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Halfway through 2022, the outlook for the global economy is far from rosy. Rising living 

costs and interest rates are weighing on macroeconomic activity. Capital markets are likely 

to remain volatile as interest rates increase and economic clouds persist. Valuations will 

likely face continued headwinds and corporate margins are poised to come under pressure. 

Corporate default rates are bound to rise. As a result of the uncertainty, M&A activity has 

slowed in the first half of the year, and the credit market is highly selective for new issuance. 

Yet, there are many signals in the market that should continue to support private markets 

investments: corporate cash levels are strong, profit margins are at multi-decade highs and 

healthy private markets dry powder should open a window of opportunity at lower entry 

valuations, as well as on secondary markets. 

Tina Jessop and Stephan Schäli explain that while the current backdrop may present some 

challenges, they believe the shift from public markets towards private markets is a structural 

transition that will persist. To navigate this environment successfully, managers will need a 

hands-on, entrepreneurial approach to working with portfolio companies in order to steer 

them through more challenging times, and a proven thematic investing approach to identify 

new investment opportunities that are set to benefit from long-term transformative trends. 

Tina Jessop Senior Economist Stephan Schäli Chief Investment Officer

Finding bright 
spots in private 
markets amid 
the economy’s 
dark clouds
Private markets mid-year outlook
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2022 has had a rocky start. How has this impacted 
Partners Group’s economic outlook?

Tina: Just as we thought we were emerging from 
one crisis, the start of 2022 has thrown a fresh set 
of challenges at us. Russia’s invasion of Ukraine has 
created uncertainty, including energy insecurity, 
and exacerbated supply chain disruptions. Inflation 
has surged to a multi-decade high in many parts of 
the advanced world. The post-pandemic growth 
momentum is fading and, in China, the zero-COVID 
policy is taking a heavy toll on economic activity. All 
of this makes the current outlook for the economy 
exceptionally challenging. 

In our base case, we expect a significant economic 
slowdown over the near term, with risks tilted to the 
downside. We believe consensus expectations have 
not yet fully factored in a deceleration in growth rates, 
especially across the Eurozone. In the US, private 
demand remains strong, supported by the tight labor 
market, but cracks are appearing in the consumer 
space. We expect China’s reopening to be gradual 
and to differ across regions, meaning that growth is 
unlikely to bounce back quickly as witnessed during 
past periods of reopenings.

At the start of the year, Partners Group had an 
above-consensus view on inflation and rates. What 
has happened since then?

Tina: While there has been some convergence in the 
market with our view of structurally higher inflation, 
we think consensus expectations still underestimate 
the stickiness of inflation beyond 2022. Inflationary 
pressures are broadening, especially in the US. We 
expect inflation in the US to remain in the 4-7% y/y 
range for the remainder of 2022 and into 2023. From 
there on, we maintain our view of average annual 

inflation rates in the 3-4% range in the US and  
c. 2% in the Eurozone, supported by peak globalization 
trends, higher wage growth and costs associated with 
the energy transition. By comparison, the market is 
still pricing in an average inflation rate of 2.6% per 
annum over the next five years for the US (breakeven 
inflation rate).

What does this mean for rates?

Tina: Consensus now expects the Fed Funds rate 
to rise above 3% in the first half of 2023. While we 
cannot say for sure when the Fed will step on the 
breaks, rising interest rates, combined with a reduction 
of the Fed’s balance sheet (quantitative tightening), 
should help fend off more severe increases in inflation 
expectations. For now, it seems the Fed is determined 
to prioritize curbing inflation over economic growth. 
In Europe, we expect the ECB to commence a more 
cautious rate hike cycle. 

As rates increase and rate expectations adjust, capital 
markets volatility will likely remain high. Valuations will 
remain under pressure. 

How is Partners Group protecting its portfolio 
against inflation and rising rates?

Stephan: We believe that the majority of our direct 
investments across all asset classes are well positioned 
to cope with the prospect of rising input prices, either 
through a direct or indirect inflation link or through 
pricing power. Because we had identified the prospect 

of rising inflation early on, we were able to initiate 
some inflation mitigation measures as early as Q3 
2021 and have since worked closely with our portfolio 
company management teams during the 2022 
budgeting process to address inflation risk as much 
as possible. With our asset selection being centered 
around companies that have a leading position in their 
niches and strong pricing power, our inflation pass-
through measures have so far not caused any material 
impact on volumes. In the US, we have aimed to pass on 
higher labor costs and are focusing on enhancing talent 
retention schemes to reduce turnover in a competitive 
labor market. Where possible, we have diversified 
supplier networks to avoid supply shortages, locked in 
freight costs and aimed to bring production facilities 
closer to end markets. 

Across our private equity directs portfolio, where we 
have control ownership stakes, this has allowed us to 
keep margins stable over the past twelve months and 
to generate y/y average-adjusted EBITDA growth of 
20% in the twelve months until the end of Q1 20221.  
However, we are fully aware corporate margins 
will be tested in the current environment and that 
we could witness more challenging times. Pricing 
power is critical to protecting profitability. It is a key 
consideration during our due diligence process for 
new investments. Over the past 18 months, we have 
systemically incorporated a stagflation scenario as a 
downside case in our underwriting to create comfort 
around price and demand sensitivities. In addition to 
protecting earnings and margins, we have placed even 
more emphasis on putting in place long-term fixed rate 

“Just as we thought we were 
emerging from one crisis, the start 
of 2022 has thrown a fresh set of 
challenges at us.”

1 Source: Partners Group, 2022. Figures represent private equity 
direct investments, where Partners Group’s role is lead investor. 
For illustrative purposes only.
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financing to protect cash flow generation, with hedging 
ratios often in excess of 80%.

