had been distributed
from a manager’s prior fund at the time that same manager came knocking at your door in
search of capital for its new fund. This isn’t capital returned across all the manager’s prior
funds, just the immediately preceding one. In the 2017-2019 period, buyout funds had 20% of
their capital returned from their prior funds. Compare that to buyout funds raised in the 20122014 or 2002-2004 periods, where the prior funds had returned 35% of capital, nearly twice
as much. While venture and growth have always had lower amounts returned than buyout,
the difference from prior cycles is not as stark. Conversely, real assets and real estate are
coming back to market now with more capital distributed than in prior cycles. Let’s look at this
predecessor fund question in a slightly different way.

Liquidity | 51

Chart 3.15 Predecessor Buyout Fund DPI at Time of Fundraise
By Year of Successor Fundraise
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In Chart 3.15, we’ve used all funds, introduced quartile rankings and shown the dispersion of
outcomes. The fundamental point remains the same: The recent vintage fundraises
are coming back to market with much less capital returned to investors. Greater
faith is being placed on valuations and on the investor’s assessment of a portfolio’s health.
Interestingly, there’s not a wide dispersion among managers over the various time frames, all
generally clustered within a 0.20 band.
Let’s take an even further step back and look at distributed capital from two funds prior to the
current fund being raised, the appropriate designation of which is “doppio.” Love that term. It
begs to be sung as if in an opera.

“Dov’e il mio doppio fund!?”
If you’re feeling rosy, try bellowing it in a major key,
or if you’re feeling blue about your portfolio, perhaps
sing it in a minor key.
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We have the opposite
trend here. The more
recent vintage funds
being raised had more
capital returned from their
predecessor doppio fund
than from funds raised in
prior cycles. Maybe we’re
not flying so blind with
our analysis after all, but
actually were flying blinder
in previous cycles than we
realized. Also of note is
the much wider dispersion
of capital returned across
different managers.

Chart 3.16 Predecessor Doppio Buyout Fund DPI
at Time of Fundraise
By Year of Successor Doppio Fundraise
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Just because we’re curious, and because we have the data at hand, we wondered if it
mattered whether you were a longer-tenured manager. For that analysis, we looked at what
fund number was being raised.
Chart 3.17 Predecessor Fund DPI at Time of Fundraise
By Fund Year
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Chart 3.17 divides the GP universe into managers who are on funds one to four and those
raising higher number funds. While the overall pattern doesn’t change, money returned is still
less in the more recent fundraise than in prior fundraises. The relative difference between the
two groups shows that younger fund numbers come back to market with more capital returned
than older fund numbers. One could argue this reflects a recognition by newer managers that
they need to get money returned in order to have a more successful subsequent fundraise.
Longer-tenured managers can point to a longer body of work and/or are not as concerned with
what the most recent fund has done from a fundraising perspective.

thanks for visiting cynics corner
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Each year at our annual presentation of the market overview, our colleague
Erik Hirsch stands on stage and proclaims Chart 4.1 to be the most useless chart in the entire
overview and one he vows will never appear in a future edition because it is so irrelevant. Each
year, we taunt him by updating it and giving it prominent billing. (Obviously there’s no stage
this year from which Erik can decry its uselessness, but we couldn’t miss the chance to get his
goat by putting it in writing.) Yes, we present the dreaded CAPITAL OVERHANG.
Chart 4.1 Private Markets Unfunded Capital
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Before offering some observations, we’d like to ask that everyone first take some cleansing,
ujjayi breaths. Now, let’s clear the hyperbole out of our systems, shall we? “There is far too
much money in the private markets, there is no place to put that money, returns are suffering
as a result, it’s driving valuations sky-high, and, for good measure, the world is going to end
soon.” (And exhale.)
While 2020 may have felt as close to the end of the world as most of us have gotten, we regret
to inform you that only one of those statements is even arguably true. The amount of capital
available has actually not moved much over the last three years, even coming down in the last
year. The rough overhang number today is $2 trillion. Now, let’s consider that figure in context:
Æ

Roughly 22% of that available capital comes from pre-2016 vintages. Do we think much
of that will ever be called? Assuming we don’t (because, well, we don’t), that brings the
real number closer to $1.5 trillion, still plenty scary for a headline, though slightly less
ominous.

Æ

Recall our earlier discussion about the amount of capital being returned to investors in
any given year. Over the last few years, that figure had been anywhere from $500 million
to $750 million annually. That headline number becomes less frightening still when 25%
to 50% of what’s available is being returned to the investors who are funding it.

Æ

The MSCI market cap today is approximately $48 trillion. Now, that is a big, scary number
to throw around, not the relatively shrimpy-by-comparison amount of the private markets
capital overhang.
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Chart 4.2 offers some additional perspective on the capital overhang.
Chart 4.2 Time to Deploy Capital Overhang
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It measures the amount of capital in the market relative to the rate at which capital is being
spent. All strategies are hovering around average levels, with more capital than normal
available in the real estate and natural resources spaces and less in the VC/growth area, but
none at levels indicating there’s too much capital and we need to be concerned. In fact, as we
have pointed out in prior overviews, the time when you should feel exceptionally bullish
is when the time to deploy the capital overhang is at extreme levels such as in 2002
and 2010. If you really believe capital overhang is severe, commit every penny, yen, euro or
shekel you have to the private markets.
Looking at the absolute levels of contributions, we see that, despite the legend of the capital
overhang, money isn’t being spent wildly. Still not convinced? What if we reframed the capital
overhang debate and said, “Managers will spend all the capital they have in two or three
years.” Do you think anyone’s response would be, “Whoa, that’s too much money for them!”
Neither do we. Instead, we think they’d say, “I’d rather they spent it in four or five.” By that logic,
there’s not enough money out there right now. (That sound you just heard is every general
partner in the world standing up, applauding and shouting, “Finally, someone understands!!!!”)

