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1. Capital allocated to alternative & private assets has grown at a compounded annual rate of over 14% since 2011. After ten years of 
steady growth, dry powder set another record in 2021, rising to $3.4 trillion globally. 

2. Real and satellite assets, such as commodities, infrastructure, and real estate, tend to track inflation better than traditional public assets, 
such as bonds and stocks. 

3. Funds focused on small to mid-sized companies, where private equity GPs have an opportunity to professionalize, internationalize 
and consolidate fragmented industries continue to generate strong returns. 

4. The trend of business formation continues at a steady rate, with monthly filings well above historical norms due largely to 
entrepreneurs' willingness to take risks. 

5. Real estate remains the largest asset class in many investors' portfolios and provides stable gross returns on par with stocks. 
6. Multifamily investing is a key strategy to capitalize on the expected population growth trends across the country. 
7. The office of the future is going to look very different than it does today. Employers expect to create space that fosters collaboration and 

flexibility, which is logical in a service-based economy where human capital is arguably the most valuable asset. 
8. Private credit continues to see significant inflows and the largest increase in investor holdings year over year. 
9. Direct lending funds deliver attractive risk-adjusted returns and provide diversification benefits during economic expansions. 
10. Alternative assets can be an important source of yield to a portfolio and provide income during periods of slow economic growth. 
11. The alternative asset market is less efficient than the public market leading to a wide dispersion in returns between managers. Manager 

selection requires rigorous analysis of GP, fund history, and investment process. 
12. The last ten years in the private asset class have been challenging with pandemics, natural disasters, financial crises, wars, market 

crashes, and numerous other unexpected geopolitical events. Despite this, a diversified private portfolio of alternative assets 
generated an annualized return of +10.3%, or +4.2% greater than a similarly diversified public market portfolio.

Alternative assets’ role in portfolio construction – Key Points
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• Private asset fundraising reported a record year in 2021, raising over 
$1.4 trillion, an increase of 22% from 2020 and the highest level on 
record. The $1.1 trillion in buyout activity in 2021 doubled 2020’s total of 
$577 billion and surpassed the previous record of $804 billion set in 
2006 before the GFC. North America led the way with $537 billion in 
deals transacted, matching the total deal value completed globally a 
year earlier. Every category in alternative assets has seen significant 
growth in deal value since the Covid-related trough in early 2020. Since 
2011, private markets have grown nearly 14% per annum.  

• Several factors contributed to the impressive gains in 2021 deal value. 
First is the massive volume of capital moving through the market. After 
ten years of steady growth, dry powder set another record in 2021, 
growing to $3.4 trillion globally, with approximately $1 trillion sitting in 
buyout funds alone.

• A significant shift has taken place in the way buyouts are funded. There 
is a clear bias among LPs toward funds that are large and experienced. 
Funds with specialized expertise or a unique perspective on 
creating value have increasingly been rewarded

• Investor enthusiasm for private markets shows no signs of slowing. 
Preqin's 2021 survey found that 88% of LPs expect to increase or 
maintain their PE allocations in 2022, while 95% of LPs said they expect 
to allocate more to alternatives in the future. 

Strong fundamentals in private assets continue to attract investors
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• The inclusion of private assets in a well-balanced portfolio can add 
significant value and diversification while smoothing cash flow and 
returns.

• Because private assets provide a diverse range of exposures, 
valuations, and cash flow streams, their inclusion in a portfolio reduces 
risks and volatility and generates a more stable source of income and 
return. 

• The chart on the left shows that adding a diversified sleeve of 
alternatives such as private equity and direct lending to traditional 
stock/bond portfolios helps reduce risk and improve return. In each 
scenario shown, adding 30% to a basket of traditional assets leads 
to lower volatility and higher returns for the total portfolio. 

• Similarly, funds focused on global trends like energy transition, 
digitalization, and urbanization have opportunities for above-average 
growth and returns. Real assets such as real estate, infrastructure, and 
land are expected to be beneficiaries of these shifts. 

