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Alternative Investments: Private Equity

Quicktake: Nearly $3.5 trillion in dry powder has accumulated in the alternative investment 
ecosystem. Demand will continue to grow, and the asset class is poised for another bullish year 
of investment and exit activity. Corporate activity will also lead to higher M&A deal flow. In 
private equity focus on managers targeting mid-market opportunities where sponsors have more 
control over terms and deeper cooperation with portfolio companies. Private debt and 
alternative income offer better options than public markets with similar risk levels, and they are 
now essential to include in income generating portfolio. Alternative income strategies have a 
built-in hedge against higher rates because of their control over terms and common floating rate 
structures. Hedge funds will act as both risk mitigators and return enhancers this year. Volatility 
is good for the asset class, and divergences in global rates, currencies, and markets will be 
tailwinds. 

Private equity has continued to see unprecedented capital inflows and deal activity. Dealmaking and 
exit activity both set records in 2021 with more than $1 trillion in total deal value completed, over 50% 
above the previous high-water mark. Fundraising activity also remains elevated. Nearly $3.5 trillion in 
dry powder was held across the alternative landscape. With the tailwinds of high demand, plenty of 
liquidity at the corporate and sponsor levels, and moderating valuation multiples, private markets are 
poised for another bullish year of investment and exit activity.
We expect deal flow to continue at high levels this year. Many businesses and fund managers are still 
flush with cash. With finances stabilized, we expect capex and acquisition activity to ramp up as 
companies look to expand operations and production. Additionally, trends that were accelerated by 
the pandemic such as work from home, expanding technology offerings across business lines, and 
changes in consumption and living patterns will continue rewarding companies that invest in 
innovation. 

Dry powder by asset class
Cumulative dry powder, USD billions

Asset class Current* % of total
$155Secondaries 5%
$147Fund of funds 4%
$448Privtate debt 13%
$725 22%Real assets*
$444 13%Venture capital

Private equity 43%$1,421
Total $3,340
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Source: Pitchbook, JP Morgan Asset Management, data as of November 2021

Alternative investment dry powder is once again at all-time highs
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The valuation multiple arbitrage opportunities between the public and private markets are likely to 
decline this year. IPO and SPAC exit activity was particularly strong last year because of the multiples 
companies were able to capture in the public markets. IPO activity will still be an important exit 
strategy, but we think public market multiples are likely to retreat which will shift more exit and deal 
making activity towards traditional routes like add-ons and corporate acquisitions. Additionally, high 
levels of dry powder within the private market ecosystem will boost deal activity from fund sponsors 
and continuation funds. This environment supports our focus on partnering with managers targeting 
middle-market growth opportunities. As mega-funds struggle to deploy capital there will be ample 
opportunities for managers targeting small to mid-size companies for both investments and exits. From 
an investment perspective, deals in the middle market space tend to be less competitive and provide 
general partners more flexibility when structuring terms. Smaller companies typically have simplified 
capital structures which allow for deeper connections and direct cooperation between company 
leadership and private equity partners. 

Deal value ($B)

2015 2016

Estimated deal value ($B) Deal count

$338.8 $370.0 $431.2 $523.9 $484.9 $590.6 $642.6 $725.4 $754.9 $689.6

3,089

$1,237.5

3,529 3,351

4,187 4,394 4,486
4,913

5,710 5,759 5,709

8,624

2011 2012 2013 2014 2017 2018 2019 2020 2021

PE deal activity ($B)

Source: Pitchbook, as of December 31, 2021

Total deal value in 2021 was more than 50% higher than the previous record

The market cycle is maturing, and the financing 
landscape is changing as monetary policy 
normalizes. Manager selection in private markets is 
extremely important given the spread in outcomes 
over the long-term fund life cycles of alternative 
investments. The issues private companies and 
founders face will evolve in this new setting. Given 
it has been more than a decade since the last 
market cycle matured, notably younger teams will 
benefit from the guidance of experienced 
investment partners. We place a premium on fund 
managers who take a definitive hands-on approach 
with their portfolio companies and provide 
connections and support which are rarely found 
organically.
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Alternative manager outcomes are broad
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The theme throughout our outlook of high valuations, volatility, and rising interest rates cannot be 
ignored when considering the prospects for private debt and alternative income strategies. Our 
outlook for traditional fixed income has become increasingly negative, and with central banks just 
starting to rev up the rate hike engine alternative strategies are essential to include within income 
generating portfolio allocations. Interest rates are rising which will eventually help saver and income-
oriented investors, but the issue now is higher than expected inflation crashing total return prospects. 
With higher inflation, the search for yield has now become the search for real yield. Even at the far-end 
of the risk spectrum high yield bonds are yielding under 5% which is not enough to compensate for 
current inflation levels. Private debt and alternative income strategies offer multiple investment 
opportunities with higher yields and similar or lower risk profiles. Given this environment, we believe 
private credit and alternative lending strategies offer compelling opportunities in 2022. 