Chart 4.3 Annual Private Markets Contributions
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Chart 4.4 Annual Private Equity and Credit Contributions
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Chart 4.5 Annual Private Real Assets Contributions
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Relative to historical averages, the amount of capital being spent is trending down with the
exception of credit. The credit upswing is not surprising given the dislocation in the markets
and the rush by distressed managers to take advantage of that disruption opportunity that
lasted a whopping seven or so hours. Much like with distributions, this downward trend is not
something new brought on by a pandemic year, but an acceleration of an already apparent
trend. When you look at these numbers, there is, as we’ve maintained before, no
sign of a market top or of a lack of caution among managers. You’d expect to see
increases similar to the late 1990s and 2006 and 2007, when private markets behavior is
signaling a top in prices.
In a nod to our more cynical readers, we also hear that contribution pacing is down because
managers can’t find any good places to invest. Think about that for a moment. Try to think of
an instance when a manager said to you (other than when they were trying to convince you of
how disciplined they are) “I might have to give your money back because I can’t find anything
to buy.” Said. No. Manager. Ever.

“I might have to give your money back
because I can’t find anything to buy.”
Said. No. Manager. Ever.

The capital available exists against one of the more
important realities of today’s markets.
We have discussed high valuations for at least the last five
years. Unlike capital overhang, which we dismiss as a silly
concern, high prices paid for assets is a very real issue for
all investors.

Chart 4.6 Purchase Price Multiples at Acquisition
EV/EBITDA and % Equity, Median by Deal Year
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Prices have never been higher in North America and Western Europe, and they are not far
behind in ROW. Equity levels are higher than prior periods, so there is a cushion on losses,
although this may matter more to creditors than it does to equity holders. Private equity
does not exist in a vacuum. Public equity valuations have moved higher also, so there is
certainly some cause and effect occurring.
Is it worrisome? Yes. High prices do not necessarily equate to lower returns, since
managers have numerous ways to generate those returns. However, high prices reduce the
margin for error. An unexpected economic or industry downturn or something that occurs
at the individual company level are not as well handled when you have already paid a high
price. For example, consider a manager that paid a high multiple for an aerospace company
going into the pandemic. Great company, great manager, but that high price means your
flexibility is limited.
Can the price multiple news get worse?
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Chart 4.7
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It sure can. GPs believe prices are headed higher.
We know what you’re thinking…
It might actually end really well. We had this same worry
five years ago and, in hindsight, you should have bought
everything you could then because prices are higher now.
In a world where interest rates stay low for an extended
period of time and monetary and fiscal policy remain
supportive, why can’t multiples increase 50% from here? The short answer is they can. Are we
saying they will? No, but we’re saying basing investment decisions solely on high prices is an
incorrect — or at least, incomplete — response.
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Chart 4.8 Leverage Multiples at Acquisition
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Chart 4.9 Coverage Ratios at Acquisition
EBITDA/Cash Interest Expense
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Environmental, Social and Governance
Increased investor attention on
ESG considerations is yet another
trend that has accelerated as a result
of the pandemic as well as a multitude
of other events that hardly need to be
detailed here.
A quick barometer of this increased
attention is a look at the average number
of times “ESG” is mentioned in PPMs
we have received in any given year.
Unsurprisingly, Europe continues to
outpace North America meaningfully in
this regard.
We recently surveyed our clients and
partners, asking them to assess the
importance of ESG to their investment
strategy. While this is a snapshot in time
and does not provide a look at how this
has evolved, you can see how ESG is very
much a developing and/or current focus.
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Chart 4.11 How Important is ESG to your Investment Strategy?
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Notably, a larger contingent of LPs rank ESG as a low priority compared to GPs. You could
argue that makes sense given that GPs are catering to a broader set of interests than a single
LP. Still, it’s interesting to note that GPs appear slightly ahead of LPs, based on this survey at
least, in terms of thinking about ESG.
Within the LP group, we asked which of the three components of ESG was the primary
focus. Roughly half noted governance, with the rest almost evenly split between social and
environmental. We polled our GP group to understand how often they are asked about their
ESG initiatives.

Chart 4.12

What percentage of your LPs request your
information on ESG initiatives?
76%-100%

51%-75%

5%

18%

26%-50%

0%-25%

38%

39%
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Source: Hamilton Lane General Partner Survey 2020 (December 2020)

The responses surprised us. More than one-third report that less than a quarter of LPs ask.
What do we make of this? We’ll say what investors hate to hear: Lots of talk and a lot less
action from the LP side. Nevertheless, we’ll make a prediction: ESG will become one of the
most important considerations for both LPs and GPs over the next five years.

ESG will become one of the most
important considerations for both LPs
and GPs over the next five years.

we build portfolios
designed to outperform
Concentrated

>$900B1

In 2020, HL screened
more than 1,000
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of the opportunities
received.
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The 2020 capital allocated includes all primary commitments for which Hamilton Lane retains a
level of discretion and all advisory client commitments for which Hamilton Lane performed due
diligence. This amount excludes secondary and co-investment commitments. (December 31, 2020)
1
All currency converted as of 12/31/20. This figure excludes opportunities where a size was not
received or not relevant (i.e., open-end funds).
2
Represents primary fund investment opportunities that received discretionary commitments from
Hamilton Lane.

