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Introduction: Macroeconomic & Private Markets Update

As public markets have sold off and concerns about a global recession have grown, private markets 
have remained relatively resilient, falling from the near record levels of activity reached in 2021 and 
reverting back to longer-term levels of deal flow, exit activity, and fundraising. While private markets 
will not be immune from market volatility and the regime shift occurring in the economy, we believe 
certain segments of private equity and private credit may be better positioned to navigate a prolonged 
economic downturn. 

Over the past decade, assets 
across the investment land-
scape have increased rapidly 
in value, resulting from the 
period’s low interest rates 
and the infusion of liquidity  
by the Federal Reserve and 
other central banks. As pre-
sented in the chart below, 
these conditions have 
inflated valuations across 
asset classes, driving US 
financial assets to unprece-
dented levels, as measured 
relative to GDP.2 

Further, these conditions, 
along with other macroeconomic tailwinds (e.g., globalization) have helped support elevated corporate 
profits across the US economy broadly for most of the past decade, as presented in the chart above. 

Regardless of whether the US enters a recession in the near-term, mean reversion for US corporate 
profit margins seems likely. Since peaking in mid-2021 at ~15%, margins have come down slightly to 
14%, still the highest level since 1951 and well above the long-term average of 9%.1 In a more normal-
ized environment, we would expect profits to fall to a level more in line with their long-term average, 
presenting challenges for public and private markets and making investment selection critical. 
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Introduction: Macroeconomic & Private Markets Update

The highest inflation in decades and the sharp drawdown in public markets have weighed heavily on 
consumer and business sentiment, which fell sharply in 2022 to among the lowest levels on record. 
While sentiment has withered, the labor market remains relatively strong, with the unemployment rate 
stable below 4% and robust 
job growth continuing in 2022 
amid volatility in equity mar-
kets.

Private Markets Perspective 
Private markets have also 
been impacted by the macro-
economic environment over 
the past decade, benefiting 
from the ample liquidity, stable 
growth, strong valuations, and 
low interest rates. Private equi-
ty was further boosted in 2021 
by record high exit activity and 
a particularly hot IPO market. 

These tailwinds have helped support strong performance while driving down dispersion within the asset 
class. 

Observing prior periods, however, dispersion tends to be higher, particularly during periods of economic 
downturns or market volatility. Over the past 20 years, lower middle and middle market funds have 
tended to outperform during most 10-year periods, generating a meaningful illiquidity premium rela-
tive to the S&P 500.3 

As the economic tailwinds of the past decade recede in the current environment, we expect dispersion 
within the asset class to increase and investment and manager selection to become even more critical 
to generating alpha.
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Historical Recession Resilience: Middle Market Private Equity

The potential for a recession naturally draws comparisons to the Global Financial Crisis (“GFC”) and the 
performance of asset classes during that deep recession. As presented in the chart below, private equity 
generally outperformed public markets during the worst of the drawdown during this period, with lower 
and middle market funds prov-
ing more resilient than funds 
focused on the larger end of the 
market.3 While the macroeco-
nomic conditions in the current 
environment differ greatly from 
those during the GFC, the ele-
vated valuations and fundraising 
dynamics in the private equity 
market leading into 2022 mirror 
the conditions prior to the GFC. 

Elevated Valuations
Leading into the GFC, the dif-
ferential between the valua-
tions of large and small compa-
nies reached record highs. This 
dynamic was replicated in recent 
years, with a similar valuation premium for large companies.6 The more conservative valuations and 
lower leverage multiples of smaller companies leading into 2022 may enable them to better navigate 
the current environment and allow their PE sponsors to exit these companies profitably, even if valua-
tions compress.

Current Environment: In the first half of the year, valuations have remained elevated, avoiding the 
valuation compression experienced in public markets over the same period. Amid the economic uncer-
tainty this year, some companies are likely delaying sales processes until the environment improves, 
while companies that can command premium valuations continue to enter the market, temporarily 
inflating valuations. As this dynamic fades, we expect valuations to compress and deal activity to slow. 
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Historical Recession Resilience: Middle Market Private Equity

Record Fundraising Concentrated in Large & Mega Funds
Both the GFC and current environment were preceded by record levels of fundraising, particularly con-
centrated in large and mega funds, as investors committed significant capital to well-known fund man-
agers to take advantage of the frothy environment. While the influx of capital can have the downside 
effect of increasing competition for target companies, particularly at the larger end of the market, it 
can also create a deep pool of capital to continue funding deal activity and present an exit opportunity 
for lower and middle market funds. 

