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My Agenda

• Aggregate Private Equity Performance

• Does PE outperform public markets?

• What is the right public market benchmark?

• Future Returns

• Are current valuations high?

• What are expected returns for next few years?

• Performance Persistence

• Can we pick future winner funds?

• Contracts and Fees

• Does incentive structure work?

• Are Fees too high?
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Big Names in Private Equity Research

“Final warning”

Private Equity Research Consortium 

Access to Burgiss data

White paper on PE diversification benefits

David vs Ludo
Oxford-type debate

“Walk away from PE”

Positive Negative 

https://www.bloomberg.com/news/articles/2020-07-23/private-equity-s-big-returns-aren-t-what-they-seem-academic-says
https://uncipc.org/index.php/initiativecat/private-equity/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3747684
https://www.sbs.ox.ac.uk/oxford-answers/inconvenient-fact-private-equity-returns-and-billionaire-factory


Harris, Jenkinson and Kaplan (2014, JF)

• New Research-Quality Data from Burgiss

• 1,400 U.S. buyout and venture capital funds

• Several attractive features: 

• Burgiss’ systems provide record-keeping and performance monitoring 
services to LPs

• This feature results in detailed, verified and cross-checked investment 
histories for nearly 1400 private equity funds derived from the holdings of 

over 200 institutional investors.



Main PE Fund Performance Measures
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Has PE Performance Declined?

AQR Yes!  vs Kenan Institute No!

https://www.aqr.com/Insights/Research/White-Papers/Demystifying-Illiquid-Assets-Expected-Returns-for-Private-Equity
https://uncipc.org/wp-content/uploads/2019/05/HavePrivateEquityReturnsDeclined_05022019.pdf


PMEs for European Buyout Funds

Harris, Jenkinson and 
Kaplan (2016, JOIM)



PMEs for European VC Funds

• Burgiss data provides a sample of 282 European buyout funds.

• Unfortunately, they do not have enough European venture funds for detailed 

analysis across vintages. Only 87 European venture funds

Harris, Jenkinson and 
Kaplan (2016, JOIM)



Is S&P 500 Right Benchmark for PE?







Is S&P 500 Right Benchmark?

• Buyouts use more leverage are smaller than the typical company in 

the S&P 500

• Buyouts are more like value investments than growth investments.

• VC more like small (high-tech) growth companies

→ S&P 500 or MSCI World are not probably best benchmarks

• Possible to replicate private equity by

• Value Investing, Homemade Leverage, and Hold-to-Maturity Accounting

• Leveraged Small Value Equities

https://www.hbs.edu/faculty/Publication%20Files/ReplicatingPE_201512_3859877f-bd53-4d3e-99aa-6daec2a3a2d3.pdf
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2639647


Predicting Future PE Aggregate Returns



PE Deal Activity



Valuations are high



VC Valuations

Veteran investors have been nervous on and off for 

several years about the risk of a potential bubble 

forming in the venture capital markets. That anxiety 

has been especially pronounced among VCs who 

saw their portfolio companies obliterated in the dot-

com crash of March 2000.

Today those same industry veterans are 

increasingly vocal about the heightened risk of the 

market going through yet another sharp correction, 

drawing comparisons between 2000 and a hawkish 

Fed and the new wave of hyper-driven valuation 

increases.

For a time, many VCs worried about meager exits 

after building up massive gains on paper. That 

angst turned out to be unwarranted when liquidity 

finally took off in the past couple of years, with US 

VC exit values hitting $774 billion in 2021—most of 

it through public offerings, PitchBook data shows.

Whole story on Pitchbook

https://pitchbook.com/news/articles/venture-capital-valuations-Federal-Reserve-stock-market-correction


PMEs Versus EBITDA: 1997-2014

The coefficient is – 0.13

Valuations are highest for most recent years

→ Low future returns? 



Capital Committed PE to Total Value of Public Stock

Predict Lower Future PE Returns? 

VC vs Buyout 



Fund Size and Performance:

Harris, Jenkinson and Kaplan (2014)







Harris, Jenkinson, Kaplan and Stucke (2020):
Has Persistence Persisted in Private Equity? Evidence 

from Buyout and Venture Capital Funds



Strong Top Quartile Performance 
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Is there performance persistence?

• If Fund I provides superior performance, does Fund II outperform 

as well?



Can you pick top quartile buyout funds?



Can you pick top quartile VC funds?



Persistence at Time of Fundraising
Look-ahead bias?



Persistence at Time of Fundraising for Buyout Funds

No more spreads for 

buyout funds



Persistence at Time of Fundraising for VC Funds

Wide spreads for VC 

funds



Fund Persistence Regressions



What can we learn from persistence results?