Diversified
Investments across multiple strategies

Credit
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VC/Growth
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Selective deployment
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tactical allocations
Hamilton Lane Discretionary Committed Capital by Vintage Year and Strategy1
As of December 31, 2020
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Source: Hamilton Lane Data (January 2021)
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We are still quite proud of our
overview discussion last year, in
which we noted that the probability of a
downturn over the next year was higher than
at any time in the last 10 years. No, we had
no idea there was a global pandemic on the
horizon, but part of making assessments
is to be prepared when risk seems higher, and that was what we identified last year. What
made our caution difficult to implement from an investment strategy perspective, was that
the pandemic-induced downturn impacted investments randomly, further exacerbating the
bifurcated experience of investors around the world. You could own the best company with the
best management and the best capital structure, but if that company was in entertainment,
hospitality, travel or a variety of other impacted industries, your investment was going to
struggle. The converse was also true, and owning a home delivery company, however poorly
run, was going to prove a good investment. When managers tell you they prepared and were
ready for anything, hit END on your Zoom call. That’s revisionist history.
Why were we cautious last year? Those of you who follow these overviews know the reason:
The oft-scorned yield curve indicator. It was correct again.
Chart 5.1 10-Year Treasury Bill Spreads
Provides Indication of Current Cycle's Returns Relative to Average Deal Returns
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The yield curve has proven a reliable and almost infallible indicator. Some will argue its signal
last year shouldn’t count because a pandemic caused the recession. Our counter is that
reasons are not what the indicator is looking for; it’s only saying that the risk of recession is
very high. What is our prediction for the odds of a recession in 2021?

LAST YEAR

THIS YEAR

21%

i = -1

Yes, we are entering the fields of engineering and mathematics for an imaginary number
because, well, we already used less than zero as a probability a few years ago, and we think
the odds need to be expressed in the negative realm for 2021. Why are we so certain? You
guessed it; it’s the yield curve. We trust its predictive powers, and it’s telling us that there is not
a recession on the horizon. Another reason is central bank accommodation.
Chart 5.2 U.S. Federal Reserve — Total Assets
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Chart 5.3 European Central Bank — Total Assets
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When history is written, central banks, as they were in 2007, will be credited with ensuring
global financial systems remained liquid and functioning through this pandemic. Their
statements and actions clearly signal continued support in any way possible to prevent
economies from turning down. Adding to our confidence that 2021 will experience economic
growth is the fiscal response from governments globally.
Chart 5.4 Discretionary Fiscal Response to COVID-19 Crisis
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Please refer to endnotes.
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The world has not witnessed this kind of coordinated central bank and
government response, probably not even during the Great Depression. We expect
that this will continue through 2021, providing ongoing support for economic growth. It is
worth considering why the response has been so different from that during the GFC. In 2008,
many parts of the population and government viewed the economic downturn as something
caused by banks, or failed regulation, or a general failure of economic policy. It is difficult to
marshal full support for unlimited government response when many view certain actors or
the government itself as responsible.
By contrast, the pandemic was viewed, correctly, as no one’s fault. It was the classic force
majeure, unexpected and with devastating impacts on health and economic stability. There
was no one to blame and a large majority of people feel it is incumbent on governments to
support economies until the pandemic is over or at least manageable, which is likely to be
well into 2021.
As a result, our prediction for 2021 and, likely, 2022 includes a few key features:
a. Continued economic growth, supported by ongoing central bank and government
stimulus.
b. Continued low interest rates.
c. Continued higher stock markets, with increasing multiples, driven by the recognition
that low interest rates for longer mean higher multiples and prices.
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d. At some point, probably mid-to-late 2021, an inflation scare in the capital markets
when the pent-up demand for consumer goods and services explodes, as widespread
vaccination reduces the worry over COVID-19. We will read that inflation is returning, and
interest rates will surge, and consumer price index readings will increase. It will be a scare
and nothing more. As long as unemployment remains high, which it will, inflation will not
return. It will be a temporary adjustment to that demand.
e. Our biggest worry? The idea that risk is irrelevant. In this environment, investors should
take on as much risk as they can. You have, for some period of time, central banks and
governments supporting you in that pursuit. We all know it cannot last, but we don’t know
how long it will last. As investors, we cannot sit on the sidelines, if for no other reason
than we have no idea whether this lasts one year or five years, and being five years early
to a market turn is to admit you are not an investor, just stubborn. However, when no one
is factoring risk, it can be a very risky environment, particularly for illiquid assets.

The Hamilton Times
PHILADELPHIA, PA

ENRICHING LIVES AND SAFEGUARDING FUTURES

THURSDAY FEBRUARY 18, 2021

A POLITICAL PAUSE!
While it’s hard to feel proud of much having to do
with United States politics, we nevertheless take
pride in the U.S. political outlook we published
over a year ago. At that time, we made a few
predictions:
1) We noted that, when the U.S. had a president whose
administration was chaotic and/or corrupt, the country
tended to prefer a candidate who would usher in a quieter
and calmer presidency, rather than one who promised
radical change. We believed the Democrats would,
therefore, coalesce behind a moderate like Joe Biden
rather than a more progressive candidate such as Bernie
Sanders or Elizabeth Warren.

70 | Where Are We Now?

2) We predicted that the Democratic candidate would win the presidency. We admit that our
odds for Trump winning were optimistic, giving him a 1% chance, while he lost in a landslide.
Now, before you accuse us of favoring one candidate over another, we use the term “landslide”
intentionally...and ironically. After all, it was the same word Trump used in describing his win over
Hillary Clinton in 2016. In that election, President Trump won states with 306 electoral votes and
lost the popular vote by approximately three million votes. In the 2020 election, President-elect
Biden won states with 306 electoral votes and won the popular vote by approximately seven
million votes. (‘Til the landslide brought me down…)
3) We predicted that Democrats would win the Senate. While the margin was the slimmest
possible, the Democrats do hold a Senate majority, with the Vice President casting any tiebreaking votes.

