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Uncertainty: the new normal



All of history and all of life is stuffed full of the 
unexpected and the unthinkable – or so said  
the US economic historian Peter Bernstein. For 
investors, his theory has certainly borne out  
over the past 15 years. 



From “black swan” events such as the global 
financial crisis to the covid-19 pandemic and the 
current downturn, volatility has dominated public 
markets. Understandably, many investors find 
themselves questioning how best to navigate this 
new normal. They are faced with a post-covid 
global economy, further weighed down by rapid 
inflation, rising interest rates and supply chain 
constraints stemming from Russia’s invasion of 
Ukraine. We look at the key points they are 
considering in this challenging environment.  




Inflation - a look at short and  
medium-term pressures



In 2021, many analysts thought higher inflation 
would be a transitory state. This is no longer the 
case. While pent-up demand and the inability of 
supply chains to cater to the post-lockdown 
consumption needs were the original drivers of 
higher prices, we are now seeing frequent supply 
shocks that have more lasting effects on inflation. 

In August 2022, Eurozone inflation touched 9.1% 
according to Eurostat, up from 8.9% the previous 
month. Supply-chain disruptions and the tripling of 
gas prices following the Russia-Ukraine conflict are 
behind the spike. The picture is similar in the US. The 
Bureau of Labor Statistics said that inflation reached 
9.1% in June before slowing slightly to 8.3% in 
August. 



Meanwhile a combination of factors is likely to drive 
inflation over the medium term. One of these relates 
to China’s labour supply. Until recently, the trend was 
for the country’s population to move from rural to 
urban areas, with more people joining the workforce 
as a result. Their integration into global supply chains 
led to a wide variety of consumer goods reaching US 
and European consumers at low prices. The 
exporting prowess of the “world’s factory” kept a  
lid on inflation. But China’s internal labour migration 
has run its course. Now, the burgeoning Chinese 
middle class consumes more and saves less and 
the rest of the world feels the effect on prices.



Another medium-term inflation driver is supply- 
chain security. While many have predicted the death 
of globalisation in recent years, we believe such an 
outcome is still far off. Nevertheless, we recognise 
that stability and certainty of supply chains through 
production nearshoring is front-of-mind for every 
board in Europe. The pandemic has served to 
highlight the fragility of the system and the 


trade-off between low cost and certainty. 



How are central banks reacting?



Central banks, initially cautious about overreacting 
to inflation, have shifted to a hawkish approach 
with aggressive interest rate increases. In 
September, the US Federal Reserve hiked its base 
rate from 0.25% at the start of the year to a range 
between 3% and 3.25%, the highest level in 14 
years. We expect further hikes through the 
remainder of the year and into 2023. Earlier in the 
month, the European Central Bank made an 
increase of 75 basis points (bps), taking its 
reference rate to 1.25%.




“While many have predicted the death of 
globalisation in recent years, we believe 
such an outcome is still far off.”
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Rising rates have influenced 
tech valuations

Enterprise (B2B) Software

SaaS Index

Nasdaq Composite

Consumer / Internet Software

Source: Vista Equity Partners



Summary of equal weighted, aggregate 
hypothetical growth in each category. Select 
Enterprise Software names include Adobe, 
Google, Microsoft, Oracle, and Salesforce. Select 
Consumer / Internet Software names include 
Block, Meta, Netflix, Spotify, Twitter, and Zoom. 
SaaS Index of 109 SaaS companies. Certain 
information presented in this slide was prepared 
by a third party and Vista makes no representation 
regarding its accuracy. 
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History shows us that the pendulum tends to swing 
further to the opposite direction than is needed to 
right a particular situation. For some time now, 
limited partners (LPs) have been talking about the 
exuberance in segments of the market. It seems 
that, finally, external events have combined to 
remove the froth. 




What else can history tell us?



Investors cannot be complacent, but waters have 
been choppy for a while. We have faced exceptional 
and unexpected events too frequently in the past 15 
years. During the global financial crisis (GFC) many 
came to question capitalism itself, as the Dow Jones 
underwent peak-to-trough declines of 53%. A few 
years later, investors questioned the cohesion of the 
Eurozone when Italian 10-year bond yields hit 7.5%, 
essentially cutting off the world’s eight-largest 
economy, along with much of the bloc’s periphery, 
from bond markets.