• Wellspring believes allocations to private assets will continue to grow 
because of secular low-interest rates and slower economic growth. We 
also think private assets are an excellent complement to public markets 
due to their differentiated cash flow

Portfolio returns can be improved by including private assets
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Private Equity



• Wellspring believes private equity offers an opportunity to participate in and 
generate cash flows and returns that are unique to those in the public market. 
Funds focused on small to mid-sized companies, where private equity GPs 
have an opportunity to professionalize, internationalize and consolidate 
fragmented industries continue to generate strong double-digit returns.

• The returns from private equity allocations by state pension plans over a 
21-year period ending June 30, 2021, were 11.0% net-of-fee annualized, 
outperforming 6.9% annualized returns from public stocks by 4.1% 
annually. Compared to public equity, private equity generated almost 2x the 
investment gains of public equity over ten years due to compounding.

• Returns in private equity are far from uniform. Since the onset of Covid, middle-
market funds have also performed better than mega funds primarily because 
their mark-to-market valuations have been less reliant on public company 
comparables. (more on this under Manager Selection) 

• Since 2008, the demand for specialized funds has been reflected by the fact 
that technology funds and those that invest in tech-enabled sectors like fintech 
and health tech have become a dominant theme in buyouts. 

• According to a survey from Preqin, LPs remain satisfied with their private equity 
allocations, with a full 95% indicating that the performance of their PE portfolio 
either met or exceeded their expectations in the past year.

• Wellspring has found that partnering with seasoned managers (third 
vintage & beyond) who have managed assets over multiple cycles and 
possess specialized knowledge of industry dynamics is the key to 
generating above-average market returns.

Private equity continues to deliver above market returns
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• The Census Bureau's Business Formation Statistics show new 
business applications continue at one of the highest rates on 
record, with monthly filings well above historical norms, 
suggesting that the entrepreneurial spirit in the US is alive and 
well, and the trend is likely to continue. This is perhaps one of the 
strongest signs of U.S. resiliency relative to the rest of the world as 
economies begin to slow. 

• Six out of the top ten months for business filings on record 
occurred in 2021 due to entrepreneur interest. And a record-
breaking 1.8M applications to form new businesses were filed in 2021, a 
jump of 41% over the pre-pandemic year 2019. 

• The significant restructuring of industries and a realignment of 
relationships between businesses and customers appear to have 
accelerated the end of startup inertia that characterized the post-
recession economy. 

• The chart on the right shows that double-digit growth occurred in six of 
the twelve industry sectors. Many of these sectors experienced extreme 
shocks to their operations during the pandemic. 

• The increase in new business formations reflects an opportunity for 
private equity to address new economic challenges amid changing 
consumer preferences, supply chain issues, and unique circumstances 
brought on by the pandemic. 

New business formations provide new opportunities 
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• The chart on this page shows private equity by exit type, highlighting the 
slow start to 2022. With falling valuations in public and private markets, 
sponsors are deciding to hold portfolio companies when possible 
rather than sell them for less favorable prices. The sharp drop in 
public equities in 2022 has effectively closed the door to public 
listings, a significant driver of exits in 2021. 

• However, activity in some sectors, such as energy and technology, is still 
taking place. Energy prices have increased, and so, too, have valuations for 
many companies in the space. Tailwinds in technology also remain, despite 
the poor showing in public markets, as sponsors and strategics have been 
willing to purchase PE-backed technology companies. 

• Some PE firms are turning to GP-led secondary transactions to hold onto 
their later-in-life portfolio companies, thereby taking advantage of the 
enormous sum of secondary capital funds raised in the past 18 months.

• The public market offered plenty of opportunities for PE firms to invest in 
companies poised for growth and innovation in 2021. We expect “take-
private” deals (the chart on the right) will remain strong as sponsors 
look to acquire companies facing cyclical pressures but not secular 
threats.

• Sponsors have plenty of dry powder, and take-privates are excellent 
opportunities to deploy large sums of capital. Over $ 70 billion of value has 
been invested in 26 take-private deals in 2022. 