What happens now? The next year or two are likely to be calmer than the previous four,

marked by a focus on getting through the pandemic, getting Americans vaccinated and getting
the U.S. economy back on track. Over the next two years, with the Democrats controlling all
branches of government, we expect: (i) large fiscal stimulus programs with expanded payments
and unemployment benefits, aid to state and local governments (with corresponding stimulative
impacts to the economy) and significant infrastructure spending with a focus on projects that
impact climate change and transportation; (ii) less dramatic tax increases than consensus,
with increased corporate taxes, somewhat higher personal taxes and a number of tax increases
on items such as capital gains aimed specifically at higher income groups; and (iii) increased
regulatory scrutiny of most industries, particularly tech and healthcare, but not as much focus
on the financial system as might have been anticipated with a Democratic congress. Under this
calmer surface, there are likely to be some powerful trends.
a) The Democratic and Republican
parties are likely to polarize further. The
Republican Party will not veer right in any
classic sense of that word in U.S. politics,
but will veer farther away from what has
been viewed as mainstream. It will become
dominated by a coalition of (i) Trump
supporters with their conspiracy theories
and distrust of anything to do with the
government, science, finance or the media,
(ii) QAnon followers, and (iii) extremely
conservative groups with single-issue
politics. The Democratic Party will veer left
as progressives become frustrated with
the Biden administration’s lack of strong
action across a variety of issues important
to them, such as climate change, social and
income inequality and racial injustice. It is
unclear what happens to the middle in this
environment, or if there even is a middle.

Oddly, the more radical parts of the Republican
and Democratic Parties will find common
ground in areas such as tax and spending
policy, where platforms of re-distributing
wealth appeal to both wings. You have to
wonder whether Aesop was clairvoyant, writing
the country mouse and city mouse fable with
2020 U.S. politics in mind. Look at this map of
U.S. counties and how they voted in the last
presidential election.
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We will see, over the next two
years, intense local battles
as the parties prepare for
the 2022 elections and the
more extreme sides of each
party work to have their
candidates nominated for the
general elections. Will those
more polarizing candidates
win the primaries and, more
importantly, the general
elections? The results will
determine whether the U.S.
political system becomes
more dysfunctional, with fewer
areas of compromise, or if
more moderate elements in
each party assume a more
prominent role.

b) Geopolitically, the world
will be both a safer and less
safe place. U.S. policy will
move significantly toward
alliances with areas shunned
by the Trump Administration,
such as the EU, Japan and
South Korea. Places favored
by the Trump Administration,
such as Russia, North Korea
and Turkey, will become
potential flash points as the
Biden Administration takes
harder lines. Continued
tensions with China are likely,
although not as visible. A
crucial initial indicator of U.S.
policy will be relations with
Iran and Saudi Arabia and how
a Biden administration deals
with those tensions.
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c) While ﬁscal support globally will continue, most of
the Western world will, at some point, have to deal with
increasing debt levels. We don’t know how or when this
will happen. We have seen apocalyptic scenarios and we
have seen benign scenarios and even followed some of
the Modern Monetary Theory predictions that argue for
ideal outcomes. We still don’t know, but the parallel paths
of diminishing government stimulus, debt, geopolitical
shifts and political realignments will have outsized
impacts on investment planning.
d) Want one unexpected potential change? Look for
increased regulatory oversight on private credit. Janet
Yellen, as head of the Federal Reserve, often complained
that non-bank banks made up a large part of the credit
world, but their activities were opaque to the Fed. As
Treasury Secretary, it wouldn’t be surprising to see her
attempt to bring their activities under more scrutiny.
It won’t be a priority, but it could begin with reporting
requirements and graduate to bringing their lending
activities under some regulatory structure similar to that
applicable to banks.
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Let’s shift gears away from politics and turn back to the markets, beginning here
with our annual sentiment indicators. We’ve said it before, but sentiment matters just as much
in the private markets as it does in the public markets. Yes, we hear the counterarguments
that this is a long-term asset class and investors don’t give in to fear or greed. It’s simply not
the case. (We considered renaming these to “The Hamilton Lane Fear and Greed Indicators,”
but that doesn’t have the nicest ring to it.)
So, where are our indicators pointing today, after signaling some caution last year?
Chart 6.1 Buyout
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Source: Hamilton Lane Data, Bloomberg, Cobalt, Preqin, PEI, S&P (January 2021)
Please refer to endnotes.