What about investors?



Central bankers have been clear that they plan to 
quell inflation and investors have acknowledged 
this intention. Many global and regional equity 
indices have fallen sharply over the year to date 
(YTD) [2]. Among these are the MSCI World Index, 
which has decreased by 18.9%, the S&P 500 Index, 
which is down 19.6%, and the STOXX Europe 600, 
which has dropped 17.6%. 



Valuations of technology companies, heavily reliant 
on future cash flows, have been most affected by 
rising interest rates. The NASDAQ is down 28.9% 
YTD. Importantly, however, declines are not uniform 
across the sector. Rather, valuation pressures are 
concentrated mostly on the more rapidly growing, 
unprofitable businesses and in the consumer-facing 
segment.  Business-to-business software has held 
up better as illustrated above.



Private markets, too, have been affected by the 
poor performance of public markets. Typically, 
there is a lag between public market valuations 
seeping into private markets. The latter also tend 
towards less volatility. That said, we have seen 
poster-child investments taking inordinate hits in 
the short term. Klarna’s 85% down round is a case 
in point of private markets adjusting more quickly 
than is typically observed. 
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Individual Performance

Pooled Performance

European buyout fund 
performance since 1997

Source: Invest Europe, based on Cambridge 
Associates data. As of June 2022.



Each individual vintage year above has at least  
six funds in the sample. Vintage years 2016-2020 
count active funds only. All other vintages in this 
sample count liquidated and active funds. Note: 
IRR performance can be highly distorted when 
funds are less than 7-8 years old. IR

R
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What does the current environment mean for 
private equity performance?



While past performance is not a guide to future 
returns, private equity has shown remarkable 
resilience through market cycles. European buyout 
funds’ performance reached its nadir when those of 
the 2005 vintage generated a pooled average net 
internal rate of return (IRR) of 5%.[2] This vintage was 
the one most affected by the GFC, given that capital 
was already deployed and asset performance most 
adversely affected while exit options were almost 
completely shut off. 



Over the past 25 years, private equity had  
some of its best-performing vintages during or  
after periods of weaker economic performance.  
The post-Dotcom bubble vintages (2000-2003) 
outperformed the pre-crash vintages (1998-1999). 
Similarly, the post-GFC vintages (2009-2011) 
outperformed the pre-crisis vintages (2004-2006). 
History, of course, rarely repeats but it often rhymes, 
and this long-term performance record highlights 
the resiliency of the asset class. 



A key reason for this late-crisis or post-crisis 
outperformance is that private equity funds

deploy capital across an investment period of 
typically three to five years. Importantly, therefore,  
an investor’s decision to commit to a fund results  
in investments being made across multiple years. 
For example, a 2017 fund would theoretically  
provide investment exposure up to 2022 – a period 
of widely varying market environments.  As such, 
these late-crisis and post-crisis funds deploy capital 
into an investment environment with lower entry 
multiples and reduced buyer competition, and then 
benefit from economic tailwinds that typically  
follow downturns, driving improved investment 
performance and exits at higher valuations. 

“Over the past 25 years, private equity 
had some of its best-performing 
vintages during or after periods of 
weaker economic performance.”
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European equity: private 
versus public performance

Funds

MSCI Europe

Source: Invest Europe, based on Cambridge 
Associates. As of June 2022. 



The chart right compares the IRR and  
mPME of all active and liquidated European 
leveraged buyout (LBO) funds. Evident across the 
categorisations is the material outperformance of 
private equity funds over the MSCI Europe Index. 
The MSCI Europe comprises 429 large and mid-
cap constituents across countries in Europe. It 
covers approximately 85% of the free float-
adjusted market capitalisation across the 
European Developed Markets equity universe. 