Evolution of Private Markets Over the Past Decade
While fundraising and valuation dynamics mirror the GFC era, the private equity market has evolved 
significantly over the past decade, which may enable it to better weather a prolonged downturn, avoid-
ing the sharp drop off in new deal and exit activity experienced during the GFC. 

The robust fundraising activity leading into 2022, described previously, has resulted in a near record 
level of dry powder. The deep pool of dry powder available to private equity funds is well in excess of 
the amount held by PE funds during the GFC and is particularly concentrated in larger PE funds.7 With 
this mountain of dry powder, PE managers may be encouraged to continue putting capital to work even 
in a challenging environment. This dynamic could also create more opportunities for smaller companies 
to be sold up market to these larger 
funds.

Further, the US private credit indus-
try has developed rapidly since the 
GFC, and now manages over $600 
billion of assets.7 In the GFC peri-
od, private equity was more reliant 
on traditional banks for credit. Since 
then, private credit dry powder has 
increased nearly 3x, potentially sup-
porting continued deal activity during 
a downturn. 

While these structural changes may 
support deal activity, if economic 
conditions continue to deteriorate, 
PE managers may pivot to using dry 
powder defensively to shore up their 
existing portfolios.

0

200

400

600

800

1,000

1,200

'06 '07 '08 '09 '10 '11 '12 '13 '14 '15 '16 '17 '18 '19 '20 '21

Private Equity

Private Credit

Rapid Growth in US PE & PC Dry Powder
As of December 31, 2021 | $ in billions7 

< $500M
11%

$500M - $1B
9%

$1 - $5B
34%

$5B+
46%

Recent Fundraising Concentrated 
in Large & Mega Funds
$ raised by fund size (2019 - 2022)8

Back to Back Years of Record US 
Private Equity Fundraising
$ in billions | 2022 value annualized as of June 308 

A
n

n
u

al
iz

ed
$0.0

$100.0

$200.0

$300.0

$400.0

'07 '08 '09 '10 '11 '12 '13 '14 '15 '16 '17 '18 '19 '20 '21 '22



Apogem Capital | 6

Current Private Equity Environment: Deal Activity

Deal activity in 2022 has slowed considerably from the accelerated pace of 2021, however, it continues 
to outpace its long-term average, with ~50% more deals closing in Q2 2022 than the prior quarterly 
average (inclusive of estimated deals). Middle market deal activity has proved more resilient than the 
larger end of the market, which experienced the greatest run-up leading into 2022.8 

Deal activity in the first half of 2022 
partially benefits from the momen-
tum leading into the year. Many of 
the deals that have closed in 2022 
were negotiated towards the end 
of 2021 or in early Q1 2022, before 
the market volatility fully set in. As 
these deals clear from the market, 
deal activity in the second half of 
the year may slow. 

If the current economic uncertain-
ty and market volatility persists, we 
could see deal flow fall more con-
siderably as lower valuations may 
deter sellers and buyers. 

While market volatility and lower valuations may discourage some business owners from selling, these 
impacts may be somewhat offset by the desire for owners to partner with experienced private equity 
sponsors to manage their business through an uncertain environment, particularly in the middle mar-
ket where PE sponsors focus on founder / family-owned businesses. The opportunity for take privates 
and buying assets spun out of larger companies may also increase if equity valuations continue to fall 
or companies divest non-core assets to generate cash.
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Current Private Equity Environment: Exit Activity

2021 was a record year for PE exit activity, with exit value nearly double the previous record,8 driven 
by pent up demand from delayed 2020 exits and a hot IPO market. The current macroeconomic envi-
ronment has weighed heavily on exit activity, with activity in the first half of 2022 falling sharply from 
2021 levels. 

While market volatility 
impacted exit activity, the 
pullback brings the 2022 exit 
activity more in line with the 
long-term trend in the mar-
ket. As presented on the fol-
lowing page, mega deals and 
exits via IPOs have fallen 
most  sharply since 2021. 

While unlikely to return to 
2021 levels, the significant 
dry powder available to PE 
firms and secondary funds, 
as well as the evolution in the 
secondaries market described on the following page, may enable PE exit activity to remain more resil-
ient relative to the GFC era amid market volatility or a prolonged economic downturn. 
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$ in billions | 2022 value annualized as of June 308

A
n

n
l.