The indicator for buyouts is signaling a neutral market, albeit slightly more positive than it
was last year. You can see some indicators moving in each direction, although more are
moving favorably. The fact that purchase price multiples are at extremes has many observers
interpreting this as a bearish chart. Be careful of that single indicator analysis.
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Chart 6.2 Credit
Today
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The credit market has moved in a mostly positive direction since 2019, and we’d rate the market
today as slightly positive overall. Once again, there are many who look solely at leverage ratios
and say they are too extreme to warrant anything but a bearish outlook on credit. We will be the
broken record and caution against relying upon one indicator as the bellwether.
Chart 6.3 Real Estate
Today
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The real estate market is the most positive of the alternative markets. This is perhaps surprising,
but likely not when you consider low interest rates and the number of sectors such as housing,
warehouse space, etc. where fundamentals are strong.
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The infrastructure chart is interesting.
Chart 6.4 Infrastructure
Today
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Most of the indicators trended negative, but did so from a more positive area and so, overall, it
is just slightly positive. Consistent with what we are seeing across the private markets, purchase
price multiples trended higher. While they are not at the Mount Everest levels we see in the
private equity markets, no one would argue that scaling K2 is easier simply because it’s a lower
peak. Devotees of purchase price multiple as the best indicator of future returns won’t like the
infrastructure levels. On the slightly positive side was some improvement in leverage multiples.
And now we turn to our favorite chart with its color-coded guide to investing.
Chart 6.5 Hamilton Lane Worry Index
The Hamilton Lane Worry Index is a Composite of Hamilton Lane’s Sentiment Indicators. Higher Numbers = More Worry
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Not surprisingly, every category moved in a more positive direction. No area looks particularly
undervalued, however. We remain of the view that markets are fine, but certainly not compelling
across the board for buyers or warranting screams of “sell” on the other side.
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Our proprietary indicator, which has had quite a good run in good and bad markets alike,
continues to say we are in neutral territory.
Chart 6.6 Deal Vintage Year IRR vs. Predictive Model
Provides Indication of Current Cycle's Returns Relative to Average Deal Returns
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Some look at this chart and say, well it’s not telling me to buy, so I’m going to do nothing.
Big mistake. Huge. This model is designed to make sure you’re positioned appropriately
for the markets in which we find ourselves today. And, the model is telling us that we should
expect an average market, which you can see means a 15% return. That’s not so bad, is it?
What it is also telling us, is that this is the time to continue investing without either leaning in
too heavily and over-investing or leaning back and being too cautious. That makes sense to us
in this environment. It’s not exciting, it’s not controversial, it’s a little meh. But coming off the
year we’ve all had, maybe ‘meh’ isn’t the worst thing.
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With a neutral environment overall, how do we position
portfolios when the underlying dynamics are so bifurcated?
Growth vs. Value You have to make
a choice regarding where you are on
the value versus growth scale. As clear
examples, do you prefer buying assets
in hard hit sectors, such as travel, at
lower prices and play for recovery?
Or, do you prefer to pay a higher price
for an asset that grew during the
pandemic and assume it will continue
to grow? That is a simplistic example,
but one that requires your view from
an intellectual investment perspective
and an emotional perspective (some
people are simply more comfortable
with one or the other). It’s time to get
choosy. Our view is that investors need
to lean into growth more than they
have in the past, particularly in a riskon environment such as this one.

Credit remains a place where the delta between
the return available in the private markets
compared to that of the public markets is too
great to ignore. Credit allows for a blend of
risk and return, depending on where you want
to be in the capital structure. We remain wary
of distressed debt, at least for the next year,
because there is too much government support
to believe opportunities will be available in scale.

Secondary investments will continue to be
appealing, whether the classic LP position
as investors re-position portfolios or GP-led
secondaries as this liquidity option becomes
increasingly attractive. For those investors
desperate to invest in long-term holds, we
suggest you look at the secondary market first.

Infrastructure remains compelling, buoyed by strong income yields, demonstrated downside
protection and a supportive political and regulatory environment. Big data, digitization and the
electrification of a green economy will continue to drive investment in growth sectors such as
towers, data centers, fiber and renewable energy.

Real estate will post strong returns in 2021
generated by increasing cash yields fueled
by historically cheap debt. The dispersion of
total returns across property types will be
wide, however, with those properties showing
operating resilience in 2020 at one end of
the spectrum, while urban city center hotels
provide the anchor to asset class performance.
Distressed sellers and recap opportunities will
emerge across most property types.

Western Europe will continue to
surprise many of us with attractive
investment returns. The EU seems
able to muddle, pull, plod and
navigate its way through a variety of
issues, seemingly the Rube Goldberg
political device of all time. Finally,
for those looking for ROW exposure,
developed Asia is most attractive on
a relative basis.

Our last point will feature our Private Markets Report Card, something we introduced
in our market updates we shared almost weekly as the pandemic was unfolding.
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PRIVATE MARKETS

REPORT CARD
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Let us say a couple of things about grades. First, don’t you love them? They are universal; we all
recall what it felt like to get grades in school, and still have a visceral, almost emotional reaction
to them: Anger, pride, concern. But grades represent a point in time and, as we’ve seen over the
past year, the great thing about these markets is how they shift. We also say this all the time:
The best deal and the best manager in the worst-graded sector will probably outperform the
worst managers (and maybe even the average managers) in the best-graded sector.
We’re trying to identify headwinds and tailwinds in which to lean a well-diversiﬁed portfolio.
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ith that, the fable of the 2020/2021 markets comes to a close,
and we take our leave. We do so convinced that, as investors,
we will continue to experience different outcomes, depending
on the paths we choose. Remember, there are choices to be made. You
can be the city mouse or the country mouse, you can choose to lean more
strongly into risk or lean away, buy more or sell more. We believe those
decisions will matter more than they have in prior cycles.
This is not a morality tale, however, as we believe both mice will prosper.
You know us, and you know you; we are all competitive and looking to
achieve the best returns. And yet one mouse will fare better than the other.
Whether you agree with all we’ve written or not, we put down our pen
confident that we’ve provided you enough data to make better choices.

Now, go forth and win those investment battles.