• Previous research was based on the ex-post results

• Fund I performance is not available when the investments in Fund II must 
be made

• Difficult to exploit performance persistence in practice

• After we consider frictions

• No past-performance based persistence for Buyout funds

• Past-performance based persistence for Venture Capital funds

• Hot current research topic:

• What predicts fund performance?

• Jockey or Horse? (Steve Kaplan’s paper)

https://onlinelibrary.wiley.com/doi/abs/10.1111/j.1540-6261.2008.01429.x


Fund Manager Incentives and Gaming Behavior

• Since the evidence shows that “top quartile” funds outperform, all 

PE managers wants to be “top quartile” funds

• According to the consulting firm PERACS, 77% firms claim to be in the top 
25%

• How they do it?

• Smart choice of performance measure

• Smart choice of vintage year

• Smart choice of peer group and other benchmarks



Two Views on Fees and Performance

1. GP compensation is too high 

• LPs lack sophistication and contract suboptimally (Phalippou, 2009)

• If so, higher compensation and lower ownership should result in worse 
net-of-fee performance

2. GP-LP contracts are driven by market forces

• Compensation, ownership will be either unrelated or positively related to 
net-of-fee performance

• Does not imply agency problems aren’t important, just that contracts deal 
with them



Evidence on Lifetime Fees

• The median fund is 2/20/1:

• 2% management fee off a basis of committed capital

• 20% carried interest

• 1% GP ownership

• Which contributes more to GP compensation, fees or carry?

• Lifetime Management Fees: about $10-13 out of every $100 under 
commitment

• Carry: about $5.41 out of every $100 under commitment

Robinson and Sensoy (2014, RFS) 



Management Fees & Carry Over the Funding 

Cycle
What happens to compensation when money rushes in?

Robinson and Sensoy (2014, RFS) 

VC = Venture Capital Funds

BO = Buyout Funds



Robinson and Sensoy (2014, RFS) VC = Venture Capital Funds

BO = Buyout Funds



Efficient Contracting?

• The patterns of compensation and ownership terms are potentially 

consistent with optimal, efficient contracting.

• For example, higher fixed compensation in booms could reflect higher expected 
productivity of GP skills during periods of high investment activity.

• But they could be consistent with the inefficiency view as well.

• It could that less sophisticated LPs “show up late to the party" and get taken to the 
cleaners with unfavorable LPAs that reward underperforming GPs with high fees.

• Proof is in the performance pudding.

• Inefficiency view: Higher pay or lower ownership leads to lower net-of-fee 
performance.

• Efficiency view: Better firms charge more but ‘earn their keep,’ and competitive 
entry drives away any relationship between fees and performance.

Robinson and Sensoy (2014, RFS) 



Limited Partner Agreements

• Deal-by-deal, or “American,” carry provisions are considered more 

GP-friendly (Portfolio Manager (GP)-Friendly): 

• They allow the GPs to earn carried interest on each deal as it is exited.

• May make GP to work hard in order to make a good exit

• In contrast, whole-fund, or “European,” carry provisions are more 

LP-friendly (Investor-Friendly). 

• They require that the LP receive a return on their investment before GPs 
receive any carried interest.

Hüther, Robinson, Sievers and Hartmann-Wendels (2019, ManSci)



Positive relation between incentives and PMEs

Hüther, Robinson, Sievers and Hartmann-Wendels (2019, ManSci)

Higher

Incentives

Higher

PMEs



Hüther, Robinson, Sievers and Hartmann-Wendels (2019, ManSci)

Deal-by-deal

Whole fund

Deal-by-deal

Whole fund



Differences in incentives is exit behavior

No difference in the distribution

 of investment times

Substantial differences in the 

distribution of exit times 

Fund III raises capital

Fund II raises capital



What we learned from Limited Partners Agreements?

• LP-friendly contracts offered lower returns than GP-friendly 

contracts.

• Deal-by-deal are acting under an incentive to maximize the value of each 
exit → Focus on better performance

• Whole-fund contracts operate under an increased incentive to grandstand, 
posting early returns to investors in order to send a signal of the fund’s 
underlying quality → Focus on gathering assets

• On average, GP-friendly LPAs are good for LPs because better 

quality GPs can produce better returns, and some of this added 

surplus flows back to LPs.



Ludo Phalippou (2020)

• Private and Public returns are the same since 2006:

• Large Pension Funds (some Endowment funds)

• Big Four PE Firms

• The estimated Carry collected  by PE funds is $230 - $370 billion

• Most of which goes to a relatively small number of individuals 

• The number of PE multibillionaires rose from 3 in 2005 to 22 in 2020

• Ludo: Very costly model for society → Must be changed

• His paper has gained a lot of visibility around the world

https://pa.pm-research.com/content/8/2/1.45#:~:text=In%20An%20Inconvenient%20Fact%3A%20Private%20Equity%20Returns%20and,with%20higher%20returns%20that%20justify%20its%20higher%20fees.
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