Performance has been strong in both relative and 
absolute terms, with European private equity 
outperforming the relevant public benchmark 
consistently. Across both active and fully realised 
funds, the pooled average performance has been 
over 900bps higher than the public market 
equivalent (PME) [3], as shown in the chart to the left. 
The relative outperformance of the asset class 
becomes more evident in the short term during 
periods of uncertainty.



We should also consider intra-vintage variability. The 
box-and-whisker chart below details the 
performance of global buyout funds and their spread 
by cohort. The payoff for strong manager selection 
is evidenced by the wide margin between the 
outperformance of the top-quartile funds versus 
those at the median, which averages 7% IRR across 
the periods shown. In examining the spread of 

top-decile performance versus median for each 
vintage, we see a greater spread of outcomes for the 
pre-GFC vintages (2004-2007) compared to the 
subsequent four years (2008-2011) - specifically the 
spread of outcomes in the former amounts to 1.6x  
vs 1.1x. This highlights importance of manager 
selection in another way, especially during periods of 
uncertainty. 





IR
R
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Global buyout fund 
performance

Source: Pitchbook 2022 Global Fund 
Performance Report
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Why is private equity outperforming?



At the centre of this is the longer-term approach 
and active ownership model afforded by the private 
setting. GPs’ ability to effect change from within 
private markets is one of its most attractive 
attributes. This skill is particularly evident in more 
uncertain times, with GPs and management teams 
being more agile in their value creation approaches. 




Critically, it is also a model that has evolved 
through time - what worked in private equity in  
the early 2000s does not work now in today’s 
more competitive and sophisticated ecosystem. 
PE managers are able to provide a lot more than 
just capital - the very best are sector experts with 
deep knowledge of sub-sectors and the ability to 
bring operating resources to bear. 




How can investors navigate this environment?



The Titanbay approach focuses on two pillars:  
1) partnering with the best GPs; and 2) creating  
a thoughtful and well-diversified portfolio over  
a three to four-year period (a typical fundraising  
cycle before the successor funds are raised again).


Investing with managers that have established 
track records across market cycles, benefit from 
developed institutional practices, operate in 
attractive end-markets and are not reliant on 
leverage is crucial to ensure that investors are well 
positioned for periods of lower economic activity 
and subdued public markets. 



Diversification is also a key tenet, and the  
addition of funds to a portfolio – across  
vintages, strategies, and geographies – reduces 
concentration risk and is a return enhancer, 
helping to buffer against the effects of any 
weaker-performing funds. 


“What worked in private equity in 
the early 2000s does not work 
now in today’s more competitive 
and sophisticated ecosystem.”
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Hit the “pause button”, or continue investing?



As explained above, some of the most attractive 
vintages have historically been observed in post-
crisis years. Given the potential tailwinds of late or 
post-crisis vintages and, attempting to time 
markets can lead to poor portfolio outcomes.



This is supported by Titanbay analysis of 
European Buyout returns for the period covering 
2000 to 2009. By taking a cycle agnostic approach 
and making commitments equally across every 
vintage, investors would have achieved a median 
net IRR of 17.4%. However, if investors were 
deterred by weaker economic conditions and 

missed the three best vintages that followed 
downturns in the period, their median return 
decreases to 12.9%, a difference of 450bps.[4]  



Clearly this is a material difference to portfolio 
performance. Conversely, if an investor were  
to perfectly time the market and avoid the  
three worst vintages in the period, the median 
return increases to 19.6%, a difference of 2.2%. 
There is an asymmetry between the risks of 
missing the best vintages and the benefit of 
timing the market. 

Timing the market through private equity 
investments is also hard. Funds with five-year 
investment periods are blunt instruments for 
investors to use for this purpose. The 2005 
vintage funds that demonstrated the lowest 
average performance were due to events 
unfolding in the 2008 GFC rather than the bullish 
economic environment of 2005. Funds closed in 
2005 deployed capital in 2006 and 2007 at peak 
valuations, and then faced valuation write downs 
as the crisis took hold. 







“The increased frequency of 
unexpected-type events has been 
marked.”