the End
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ENDNOTES & DEFINITIONS
ENDNOTES
Chart 1.4: New Fund Families includes funds with fund
numbers less than 3 for a given vintage year. Established Fund
Families includes funds with fund numbers greater than or
equal to 3 for a given vintage year.
Page 10: Please be aware that the information contained herein
is based upon results of a survey conducted by Hamilton Lane
Advisors, L.L.C. (the “Firm”) of a number of private markets
participants. The results of the survey may not necessarily
represent the opinions of the Firm or its employees, officers
or directors. Publication of this report does not indicate an
endorsement by the Firm of the results included herein and
should not be relied upon when making investment decisions.
Chart 2.1: MSCI World used as proxy for public equities.
Chart 2.12, Chart 2.13: All Private Equity includes buyout,
venture capital, growth equity and co-investments.
Chart 2.14: Indices used: Hamilton Lane All Private Markets
with volatility de-smoothed; Hamilton Lane All Private Equity
ex. Credit and Real Assets with volatility de-smoothed; S&P 500
Index; Russell 3000 Index; MSCI World Index; HFRI Composite
Index; Hamilton Lane Private Credit with volatility de-smoothed;
Credit Suisse High Yield Index; Barclays Aggregate Bond
Index; Hamilton Lane Private Real Estate with volatility desmoothed; Hamilton Lane Private Infrastructure with volatility
de-smoothed; Hamilton Lane Private Natural Resources with
volatility de-smoothed; FTSE/NAREIT Equity REIT Index; S&P
Global Infrastructure Index; MSCI World Energy Sector Index.
Geometric mean returns in USD. Assumes risk free rate of
2.2%, representing the average yield of the ten-year treasury
over the last ten years.
Chart 2.15: Indices used: Hamilton Lane All Private Markets
with volatility de-smoothed; Hamilton Lane All Private Equity
ex. Credit and Real Assets with volatility de-smoothed; S&P 500
Index; Russell 3000 Index; MSCI World Index; HFRI Composite
Index; Hamilton Lane Private Credit with volatility de-smoothed;
Credit Suisse High Yield Index; Barclays Aggregate Bond
Index; Hamilton Lane Private Real Estate with volatility desmoothed; Hamilton Lane Private Infrastructure with volatility
de-smoothed; Hamilton Lane Private Natural Resources with
volatility de-smoothed; FTSE/NAREIT Equity REIT Index; S&P
Global Infrastructure Index; MSCI World Energy Sector Index.
Geometric mean returns in USD. Assumes risk free rate of
2.0%, representing the average yield of the ten-year treasury
over the last three years.
Chart 2.15: Bubbles sized by relative market NAV as of 9/30/20.
Chart 2.19: Infrastructure from 2000 – 2020, Natural Resources
from 1998 – 2020.
Chart 2.23: All PM includes fund-of-funds and secondary fundof-funds.
Chart 2.28: Using data from Russell, December 31, 1983
through July, 31 2020.
Chart 2.29: Deals within Buyout funds are classified as value/
balanced/growth based on the following process & criteria.
First, deals are grouped by deal vintage year and GICS sector
to create vintage year/GICS sector benchmarks. For a given
benchmark, a deal’s acquisition valuation multiple (EV/EBITDA
at acquisition) is compared to the benchmark’s median
acquisition valuation multiple. If the deal’s valuation multiple
is between -2x and +4x of the benchmark multiple, the deal
is classified as balanced; if the multiple is less than -2x of
the benchmark multiple, the deal is classified as value; if the
multiple is greater than +4x of the benchmark multiple, the deal
is classified as growth. For all deals within the dataset that do
not have an acquisition valuation multiple, a deal’s acquisition
revenue multiple (Revenue/EBITDA at acquisition) is compared
to the benchmark’s median acquisition revenue multiple. If
the deal’s revenue multiple is between -0.5x and +0.5x of the
benchmark multiple, the deal is classified as balanced; if the
deal’s multiple is less than -0.5x of the benchmark multiple,
the deal is classified as value; if the deal’s multiple is greater
than +0.5x of the benchmark multiple, the deal is classified
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as growth. At this point, all deals have been classified as
either value, balanced or growth. Then, for all deals that have
been classified as balanced, if the deal’s acquisition leverage
multiple (Net Debt/EBITDA at acquisition) is less than 4x, the
deal is reclassified as growth; otherwise, it remains classified
as balanced. Finally, any deal classified as growth thus far
that has an acquisition revenue multiple less than the median
acquisition revenue multiple for all value deals in the dataset
is reclassified as a value deal; otherwise, the deal remains
classified as a growth deal.
Chart 2.37, Chart 2.38: Sample portfolios were created
for buyout, credit, growth & VC, and real estate by running a
simulation choosing a certain amount of funds (depending
on strategy) for each vintage year from 2010 – 2019. Buyout
Portfolios and VC/Growth Portfolios chose 5 funds per vintage
year and Credit and Real Estate Portfolios chose 4 funds per
vintage year. Groupings of funds were chosen by random
for each vintage year and then the portfolio’s returns were
calculated on a 3 year and 10 year point-to-point basis. The
simulation was run 10,000 times for each asset class. Plotted
are the return distributions from those simulations.
Chart 3.14, Chart 3.15: Performance figures are off of the
quarter end 6 months prior to the current fund’s first capital
call date to simulate when the fund was being raised and
diligenced. The vintage year buckets are of the current fund
and analysis is off of the previous fund in the given fund family.
Chart 3.16: Performance figures are off of the quarter end
6 months prior to the current fund’s first capital call date to
simulate when the fund was being raised and diligenced. The
vintage year buckets are of the current fund and all analysis is
of each fund’s previous fund raised 2 funds ago.
Chart 3.17: Performance figures are off of the quarter end
6 months prior to the current fund’s first capital call date to
simulate when the fund was being raised and diligenced. The
vintage year buckets are of the current fund and analysis is off
of the previous fund in the given fund family.
Chart 5.4: The timeframe for the announced measures is
country-specific, but the bulk of the measures announced so far
are short-term crisis-response measures to be implemented in
2020-21. Country group averages are weighted by GDP in U.S.
dollars adjusted by purchasing power parity.
Chart 6.1, Chart 6.2, Chart 6.3, Chart 6.4: If a data set is
distributed normally, about 95% of all data points will lie within
two standard deviations of the mean.
Chart 6.5: The Hamilton Lane Worry Index (“HLWI”) is a
composite view of a wide range of macroeconomic indicators
across Buyout, Credit, and Real Assets. Indicators are scaled
from 0 to 100 based on their relative value each year, and then
averaged to create a market-wide number. Lower numbers
represent a generally more favorable environment while high
numbers signal a generally less favorable environment. The
HLWI is directional and not necessarily indicative of future
results.
STRATEGY DEFINITIONS
All Private Markets: Hamilton Lane’s definition of “All Private
Markets” includes all private commingled funds excluding
fund-of-funds, and secondary fund-of-funds.
CI Funds: Any fund that either invests capital in deals alongside
a single lead general partner or alongside multiple general
partners.
Co/Direct Investment Funds: Any PM fund that primarily
invests in deals alongside another financial sponsor that is
leading the deal.
Corporate Finance/Buyout: Any PM fund that generally takes
control position by buying a company.
Credit: This strategy focuses on providing debt capital.
Distressed Debt: Includes any PM fund that primarily invests in
the debt of distressed companies.
EU Buyout: Any buyout fund primarily investing in the European
Union.
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Fund-of-Funds (FoF): A fund that manages a portfolio of
investments in other private equity funds.
Growth Equity: Any PM fund that focuses on providing growth
capital through an equity investment.
Infrastructure: An investment strategy that invests in physical
systems involved in the distribution of people, goods, and
resources.
Late-Stage VC: A venture capital strategy that provides funding
to developed startups.
Mega/Large Buyout: Any buyout fund larger than a certain fund
size that depends on the vintage year.
Mezzanine: Includes any PM fund that primarily invests in the
mezzanine debt of private companies.
Multi-Management CI: A fund that invests capital in deals
alongside a lead general partner. Each deal may have a
different lead general partner.
Multi-Stage VC: A venture capital strategy that provides
funding to startups across many investment stages.
Natural Resources: An investment strategy that invests in
companies involved in the extraction, refinement, or distribution
of natural resources.
Origination: Includes any PM fund that focuses primarily on
providing debt capital directly to private companies, often
using the company’s assets as collateral.
Private Equity: A broad term used to describe any fund that
offers equity capital to private companies.
Real Assets: Real Assets includes any PM fund with a strategy
of Infrastructure, Natural Resources, or Real Estate.
Real Estate: Any closed-end fund that primarily invests in
non-core real estate, excluding separate accounts and joint
ventures.
ROW: Any fund with a geographic focus outside of North
America and Western Europe.
ROW Equity: Includes all buyout, growth, and venture capitalfocused funds, with a geographic focus outside of North
America and Western Europe.
Secondary FoF: A fund that purchases existing stakes in
private equity funds on the secondary market.
Seed/Early VC: A venture capital strategy that provides funding
to early-stage startups.
Single Manager CI: A fund that invests capital in deals
alongside a single lead general partner.
SMID Buyout: Any buyout fund smaller than a certain fund size,
dependent on vintage year.
U.S. Mega/Large: Any buyout fund larger than a certain fund
size that depends on the vintage year and is primarily investing
in the United States.
U.S. SMID: Any buyout fund smaller than a certain fund size
that depends on the vintage year and is primarily investing in
the United States.
VC/Growth: Includes all funds with a strategy of venture capital
or growth equity.
Venture Capital: Venture Capital incudes any PM fund focused
on any stages of venture capital investing, including seed, earlystage, mid-stage, and late-stage investments.
INDEX DEFINITIONS
Barclays U.S. Corporate Aggregate Index: Tracks the
performance of U.S. fixed rate corporate debt rated as
investment grade.
BofAML High Yield Index: The BofAML High Yield index
tracks the performance of below investment grade U.S. dollardenominated corporate bonds publicly issued in the U.S.
domestic market.
Credit Suisse High Yield Index: The Credit Suisse High Yield
index tracks the performance of U.S. sub-investment grade
bonds.