Private Debt and Alternative Income

Asset Class Yields
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Source: JP Morgan Asset Management, BAML, Bloomberg, Clarkson, Cliffwater, Drewry Maritime Consultants, Ffederal Reserve, FTSE, MSCI, NCREIF, FactSet, Wells Fargo

Alternative strategies dominate the yield landscape

Direct lending strategies offer more than 4x the yield of investment grade bonds with similar 
drawdown characteristics. We expect demand for the asset class continue growing significantly this 
year. In the private credit space, we prefer asset-backed financing deals which provide built in 
downside protection while still offering attractive yields. Senior positioning within the capital stack is 
also important for mitigating risk. This position gives lenders better control over potential downside 
scenarios by allowing more customization in terms and covenants.
We are also finding opportunities in leveraged loans, consumer lending, and infrastructure lending and 
financing. Non-bank lending has gained nearly 20% of the leveraged loan financing market since the 
Global Financial Crisis in 2008-2009 when banks were forced to cut excessive lending strategies from 
their balance sheets. We expect the importance of non-bank lenders to continue growing as we move 
deeper into the market cycle and interest rates rise. Higher rates could keep banks from being able to 
offer financing based on simplified rules which flag all higher rate debt as higher risk. While we 
acknowledge the correlation of risk and return is strong, not all risks are created equal. When 
underwriting a strategy which utilizes leverage we focus on debt coverage ratios based on income 
interest payments, collateral protection, and first loss provisions. 
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Private debt strategies also provide a level of protection against interest rates and inflation which is 
harder to find in public markets. The position of alternative managers as both the underwriter and 
lender allows for more flexibility in loan terms. Most non-bank loans include provisions tying interest 
to a rate which adjusts with treasury or other key rates. Additionally, strategies such as infrastructure 
investment have typically been positively correlated with inflation given the relationship of pricing 
power with hard asset demand. Overall, we think the income and total return outlook for private debt 
and alternative income strategies outweigh the risks, and we expect to increase long-term allocations 
to the asset class. 
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Non-Bank lending is an essential part of the economy
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Higher yields and IG level drawdowns are attractive

Market rotations and bouts of volatility supported inflows into hedge funds last year. Returns have 
been strong over the last few years. Equity strategies have been led by long/short managers who have 
been able to capitalize on rapid rotations in market leadership. Distressed situation strategies also 
rebounded during and subsequent to pandemic selloff. This year, an increase in the dislocations 
between winners in losers in global equities, fixed income, and macro-economic success creates an 
opportunistic environment for hedge fund managers. We expect hedge funds will act as both risk 
mitigators and return enhancers in 2022. Volatility is good for the asset class and divergences in global 
rates, currencies, and markets will be tailwinds. Corporate activity will also benefit event driven and 
M&A strategies as companies look to put cash to work quickly before inflation eats into spending 
power. Distressed situation funds could experience another increase in their target market if higher 
interest rates filter into the high-yield space and lead to a tick up in defaults. 

Hedge Funds
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Hedge Fund Strategy Returns (as of November 2021)

We continue to advocate for allocations to low-correlation strategies which can take the place of 
traditional fixed income allocations within portfolios. With interest rates rising from historical lows 
there is little room for bond price appreciation and total returns will be muted. Hedge fund strategies 
offer investors an attractive asset to fill the gap left in the wake of central bank manipulation of global 
bond markets. We expect macro hedge funds, which invest in directional trends in bonds, currencies, 
and equities, to provide additional diversification and return benefits for alternative asset investors this 
year. Hedge funds continue to offer attractive risk management, alternative yield, and risk adjusted 
returns which will improve portfolio efficiencies in 2022.
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