European buyout funds: results of timing 
the market versus cycle agnosticism
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Concluding remarks



Financial markets have been turbulent over  
the past 12 months, and there are still clouds  
on the horizon. Investors, too, have faced significant 
challenges in the past few years, including of large 
magnitude. The increased frequency of 

unexpected-type events has been marked. 



Against this background, the PE industry has 
demonstrated its resilience throughout market 
cycles by outperforming materially. 



Titanbay’s approach is geared to navigate  
the pitfalls of these environments, while taking 
advantage of the opportunities that arise. We  
aim to consistently invest with top-tier managers in 
areas that benefit from long-term secular  tailwinds 
and to do so in a thoughtfully  
diversified manner. 



While it is tempting to time the market, it is 
impractical and risks portfolio underperformance. By 
consistently deploying capital, investors can build a 
durable private equity programme with the 
robustness and prospect of delivering strong returns 
in any future environment. 



Returns are not guaranteed and you may lose some 
or all of your investment.
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Endnotes



[1] Source: Capital IQ, 1 August 2022



[2] Source: Invest Europe based on Cambridge 
Associates data.



[3] Public Market Equivalent (“PME”): Public 
Market Equivalent (“PME”) is a metric used to 
compare private capital fund performance to 
public indices. The metric has been designed  
to allow for a comparison of private market  
funds with the performance of other assets, 
notably listed ones. The metric adapts public 
market returns into an IRR-like metric that 
accounts for irregular cash flows. PME formulas 
can take different forms, and there are a variety  
of approaches that can be used to calculate a 
PME. Invest Europe in their analysis use an 
mPME calculation, which is a second generation 
PME method. Invest Europe believes that this  
is the most advanced and reliable method to 
benchmark private market funds to date.



[4] Based on Invest Europe data  
and Titanbay analysis. 
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Important Disclosures



This material is provided for information purposes 
only. The views, opinions and estimates expressed 
herein constitute personal judgments of certain 
members of the Titanbay Ltd. (Titanbay) team 
based on current market conditions and are subject 
to change without notice. This information in no way 
constitutes Titanbay research and should not be 
treated as such. Titanbay does not make investment 
recommendations, and no communication, 
including this document, should be construed as a 
recommendation for any security offered on or off 
the Titanbay investment platform. The views 
contained herein are not to be taken as advice or a 
recommendation to buy or sell any investment in 
any jurisdiction. Any forecasts, figures, opinions or 
investment techniques and strategies set out are for 
information purposes only, based on certain 
assumptions and current market conditions and are 
subject to change without prior notice. 



All information presented herein is considered to 
be accurate at the time of production unless 
otherwise stated and has been prepared from 
sources Titanbay believes to be reliable. No 
representation or warranty or guarantee, express 
or implied, is given as to the truth, accuracy or 
completeness of the information or opinions 
contained herein and material aspects of 
descriptions contained in this material are subject

without the prior written consent of Titanbay. 
Titanbay is an Appointed Representative of 
Brooklands Fund Management Limited which is 
authorised and regulated by the Financial Conduct 
Authority with firm reference number 757575. 

 to change without notice. No reliance may be 
placed for any purposes on the information or 
opinions contained in this material. Titanbay is not 
responsible for any error or omission in this 
material, nor do we accept liability for any losses 
arising from its use. Non-affiliated entities 
mentioned are for informational purposes only 
and should not be construed as an endorsement 
or sponsorship of Titanbay.



Investments in private placements and private 
equity investments via feeder funds in particular, 
are complex, highly illiquid and speculative in 
nature and involve a high degree of risk. The 
value of an investment may go down as well as 
up, and investors may not get back their money 
originally invested. Investors who cannot afford 
to lose their entire investment should not invest. 
Past performance, including simulated 
performance is not a reliable indicator of future 
performance. For private equity investments via 
feeder funds, investors will typically receive 
illiquid and/or restricted membership interests 
that may be subject to holding period 
requirements and/or liquidity concerns. Investors 
who cannot hold an investment for the long term 
(at least 10 years) should not invest.



This material is confidential and may not be 
disclosed, reproduced, copied, distributed, or 
published (in whole or in part) by the recipient 