Credit Suisse Leveraged Loan Index: The CS Leveraged Loan
Index represents tradable, senior-secured, U.S. dollardenominated non-investment grade loans.
FTSE/NAREIR Equity REIT Index: The FTSE/NAREIT All Equity
REIT Index tracks the performance of U.S. equity REITs.
HFRI Composite Index: The HFRI Composite Index reflects
hedge fund industry performance.
MSCI Emerging Markets Index: The MSCI Emerging Markets
Index is a free float-adjusted market capitalization index that is
designed to measure equity market performance of emerging
markets.
MSCI Europe Index: The MSCI Europe Index tracks large and
mid-cap equity performance across 15 developed market
countries in Europe.
MSCI World Energy Sector Index: The MSCI World Energy
Sector Index measures the performance of securities classified
in the GICS Energy sector.
MSCI World ex. U.S. Index: The MSCI World ex. U.S. Index
tracks large and mid-cap equity performance in developed
market countries, excluding the U.S.
MSCI World Index: The MSCI World Index tracks large and midcap equity performance in developed market countries.
Russell 3000 Index: The Russell 3000 Index is composed
of 3000 large U.S. companies as determined by market
capitalization.
Russell 3000 Net Total Return Index: The Russell 3000 NTR
Index is composed of 3000 large U.S. companies as determined
by market capitalization with net dividends reinvested.
S&P 500 Index: The S&P 500 Index tracks 500 largest
companies based on market capitalization of companies listed
on NYSE or NASDAQ.
S&P Global Infrastructure Index: The S&P Global Infrastructure
Index tracks the performance of 75 companies from around
the world that represent the infrastructure industry.
OTHER
Desmoothing: A mathematical process to remove serial
autocorrelation in the return stream of assets that experience
infrequent appraisal pricing, such as private equity. Desmoothed
returns may more accurately capture volatility than reported
returns. The formula used here for desmoothing is:
rD(t) = (r(t) – r(t-1) * ρ) / (1 – ρ)
Where rD(t) = the desmoothed return for period t, r(t) = the
return for period t, ρ = the autocorrelation
PME (Public Market Equivalent): Calculated by taking the fund
cash flows and investing them in a relevant index. The fund
cash flows are pooled such that capital calls are simulated
as index share purchases and distributions as index share
sales. Contributions are scaled by a factor such that the ending
portfolio balance is equal to the private equity net asset value
(equal ending exposures for both portfolios). This seeks to
prevent shorting of the public market equivalent portfolio.
Distributions are not scaled by this factor. The IRR is calculated
based on these adjusted cash flows.
Sharpe Ratio: The Sharpe Ratio is the average return earned
in excess of the risk-free rate per unity of volatility or total risk.
Time-weighted Return: Time-weighted return is a measure of
compound rate of growth in a portfolio.
Total Exposure: Total Exposure is equal to NAV + Unfunded
Commitment.
Volatility: Volatility is a statistical measure of dispersion of
return, specifically standard deviation.

