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Private equity during the financial crisisPrivate equity during the financial crisisPrivate equity during the financial crisisPrivate equity during the financial crisis::::    Substantial excess return Substantial excess return Substantial excess return Substantial excess return 
compared with investment in compared with investment in compared with investment in compared with investment in listed listed listed listed sharessharessharesshares    

In the eye of the storm – private equity study by Golding Capital Partners and HEC  

� Private equity investments held during the financial crisis generated an excess rPrivate equity investments held during the financial crisis generated an excess rPrivate equity investments held during the financial crisis generated an excess rPrivate equity investments held during the financial crisis generated an excess re-e-e-e-
turn (alpha) of 5.1 turn (alpha) of 5.1 turn (alpha) of 5.1 turn (alpha) of 5.1 %%%%    compared with an adjusted stock market investmentcompared with an adjusted stock market investmentcompared with an adjusted stock market investmentcompared with an adjusted stock market investment    

� Private equity deals done in the years 2006Private equity deals done in the years 2006Private equity deals done in the years 2006Private equity deals done in the years 2006----2008 had an alph2008 had an alph2008 had an alph2008 had an alpha of 20.5 a of 20.5 a of 20.5 a of 20.5 %%%%    
� The longThe longThe longThe long----term average alpha of private equity transactions (1977term average alpha of private equity transactions (1977term average alpha of private equity transactions (1977term average alpha of private equity transactions (1977----2011) is 2011) is 2011) is 2011) is     

9.7 9.7 9.7 9.7 %%%%        
� Active portfolio management and professional risk management are the key Active portfolio management and professional risk management are the key Active portfolio management and professional risk management are the key Active portfolio management and professional risk management are the key 

success factors for the performance of private equitysuccess factors for the performance of private equitysuccess factors for the performance of private equitysuccess factors for the performance of private equity    
    

Munich, Munich, Munich, Munich, 19.02.19.02.19.02.19.02.2013 2013 2013 2013 ––––    Even during tEven during tEven during tEven during the financial crisis, private equity transactions were he financial crisis, private equity transactions were he financial crisis, private equity transactions were he financial crisis, private equity transactions were 
able to generate a substantial excess return (alpha) over comparable investments in the able to generate a substantial excess return (alpha) over comparable investments in the able to generate a substantial excess return (alpha) over comparable investments in the able to generate a substantial excess return (alpha) over comparable investments in the 
stock market. This is the result of the latest private equity study by Golding Capital Parstock market. This is the result of the latest private equity study by Golding Capital Parstock market. This is the result of the latest private equity study by Golding Capital Parstock market. This is the result of the latest private equity study by Golding Capital Part-t-t-t-
ners and HEC School of ners and HEC School of ners and HEC School of ners and HEC School of Management in Paris (HEC). It is the first empirical analysis of the Management in Paris (HEC). It is the first empirical analysis of the Management in Paris (HEC). It is the first empirical analysis of the Management in Paris (HEC). It is the first empirical analysis of the 
relative performance of private equity during the financial crisis.relative performance of private equity during the financial crisis.relative performance of private equity during the financial crisis.relative performance of private equity during the financial crisis.    

Private equity's performance during the financial crisis was measured from two perspectives in 
the research paper. The first step was to analyse 345 private equity investments that were ac-
tive at the time the US investment bank Lehman Brothers became insolvent. These investments 
were made before September 2008 and realised in the period up to 2011. Secondly, 303 pri-
vate equity investments were examined which were made in the years 2006 to 2008 and real-
ised in the period up to 2011. The results show that the private equity investments active at the 
time of the Lehman Brothers insolvency generated an average alpha of 5.1 % over comparable 
investments in the stock market. Transactions closed in the years 2006 to 2008 achieved an 
exceptionally positive alpha of 20.5 %. Even the absolute returns from these private equity 
deals were positive at 2.7 % and 5.1 % respectively, whereas the comparable stock market 
returns were negative at -2.4 % and -15.4 %. The study rebuts the assumption that private eq-
uity investments performed weakly during the financial crisis, even in comparison with other 
asset classes. 

According to the findings of the current study, private equity's long-term average alpha is  
9.7 %. This average value is calculated on the basis of more than 5,200 relevant transactions 
completed between 1977 and 2011.  