$0

$200

$400

$600

$800

$1,000

'08 '09 '10 '11 '12 '13 '14 '15 '16 '17 '18 '19 '20 '21 '22



Apogem Capital | 7

Current Private Equity Environment: Exit Activity (Continued)

Exit activity for mega deals (valued above $2.5 billion) have surged the most of any segment over the 
past two years, doubling between 2019 and 2020 and again between 2020 and 2021. Mega deals have 
grown to account for over 40% of exit activity, relative to 20% average prior to COVID.8 

This segment of the 
market also pulled back 
the most sharply in 
2022, contracting by 
~75% from the heights 
achieved in 2021. Rela-
tive to the broader mar-
ket, the middle market 
held up better, down 
less than 15% from its 
longer-term average.8  

The robust exit environ-
ment for private equity 
companies in 2020 and 
2021 was in part driven 
by the IPO market, which accounted for over 30% of exit activity, relative to an average of ~10% prior 
to COVID. The IPO market has reversed in 2022, with PE exits through IPOs accounting for a minimal 
amount of total exit activity. This is partially a driver of the contraction in mega deal exits, as PE IPO 
exits generally skew larger.8  

Evolution of PE Secondary Market
Secondary funds experienced back-to-back record fundraising in 2020 and 2021, with particularly 
sharp growth for large and mega secondaries funds, which accounted for over 80% of capital raised 
in this period.9 As a result of the strong fundraising environment, secondary dry powder has increased 
over 2x over the past decade, with dry powder being somewhat offset by robust deployment.9 

In addition to growing in terms of capital raised, the secondary market has also expanded from focus-
ing on acquiring LP interests in private equity funds to a much broader array of creative liquidity solu-
tions, including a variety of GP-led transactions (e.g., continuation vehicles, restructurings, strip sales). 

In 2021, GP-led secondary transactions accounted for over half of secondary transaction volume, a ten-
fold increase from 2015. GP-led second-
aries can enable PE managers to manage 
position sizes or extend their ownership of 
assets while offering liquidity to investors, 
among other potential uses. 

As this market has evolved, liquidity 
options exist for both PE sponsors and 
investors that were less widely available 
during the GFC. Investors in this environ-
ment may tap the secondary market to 
pivot their private markets holdings (e.g., 
sell more mature vintages to redeploy or 
manage exposure) or generate cash by 
selling positions on the secondary market. 
PE sponsors can also utilize the deep pool 
of secondary capital to engage in continuation vehicles or other structured secondaries and hold onto 
assets longer to avoid near-term volatility.
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Leveraged Loan Market & Private Credit Update

The availability of credit plays an important role in private equity investing. As mentioned previously, 
private credit direct lending has developed substantially over the past decade, offering an alternative 
to the leveraged loan market and traditional financial institutions to PE sponsors. 

The development of this asset class 
also creates new opportunities for 
investors, offering more access to the 
credit side of private market transac-
tions. Middle market direct lending 
has historically offered more down-
side protection than other segments 
of corporate credit, proving more 
resilient than leveraged loans and 
high yield bonds during the worst 
of the GFC, as shown on the right.14 
Middle market direct lending has 
also generated stronger annualized 
results with lower volatility over the 
past ~20 years than these assets.14  

As presented in the charts below, middle market loans typically possess attractive characteristics rel-
ative to large corporate loans, including historically attractive yields, downside mitigation potential 
through lower default rates, and less leverage, enabling companies to better navigate economic down-
turns. These loans are also typically at the top of the capital structure, limiting downside relative to 
equity investments and junior debt, and generally have better loan documentation terms, including at 
least one financial covenant. 

Particularly relevant in the current environment, middle market PE loans also have limited duration 
risk, benefiting from the floating rate loan terms where the rate adjusts as the base rate (typically 
LIBOR or SOFR) changes. With the uncertainty around future rates in the US, the floating rate structure 
can offer investors a potential hedge against inflation and rising rates. 

