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While venture capital and buyout strategies get the bulk of the
headlines, it's growth equity that remains the top performer.

Of all the strategies in private equity, growth equity seems
to be the middle child; it's often overshadowed by venture
capital and traditional leveraged buyout and can be hard
to define. Yet, there's a lot to like. Growth equity strategies
aim to generate returns by unlocking untapped potential
in operating performance and scale. While the last two
years didn't do any favors for growth equity, as companies
emphasized cash flow over growth, there are bright spots
which could reemphasize the opportunities and strong
performance of the strategy.

GROWTH EQUITY: DEFINING
A VAGUE DEFINITION

Growth equity often is described as occupying the middle
ground between venture capital and buyout, where the
boundary lines are hard to see. A late-stage venture
strategy, which provides capital to high-growth companies
with a product-market fit, and the middle part of the
buyout market, which may also pursue growth companies,
seemingly infringe on growth equity territory.

However, growth equity has evolved into much more
than an intermediate private investing approach. A typical
growth equity fund will invest in profitable companies that
have proven business models and a growing customer

base. Most investment targets are cash flow positive or are
expected to generate cash in the near term and are looking
to accelerate growth beyond what their current capital can
support. This distinguishes these companies from venture,
which can be more speculative, and buyout opportunities,
which use leverage and tend to target companies with a
longer history of cash flows.

Because growth equity aims to accelerate growth, they
look for opportunities where an investment can unlock
product distribution to new markets or customers, or
scale technological innovation. With this strategy, some
managers have a vertical focus and are industry experts in
areas such as software or health care.

RECALIBRATING THE CYCLE

Recent fundraising has been particularly difficult with $22
billion raised by U.S. growth equity funds in the first half
of 2024, compared to $78 billion for all of 2023." This has
been attributed to companies that are shying away from a
grow-at-all-cost approach. Despite this headwind, capital
has been consistently deployed and investor sentiment
appears to be improving.

Through the first half of 2024, growth equity has increased
its share of private equity deals to 23%, surpassing buyout
(see Exhibit 1). Moreover, growth equity is on track for
its largest share of private equity deals for at least the last

Exhibit 1: Buyout and Growth Equity as a Share of All Private Equity Deals
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17 years. But for investors to compare different strategies,
it often comes down to performance. And growth equity
has generated sustainable returns outperforming all

private capital, including private equity,buyout, and
venture on a 5-, 10-, and 15-year basis (see Exhibit 2).

Exhibit 2: Growth Equity Has Been a Top Performer Over the Shorter and Longer Term

Private equity indexes annualized returns

Growth Equity 18.5%
Private Equity 17.1%
Buyout 16.9%
Venture Capital 14.1%
Private Capital 13.8%

Source: PitchBook, “Private Capital Indexes”, as of December 31, 2023.

Why the strong performance? For starters, the opportunity
set is large. It's estimated that there are 200,000 middle
market businesses in the United States with annual revenues
between $10 million and $1 billion.? Approximately 90%
of these companies are privately owned and, based on the
latest Middle Market Indicator Survey fielded in December
2023, the projected revenue growth accelerated to 12.4%,
the highest rate in four years.?

Growth equity also offers several investor-friendly features.
These characteristics include little or no leverage as well
as downside protection through board seats and other
value-enhancement initiatives. For example, several larger
growth equity managers have in-house resources such as
operating partners, capital markets teams, and talent and
recruiting personnel to help portfolio companies better
position for growth acceleration and improve operations.
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Growth equity firms may also negotiate senior security
positions and protective rights with change in control
provisions, exit preferences, or pro rata follow-on rights.
And some managers may look to hold positions through an
IPO exit and beyond. As a result, growth equity managers
are not only able to capture significant company growth,
typically in excess of a 10% run rate, and often beyond
20%, but also to offer protection on the downside.

Despite typically being overshadowed by venture and
buyout strategies, growth equity strategies have several
long-term beneficial qualities. Managers with a long track
record and large networks should be well positioned to
create value in any environment, and even more so in the
latter stages of a market cycle.
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IMPORTANT INFORMATION

The material herein has been provided to you for informational purposes only by
Institutional Capital Network, Inc. (“iCapital Network”) or one of its affiliates (iCapital
Network together with its affiliates, “iCapital”). This material is the property of
iCapital and may not be shared without the written permission of iCapital. No part of
this material may be reproduced in any form, or referred to in any other publication,
without express written permission of iCapital.

This material is provided for informational purposes only and is not intended
as, and may not be relied on in any manner as, legal, tax or investment advice, a
recommendation, or as an offer or solicitation to buy or sell any security, financial
product or instrument, or otherwise to participate in any particular trading strategy.
This material does not intend to address the financial objectives, situation, or specific
needs of any individual investor. You should consult your personal accounting, tax,
and legal advisors to understand the implications of any investment specific to your
personal financial situation.

ALTERNATIVE INVESTMENTS ARE CONSIDERED COMPLEX PRODUCTS AND MAY
NOT BE SUITABLE FOR ALL INVESTORS. Prospective investors should be aware that
an investment in an alternative investment is speculative and involves a high degree
of risk. Alternative Investments often engage in leveraging and other speculative
investment practices that may increase the risk of investment loss; can be highly
illiquid; may not be required to provide periodic pricing or valuation information to
investors; may involve complex tax structures and delays in distributing important tax
information; are not subject to the same regulatory requirements as mutual funds;
and often charge high fees. There is no guarantee that an alternative investment will
implement its investment strategy and/or achieve its objectives, generate profits, or
avoid loss. An investment should only be considered by sophisticated investors who
can afford to lose all or a substantial amount of their investment.
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iCapital Markets LLC operates a platform that makes available financial products
to financial professionals. In operating this platform, iCapital Markets LLC generally
earns revenue based on the volume of transactions that take place in these products
and would benefit from an increase in sales for these products.

The information contained herein is an opinion only, as of the date indicated,
and should not be relied upon as the only important information available. Any
prediction, projection or forecast on the economy, stock market, bond market or the
economic trends of the markets is not necessarily indicative of the future or likely
performance. The information contained herein is subject to change, incomplete,
and may include information and/or data obtained from third party sources that
iCapital believes, but does not guarantee, to be accurate. iCapital considers this
third-party data reliable, but does not represent that it is accurate, complete and/or
up to date, and it should not be relied on as such. iCapital makes no representation
as to the accuracy or completeness of this material and accepts no liability for losses
arising from the use of the material presented. No representation or warranty is
made by iCapital as to the reasonableness or completeness of such forward-looking
statements or to any other financial information contained herein.

Securities products and services are offered by iCapital Markets, an SEC-registered
broker-dealer, member FINRA and SIPC, and an affiliate of iCapital, Inc. and
Institutional Capital Network, Inc. These registrations and memberships in no way
imply that the SEC, FINRA, or SIPC have endorsed any of the entities, products, or
services discussed herein. Annuities and insurance services are provided by iCapital
Annuities and Insurance Services LLC, an affiliate of iCapital, Inc. “iCapital” and
"iCapital Network” are registered trademarks of Institutional Capital Network, Inc.
Additional information is available upon request.
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