Take-private activity expected to remain robust
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• Private Equity deal activity slowed relative to the frenetic pace in 2021 
but remains on pace for another strong year. The chart on the left-hand 
side of the page shows the total value of private equity deal activity 
through May 2022. Through the first half of 2022, US PE firms 
completed approximately 4,000 deals, with a cumulative value of just 
over $400 billion. Many of these deals were negotiated in 2021 or early 
2022 before the current macroeconomic backdrop turned so bearish.  In 
the 2nd half of 2022, we expect closed deal activity to moderate as the 
number announced deal flow has slowed. 

• The chart on the right shows that purchase price multiples for U.S. 
buyouts continued to increase in the first quarter, whereas valuations in 
the public markets declined 15 or 20%. The chart underscores the 
relative stability of the valuation multiple from 2019 through 2021, 
which was arguably less exuberant than what public equity 
markets experienced, where multiples traded one to two standard 
deviations above their long-run average.

• While we expect valuations for private market assets to rerate, we do 
not expect them to fall meaningfully from current levels. Private market 
asset valuations have demonstrated more resiliency than the public 
market since 2020, a reflection of the amount of dry powder but also 
because private asset valuations were not as overextended in the years 
running up to 2022. 

Private asset valuations may have reached their peak
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• The chart on this slide shows U.S. private equity deals by size. The 
percentage of deals in the $100 to $500 million range has continued 
to climb, while transactions in the mega-size and small end of deal-
making have declined. 

• The chart on the right shows the percentage of total activity by deal 
type. While buyout and LBO activity has declined (blue diamond), 
the focus on add-ons, platform creation, and growth equity have 
increased. 

• Private market investors and GPs appear more comfortable 
taking smaller swings at the plate vs. committing to a multiyear 
project to overhaul entire companies. This tends to favor 
managers in the lower end of the middle market. Packaging 
together three to five companies to create synergies, grow 
market share and improve cash flows is a strong value add. 

• GPs also appear to be taking less risk, evidenced by the deals' size 
and the value creation approach.

Risk management in private equity is shifting
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Real Estate



• Real estate is the third-largest asset class in pension and endowment 
fund portfolios, with an average allocation of about 8.3%. U.S. equity 
REITs have increased in number from 56, with a market capitalization of 
$5.6 billion in 1991 to 182 and a market capitalization of $1.2 trillion 
today. 

• Real estate remains primarily an actively managed asset class, with just 
30% of the public real estate allocation managed passively and 100% of 
private real estate managed actively. 

• Real estate provides stable gross returns on par with stocks and 
net returns between bonds and stocks. The chart on the left shows 
U.S. real estate cap rate spreads, approximating the rate of return 
on a real estate investment property over the U.S. 10-year 
Treasury. 

• Cap rates have declined since the Covid-induced 2020 bear market, 
indicating higher valuations for Real Estate. Today, the average cap 
rate is about 2.8 percentage points above the 10-year Treasury yield, 
equal to the 20-year average and suggesting fair valuations. 

• The chart on the right shows vacancy rates by property type. Vacancy 
rates in the industrial sector continue to plummet to new lows, while 
office vacancy rates are at the high end of their recent range. The 
industry that continues to receive a great deal of attention has been 
multifamily and apartments since each has generated strong track 
records as solid inflation hedges. 

Secular shifts in work & consumer behavior are impacting real estate
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• When considering the opportunities in multifamily real estate, we 
focus on the expected shifts in population growth relative to the 
available inventory. We believe the investment potential in 
multifamily housing is primarily a function of these two key 
variables. 

• The light blue bars in the chart on the left represent the expected 
change in single-family homes. The green bars represent the 
expected change in multifamily homes. The deep blue bars 
represent the expected change in mobile homes, and the gray 
diamond represents the projected change in the population. 

• Population is expected to decline in New England, the Mid-Atlantic, 
and the East North Central region of the country. In contrast, the 
Mountain states, West South Central, and South Atlantic regions 
are expected to see significant gains. 

• Comparing the expected change in population to the projected 
change in housing units indicates that the Sunbelt regions remain 
attractive for Multifamily investing and where our partners are 
finding the best risk-adjusted returns for new capital. 