The downside of floating rate loans (i.e., rising debt service costs for the borrower) can potentially be 
mitigated through a diversified portfolio focused on non-cyclical sectors and high quality companies 
alongside experienced PE managers. Further, the loan sponsor is typically an active partner, working 
with PE sponsors to address liquidity concerns and negotiate workouts, potentially resulting in lower 
losses and higher recovery rates in downside scenarios. Middle market lenders are typically “buy and 
hold” investors with strong sponsor relationships that can deter sponsors from taking adverse actions 
against the lender, contrasting with the more transactional nature of large broadly syndicated loans. 
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Conclusion & Final Thoughts

We do not believe private markets will be immune to the larger headwinds and disruptions facing mar-
kets and the economy. However, as discussed throughout this outlook, private markets have evolved 
significantly over the past decade, with more tools and capital available to potentially weather an eco-
nomic downturn or prolonged market volatility. 

Within private markets, we believe the middle market is best positioned to navigate an economic down-
turn. This segment has historically outperformed during challenging periods, and we believe it contin-
ues to benefit from lower entry valuations, more conservative use of leverage, and significant pools of 
capital available to potential acquirers of middle market PE portfolio companies. 

Further, we believe the middle market offers an opportunity for PE sponsors to potentially generate 
value independent of the macroeconomic environment. Middle market sponsors typically acquire family 
or founder-owned companies, grow and professionalize the underlying businesses, and sell these pro-
fessionalized companies up market to strategic acquirers and larger PE funds. We believe this “business 
building” approach to PE investing can potentially generate more consistent results across cycles.   

As we are evaluating investment opportunities in the current environment, we keep some key themes 
and guidelines top of mind: 

 � Diversification: we believe broad industry diversification will be essential to navigating the current 
environment. In just a few years, we have seen sectors rapidly fall in and out of favor. While the 
long-term nature of private equity investments can enable managers to potentially wait out short-
term fluctuations in valuations, a well-diversified portfolio can enable in favor sectors to offset out 
of favor investments and potentially mitigate volatility

 � Consistent vintage year deployment: we believe diversifying investments consistently across 
vintage years, and thereby investing through various market, credit, and valuation cycles, can result 
in more attractive risk-adjusted returns

 � Patience and discipline: in terms of portfolio construction, investment pacing, and maintaining 
adequate capital reserves to support our existing portfolio companies

 � Underwriting resilience: building in a near-term recession and slower top line growth, margin 
compression, and exit multiple pressure into our underwriting cases

 � Remaining highly selective: emphasis on companies with manageable debt levels that preserve 
operational leverage in a downturn and investing alongside quality partners with experience building 
businesses and investing across cycles

About Apogem Capital
Apogem Capital was formed in April 2022 through the combina-
tion of PA Capital, Madison Capital Funding and GoldPoint Part-
ners to create a singular and unified, world class private markets 
alternative investment firm. 

With approximately $38 billion in assets under management15 
as of March 31, 2022, Apogem has the deep relationships, data, and history in the middle market to 
deliver innovative solutions to both clients and sponsors. Apogem Capital offers investors access to the 
middle market’s growth engine through investments in leading private companies and funds. The Firm 
manages a streamlined suite of capital solutions, including direct lending, junior debt, primary fund 
investments, secondary investments, equity-co-investments, GP stakes, private real assets and long/
short equity. 

Apogem Capital is a wholly owned subsidiary of New York Life Insurance Company (“NYLIC”), through 
New York Life Investment Management Holdings, LLC (“NYLIM”).
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This report is being provided for informational purposes. Charts and graphs are provided for informational purposes only. Past perfor-
mance is not indicative of future results. You should not rely upon it or use it to form the definitive basis for any decision, contract, commitment, or 
action whatsoever. Apogem makes no warranties or representations of any kind with respect to the information in this report. In no event shall Apogem be 
liable for any use of or reliance on such information or for any inaccuracies or errors in such information. A decision to purchase any securities should be 
made by you based solely upon the information contained in the final offering documents related to such securities. Apogem, its employees, and affiliates, 
are not undertaking to provide impartial investment advice, or to give advice related to each recipient’s entire investment portfolio or financial plan. These 
materials are not intended to constitute legal, tax or accounting advice or investment recommendations. Prospective investors should consult their own 
advisors regarding such matters. 

Neither this document nor anything contained herein shall form the basis for any contract or commitment whatsoever. If at any time there 
should commence an offering of securities, any decision to invest in any such offer to subscribe for or acquire such securities must be based wholly on the 
information contained in a final offering document issued or to be issued in connection with any such offer and not on the contents hereof. This document 
does not constitute and should not be considered as any form of financial opinion or recommendation by us or any of our affiliates.