"As expected, the returns from private equity during the recession are below the long-term av-
erage for the asset class. In relation to the comparable stock market return, alpha was none-
theless well into positive territory", commented Oliver Gottschalg, professor at HEC School of 
Management in Paris and one of the authors of the study. 

"The study shows that private equity has proven itself as a robust alternative to investments in 
quoted equities and has a stabilising effect on an overall portfolio", said Jeremy Golding, foun-
der and Managing Director of Golding Capital Partners. "One important lesson for private equity 
investors is that managers who responded quickly with consistent crisis management made it 
through the crisis relatively unscathed." 
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Golding Capital Partners sees this successful crisis management primarily as a result of the in-
creasing professionalization of the private equity industry since the late 90s, which has deliv-
ered constant excess returns compared with the stock market. "The demands made of teams 
and processes are higher, and professional risk management has become more important. By 
choosing and valuing their transactions carefully, funds can minimise risks right from the in-
vestment phase", commented Daniel Boege, Head of Buyout at Golding Capital Partners, "Ac-
tive portfolio management helped the funds to get through the crisis successfully". 

In future, fund managers will have to adjust even more to the new success factors for private 
equity, as Daniel Boege emphasised. "Managers cannot just rely on market growth but have to 
actively add value. The key success factors are to optimise internal processes, to diversify the 
team profiles and to upgrade the investment approach by adding clear strategic objectives and 
strict risk assessment." 

"The results of our study are clear evidence that private equity is able to weather the worst 
storms. Even during the financial crisis, private equity investments delivered positive returns – 
something which comparable stock market investments did not achieve. The professionaliza-
tion of the industry and experience of successful crisis management are obviously increasing", 
notes Jeremy Golding. "As the economic climate remains difficult and interest rates are still low, 
private equity is a highly attractive option for institutional investors." 

 

About the studyAbout the studyAbout the studyAbout the study    

The study, "in the eye of the storm – the performance of private equity during the financial cri-
sis" was carried out jointly by Golding Capital Partners and the HEC School of Management. 
For the first time, the study analyses the effects of the financial crisis on the relative perform-
ance of private equity. It examines over 5,200 relevant transactions from the years 1977 to 
2011, including over 300 transactions active during the financial crisis and a further 300 in-
vestments made between 2006 and 2008. The Golding Capital Partners transaction database 
provided the data set. As-yet unrealised transactions were eliminated from the analysis. 

To enable a direct comparison between listed shares and private equity, both stock market and 
private equity return had to be adjusted – as in the previous studies carried out in 2010 and 
2011. For the stock market returns three factor were taken into account: the timing of cash in-
flows and outflows, the effect of sector performance on the individual company and the lever-
age effect, i.e. the gearing of a private equity investment compared with a publicly quoted 
company. The return from the private equity transactions is also adjusted. The discount rate for 
reinvesting cash flows is a stock market index and not the internal rate of return, as with the 
standard IRR. The difference between the two returns is the alpha of private equity.  

 

AboutAboutAboutAbout    Golding Capital PartnersGolding Capital PartnersGolding Capital PartnersGolding Capital Partners    

Golding Capital Partners is the leading independent investment partner for private equity,  
private debt and infrastructure in Germany. With a team of some 50 professionals Golding 
Capital Partners helps institutional investors to develop their investment strategy and manages 
more than €2.5 billion in assets. Its more than 100 institutional investors include insurance 
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companies, pension funds, foundations and banks, especially savings banks and cooperative 
banks. 

About HEC School of ManagementAbout HEC School of ManagementAbout HEC School of ManagementAbout HEC School of Management    

HEC (Ecole des Hautes Etudes Commerciales) is considered to be one of the leading elite 
European teaching and research universities in the field of company management. HEC 
offers the top managers of tomorrow a spectrum of degree courses that is as broad as it is 
remarkable; i.e. various Masters courses (MSc programmes and Specialized Masters), an 
MBA programme (full time or after-work), a PhD programme and the TRIUM Global Execu-
tive MBA. 

 

Further information:Further information:Further information:Further information:    

IRA WÜLFING KOMMUNIKATION GmbH 
Dr. Reinhard Saller 
T +49 (0)89 2000 30 38 
F +49 (0)89 2000 30 40 
reinhard.saller@wuelfing-kommunikation.de 