Demographic shifts are influencing the attractiveness of multifamily housing
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• The US office market remains an issue of considerable debate and 
change. According to Pew Research, 59% of workers still work 
remotely. The number of remote workers who plan to continue 
working remotely has increased from 64% two years ago to 78% 
today.

• The chart on the left shows that while many businesses do not 
expect to downsize their square footage, a growing number of 
employers expect to either maintain their current footprint or adopt a 
more flexible model. 

• According to a recent CBRE survey (table on the right), the office of 
the future will look different than those of today. The chart highlights 
the key features that employees expect to find in their offices. High 
on the list of amenities are open and shared spaces, zoom-enabled 
conference rooms, on-site food and beverage, and the ability to 
spend time outdoors. The future office is very different from the sea 
of cubicles that many boomers spent decades working.

• Future office space is expected to be more about collaboration 
and flexibility, which is logical in a service-based economy 
where human capital is arguably the most valuable asset. 

Offices are adapting to a more flexible work environment
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Private Credit



• The private debt universe is complex and growing. Simply stated, 
private debt refers to lending not provided by banks or public 
markets and includes middle market lending, distress debt, special 
situations, venture debt, real estate debt, infrastructure debt, and 
collateralized loan obligations (CLOs). 

• Private credit continues to see significant inflows and the largest 
increase in investor holdings year over year. Numerous factors 
appear to be driving institutional and high net worth investors' 
interest in expanding beyond traditional fixed income portfolios, 
including secularly low rates and expected slower growth. 

• Against the more challenging backdrop, investors are increasingly 
diversifying their holdings beyond traditional fixed income securities 
to alternative credit and other non-core fixed income sectors that 
offer attractive risk-adjusted yield returns. Private credit instruments 
with floating rates are particularly attractive in a rising interest rate 
environment. 

• Wellspring expects investors to steadily increase their 
exposure to nontraditional credit, including senior middle 
market, direct lending, infrastructure debt, and real estate debt. 

Private debt offers higher yields & attractive risk-adjusted returns
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• The chart on this page measures the quarterly returns for various fixed 
income instruments, most notably U.S. Direct Lending funds (purple 
bar), across different periods during the economic cycle. 

• Direct loans are made from non-bank lenders to companies with 
earnings typically of $3 million to $100 million. The securities usually 
include senior direct lending, junior (subordinated) debt, unitranche
debt, and mezzanine debt. 

• Historically, the floating-rate nature of senior direct lending has provided 
an effective hedge against inflation. Junior debt, which may be fixed or 
floating, can also offer attractive additional yields. 

• Direct lending tends to outperform its peers during periods of economic 
expansion (chart on the top left) and late-cycle cooling (chart on the 
bottom left), which we believe is where the U.S. is today. 

• Not surprisingly, direct lending tends to underperform U.S. Treasuries 
but outperforms high-yield and leveraged loans during recessions. 
Direct lending funds have outperformed their traditional fixed 
income counterparts during three of four economic periods 
examined, making the funds an attractive alternative to the fixed 
income part of the portfolio.

Direct lending strategies outperform most bonds across the economic cycle
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• Amid slowing demographics and elevated debt levels, yield alternatives can 
provide an important source of income and protection from more volatile 
markets. For the assets detailed on this page, a significant proportion of 
their long-term total return is derived from the current income generated by 
the underlying assets. 

• As a result, direct lending, global infrastructure, preferreds, and real estate, 
have become important building blocks of a well-diversified portfolio. Not 
only is the cash flow associated with these asset classes diversified, but in 
many cases, they also benefit from inflation-linked adjustments and 
covenant protections that help manage their risks. 

• Yield is not only a key source of return but also provides ballast to portfolios 
in times of increased volatility. Yield played a significant role in total 
returns during the 1940s, 1960s, and 1970s when total returns were 
lower than 10%. By contrast, dividends played a more marginal role 
during the 1950s, 1980s, and 1990s, when average annual total returns 
for the decade were well into double digits. We believe the 1970s may 
prove a good analog for the market over the next 5-10 years.