Securities managed by Apogem Capital LLC and distributed through NYLIFE Distributors LLC, 299 Park Avenue 37th floor, New York, NY 
10171. NYLIFE Distributors LLC is a Member of FINRA & SIPC. NYLIFE Distributors LLC is an affiliate and subsidiary of New York Life 
Insurance Company. 
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11.  Source: PitchBook LCD Global Research, “LCD’s High-End Middle Market Lending Review.” As of June 30, 2022. Middle Market defined as issuers with 
EBITDA < $50M. Large Market defined as issuers with EBITDA > $50M. Represents average since 2010.

12.  Source: PitchBook LCD Global Research, “LCD Institutional Loan Default Review.” Produced June 2022. Comprises loans closed between 1995 and 
Q1 2021. Middle market defined as issuers with less than $250 million in enterprise value. Large Market defined as issuers with more than $500 million 
in enterprise value. 

13.  Source for Large LBOs: PitchBook LCD Global Research, “LCD’s Leveraged Buyout Review.” As of June 30, 2022. Large LBOs defined as issuers with 
EBITDA > $50M. Source for Middle Market: GF Data’s “GF Data Leverage Report May 2022.” Includes companies less than $250 million in enterprise value. 
Represents average since 2010.

14. Source for Middle Market Direct Lending: Cliffwater Direct Lending Index. https://www.cliffwaterdirectlendingindex.com/. As of March 31, 2022.  
Source for Leveraged Loans: Leveraged Commentary & Data, S&P/LSTA Leveraged Loan Index. As of June 30, 2022. Source for High Yield Bonds: Ice 
Data Indices, LLC, ICE BofA US High Yield Index Total Return Index Value, retrieved from FRED, Federal Reserve Bank of St. Louis, as of August 3, 2022.  

15. AUM is estimated and unaudited as of December 2021. AUM includes non-discretionary and co-advised assets, as well as assets managed for New 
York Life and certain of its subsidiaries.

Index Definitions

S&P 500 Total Return Index (or “S&P 500 TR”) – The index is an unmanaged index of 500 common stocks that is generally considered representative 
of the U.S. stock market. The index is heavily weighted towards stocks with large market capitalizations. The index assumes reinvestment of dividends 
and capital gains at net asset values. You cannot invest directly in the Index. 

Cambridge Associates Buyout & Growth Benchmark – Cambridge Associates U.S. Buyout & Growth Benchmark Statistics represents a robust col-
lection of institutional quality private fund performance and are based on data compiled from institutional-quality global buyout and growth equity funds 
formed since 1986. The benchmark aggregates portfolio-level performance information. Fund and investment-level performance information is drawn 
from the quarterly and audited annual financial statements of the fund managers and each manager’s reported performance numbers are independently 
recreated from the financial statements and verified by Cambridge Associates.

ICE BofA US High Yield Index - tracks the performance of US dollar denominated below investment grade rated corporate debt publicly issued in the 
US domestic market.

S&P/LSTA Leveraged Loan Index - market value-weighted index designed to measure the performance of the US leveraged loan market and dates 
back to 1997.

Cliffwater Direct Lending Index - seeks to measure the unlevered, gross of fees performance of US middle market corporate loans, as represented 
by the underlying assets of Business Development Companies (“BDCs”), including both exchange-traded and unlisted BDCs, subject to certain eligibility 
requirements. The CDLI is an asset-weighted index that is calculated on a quarterly basis using financial statements and other information contained in 
the U.S. Securities and Exchange Commission (“SEC”) filings of all eligible BDCs. 

Note: Performance of broad public market indices, such as the S&P 500, are for informational purposes only and do not provide a basis of comparison 
for private equity fund investments as the market volatility, liquidity and other characteristics of private equity fund investments are materially different 
from those of broad public market indices. Comparisons to alternative investment indices/benchmarks are subject to material inherent limitations. Data 
included in alternative investment indices or benchmarks generally do not represent the returns of all funds but rather only those to which the index/
benchmark provider has access. The number of funds included in the index/benchmark data for a specific vintage year will likely vary. Moreover, perfor-
mance information for all funds within a specific category may differ from those reported by the index/benchmark provider. Additionally, the universe from 
which the components of an alternative investment index/benchmark are selected include a significant element of “survivor bias” into the reported levels 
of an index/benchmark, as generally only successful funds will continue to report for the required period. Accordingly, indexation of alternative investment 
strategies tends to overstate the beneficial aspects of these strategies while obscuring certain risks, including the “risk of ruin.”

Endnotes & Disclosures