Disclosures | 83

DISCLOSURES
This presentation has been prepared solely for informational purposes and contains confidential and proprietary information, the
disclosure of which could be harmful to Hamilton Lane. Accordingly, the recipients of this presentation are requested to maintain
the confidentiality of the information contained herein. This presentation may not be copied or distributed, in whole or in part,
without the prior written consent of Hamilton Lane.
The information contained in this presentation may include forward-looking statements regarding returns, performance, opinions,
the fund presented or its portfolio companies, or other events contained herein. Forward-looking statements include a number of
risks, uncertainties and other factors beyond our control, or the control of the fund or the portfolio companies, which may result in
material differences in actual results, performance or other expectations. The opinions, estimates and analyses reflect our current
judgment, which may change in the future.
All opinions, estimates and forecasts of future performance or other events contained herein are based on information available
to Hamilton Lane as of the date of this presentation and are subject to change. Past performance of the investments described
herein is not indicative of future results. In addition, nothing contained herein shall be deemed to be a prediction of future performance. The information included in this presentation has not been reviewed or audited by independent public accountants.
Certain information included herein has been obtained from sources that Hamilton Lane believes to be reliable, but the accuracy
of such information cannot be guaranteed.
This presentation is not an offer to sell, or a solicitation of any offer to buy, any security or to enter into any agreement with Hamilton Lane or any of its affiliates. Any such offering will be made only at your request. We do not intend that any public offering
will be made by us at any time with respect to any potential transaction discussed in this presentation. Any offering or potential
transaction will be made pursuant to separate documentation negotiated between us, which will supersede entirely the information contained herein.
Certain of the performance results included herein do not reflect the deduction of any applicable advisory or management fees,
since it is not possible to allocate such fees accurately in a vintage year presentation or in a composite measured at different
points in time. A client’s rate of return will be reduced by any applicable advisory or management fees, carried interest and any
expenses incurred. Hamilton Lane’s fees are described in Part 2 of our Form ADV, a copy of which is available upon request.
The following hypothetical example illustrates the effect of fees on earned returns for both separate accounts and fund-of-funds
investment vehicles. The example is solely for illustration purposes and is not intended as a guarantee or prediction of the actual
returns that would be earned by similar investment vehicles having comparable features. The example is as follows: The hypothetical separate account or fund-of-funds consisted of $100 million in commitments with a fee structure of 1.0% on committed
capital during the first four years of the term of the investment and then declining by 10% per year thereafter for the 12-year life
of the account. The commitments were made during the first three years in relatively equal increments and the assumption of
returns was based on cash flow assumptions derived from a historical database of actual private equity cash flows. Hamilton
Lane modeled the impact of fees on four different return streams over a 12-year time period. In these examples, the effect of
the fees reduced returns by approximately 2%. This does not include performance fees, since the performance of the account
would determine the effect such fees would have on returns. Expenses also vary based on the particular investment vehicle and,
therefore, were not included in this hypothetical example. Both performance fees and expenses would further decrease the return.
Hamilton Lane (Germany) GmbH is a wholly-owned subsidiary of Hamilton Lane Advisors, L.L.C. Hamilton Lane (Germany) GmbH
is authorised and regulated by the Federal Financial Supervisory Authority (BaFin). In the European Economic Area this communication is directed solely at persons who would be classified as professional investors within the meaning of Directive 2011/61/EU
(AIFMD). Its contents are not directed at, may not be suitable for and should not be relied upon by retail clients.
Hamilton Lane (UK) Limited is a wholly-owned subsidiary of Hamilton Lane Advisors, L.L.C. Hamilton Lane (UK) Limited is authorised and regulated by the Financial Conduct Authority (FCA). In the United Kingdom this communication is directed solely at
persons who would be classified as a professional client or eligible counterparty under the FCA Handbook of Rules and Guidance.
Its contents are not directed at, may not be suitable for and should not be relied upon by retail clients.
Hamilton Lane Advisors, L.L.C. is exempt from the requirement to hold an Australian financial services licence under the Corporations Act 2001 in respect of the financial services by operation of ASIC Class Order 03/1100: U.S. SEC regulated financial service
providers. Hamilton Lane Advisors, L.L.C. is regulated by the SEC under U.S. laws, which differ from Australian laws.
Any tables, graphs or charts relating to past performance included in this presentation are intended only to illustrate the performance of the indices, composites, specific accounts or funds referred to for the historical periods shown. Such tables, graphs and
charts are not intended to predict future performance and should not be used as the basis for an investment decision.
The information herein is not intended to provide, and should not be relied upon for, accounting, legal or tax advice, or investment
recommendations. You should consult your accounting, legal, tax or other advisors about the matters discussed herein.
The calculations contained in this document are made by Hamilton Lane based on information provided by the general partner
(e.g. cash flows and valuations), and have not been prepared, reviewed or approved by the general partners.
As of February 16, 2021
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