• The chart on this page highlights the different yield opportunities across 
various asset classes vs. the current US 10-year Treasury yield of 2.79%. 
As long as risk is appropriately managed via thoughtful manager selection, 
yield alternatives can provide a valuable source of return to portfolios.

Private credit strategies offer yield advantages over traditional fixed income
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Manager Selection



• Private markets are not as efficient as public markets. So, while 
private investments can generate outsized returns, they can also 
result in substantial losses. 

• Manager selection is even more critical in generating strong returns 
in private than in public markets, given the absence of benchmarks 
and dispersion of sourcing models and talents. 

• The chart on the left shows top quartile, median (orange bar), and 
bottom quartile manager returns over the last ten years for different 
private assets. 

• Dispersion in performance is most pronounced in private equity and 
venture capital managers. Still, hedge funds and private real estate 
also demonstrate a high distribution of returns, underscoring the 
importance of choosing an effective manager to generate the 
above-market alpha of alternatives. 

• Wellspring follows the general industry rule that unless you 
partner with a top quartile manager in the specific asset class, 
you are usually better off staying invested in public assets. 

Manager selection is key to alpha generation
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• This slide shows the annual returns for various private asset classes over 
the last ten years. The far-right side of the chart shows the annualized 
return and volatility over the ten years ending 2021. A hypothetical equally 
weighted diversified portfolio of private assets (white box) carves its way 
through the middle of the table. 

• First, it would have been impossible to predict the hot asset class of any 
given year. Sometimes haven assets like hedge funds or direct lending lead 
performance, only to finish at the bottom of the list the following year. 

• Second, although the asset allocation portfolio has never been at the top of 
the page, it also has not been at the bottom. This underscores the 
importance of a diversified portfolio and its role in portfolio construction. 

• The last two columns show the diversified portfolio with an impressive 10-
year annualized double-digit return with reasonably low volatility.  The last 
ten years have been challenging with pandemics, natural disasters, 
financial crises, wars, market crashes, and numerous other unexpected 
geopolitical events. Despite this, a diversified private asset portfolio 
achieved an annualized return of +10.3% or +4.2% greater than a 
similarly diversified public markets portfolio. 

• It is important to remember that staying invested even during difficult 
market periods is better than sitting on the sidelines. As Warren Buffett 
reminds investor “The market is the most efficient mechanism anywhere in 
the world for transferring wealth from impatient people to patient people.”

Alternative asset 10-year returns
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Investing involves risks, including the possible loss of principal and fluctuation of value. Past performance is no guarantee of future results. 

This communication is not intended to be relied upon as a forecast, research, or investment advice, and is not a recommendation, offer or solicitation to buy or sell any securities 
or to adopt any investment strategy. The opinions expressed are as of the date noted above and may change as subsequent conditions vary. The information and opinions 
contained in this letter are derived from proprietary and nonproprietary sources deemed by Wellspring Financial Advisors, LLC (“Wellspring”), to be reliable, are not necessarily 
all-inclusive and are not guaranteed as to accuracy. As such, no warranty of accuracy or reliability is given and no responsibility arising in any other way for errors and omissions 
(including responsibility to any person by reason of negligence) is accepted by Wellspring, its principals, employees, agents, or affiliates. This post may contain “forward-looking” 
information that is not purely historical in nature. Such information may include, among other things, projections, and forecasts. There is no guarantee that any forecasts made will 
materialize. Reliance upon information in this post is at the sole discretion of the reader. 

Please consult with your Wellspring financial advisor to ensure that any contemplated transaction in any securities align with your overall investment goals, objectives, and 
tolerance for risk. In addition, please note that Wellspring, may have positions in one or more securities that are recommended to Wellspring clients. Please note that Wellspring, 
including its principals, employees, agents, affiliates, and advisory clients may take positions or effect transactions contrary to the views expressed in this or future 
communications based upon individual or firm circumstances. Any decision to effect transactions in securities should be balanced against the potential conflict of interest that 
Wellspring has by virtue of its investment in one or more of these securities.

Risks & Disclosures
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