With regards to our broader strategy, we maintain high 
conviction in our transformational investing approach: 
thematic sourcing helps us identify areas of above-
average growth that are likely to remain attractive in 
the long term. We focus on fundamental operational 
strength, resilience, and value creation opportunities in 
segments of the economy that benefit from long-term 
transformative trends. 

As headwinds to valuations are unlikely to dissipate, 
we aim to acquire businesses that can quickly grow 
into valuations through operational improvements 
and platform buildout, which we can realize at lower 
entry multiples in volatile times. Our combination 
of thematic investing, hands-on value creation and 
pricing power should, in our view, moderate the impact 
of rising rates on valuations in the long term. Control 
equity investments are the best instrument to deploy 
such a strategy effectively.  

Furthermore, we are factoring in multiple contraction 
over the hold period for all our investments. Since the 
beginning of the year, we have further increased the 
scale of multiple contraction to account for rising rates.

How worried are you about a recession and 
stagflation scenario? 

Tina: As the cost of living and interest rates increase, 
so does the likelihood of a recession. However, 
based on available data, private balance sheets are 
in solid shape for most of the US and Europe and 
job availability is generally high. This should cushion 
the impact of a downturn, and – if a recession does 
materialize – it is, in our view, likely to be modest, 
unlike in 2008/2009 or 2020.

“We are factoring in multiple contraction 
over the hold period for all our investments. 
Since the beginning of the year, we have 
further increased the scale of multiple 
contraction to account for rising rates.”

Recession or not, we are more concerned about 
inflationary trends than deflationary ones. 

We think a stagflation scenario with elevated inflation 
and stagnating GDP growth is increasingly likely. But 
we also think stagflation dynamics would differ by 
region. In the US, we believe inflation is more likely 
to be caused by a traditional wage-price spiral. In the 
Eurozone, we think that energy is likely to be the key 
driver of inflation and that the labor market shows 
little signs of overheating. This has implications on 

rates, as the US Fed would act more decisively to 
bring inflation under control, while in the Eurozone, 
monetary policy tends to have little direct influence on 
energy prices and rates would likely remain lower. 

How would private markets perform in a 
stagflationary environment?

Stephan: Different private markets asset classes 
should behave in different ways. The more exposed 
an asset is to broad economic growth, the larger the 
impact would be on top-line revenues and earnings. 
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In private equity, market positioning and pricing 
power will be key in determining the impact on 
revenues and earnings, as companies aim to pass on 
higher input and borrowing costs. We would expect 
companies operating in above-average growth 
segments benefiting from long-term transformative 
trends would continue to grow at a higher rate than 
the general economy throughout the cycle. 

For real assets (private infrastructure and private 
real estate) top-line drag would be – at least partially 
– countered by inflation-linked revenues. Many 
infrastructure assets have an explicit link to inflation 
through regulation, concession agreements or 
contracts. In real estate, rents are typically tied to 
consumer price inflation.

In terms of valuations, higher discount rates will 
create headwinds, exacerbated by increased risk 
aversion. As already witnessed over the course of 
H122, nonprofitable companies that are valued on 
optimistic future growth assumption will likely see the 
largest contraction. We expect that real assets – and 

especially availability-based infrastructure assets with 
stable revenues – will be somewhat shielded.

The transmission mechanism for private debt is mostly 
via the income component of returns: rising central 
bank target rates translate into higher base rates and 
higher yields. Spread widening will further lift return 
expectations. These higher returns will be partially 
offset by higher default rates. Given its floating rate 
nature, unlike fixed-income credit, private debt should 
benefit in a rising rate environment.  

In sum, we expect real assets should outperform 
on a relative basis in a prolonged stagflationary 
environment given their link to inflation. Private 
equity would likely see the largest deceleration in 
returns, and this may challenge performance in the 
short term. In the long term, though, we anticipate 
that it is also the asset class that would benefit the 
most as the investment environment normalizes and 
interest rates start falling again.

Furthermore, the current environment may provide 
opportunities to acquire attractive companies at 
lower entry points for those managers that have the 
necessary experience and flexibility. That is why we 
believe having a healthy reserve of dry powder can be 
beneficial in order to capture such opportunities when 
they materialize. 

It is also worth noting that, historically, private  
equity vintages that were deployed at lower points 
in the business cycle have typically outperformed 
those that were deployed at higher points in the cycle. 
This was the case, for instance, following the Global 
Financial Crisis2. 

What is your recommendation in terms of asset 
allocation in times of stagflation risk?

Stephan: We believe that diversification across asset 
classes, sectors, regions and vintages is a key tool to 
increase the stability of returns. This also holds true 
across private markets asset classes. A higher tactical 
allocation to real assets and floating-rate debt makes 
sense in this environment, whereas duration-exposed 
fixed income should be an underweight. 

While private markets will not be able to fully escape 
the heightened volatility that we expect to see in 
public markets, history shows private markets provide 
robust diversification benefits and improve the 
overall risk/return profile of a portfolio due to their 
structural advantages compared to public markets. 
These structural advantages include control positions, 
a long-term horizon, and a focus on entrepreneurial 
governance.

We currently advise our clients to allow for wide 
bandwidths in terms of their asset allocation targets. 
In volatile times, this allows for greater flexibility 
to deploy capital in the areas of the market where 
we see the best relative value. For those clients 
that seek single-asset class/instrument mandates, 
such as private equity direct mandates, we advise 
incorporating a small ‘opportunistic’ bucket. We 
may see appealing opportunities in other segments 
as relative value dynamics shift; for example, in the 
secondaries space or in the senior debt space, where 
opportunities may be highly discounted. 

“We currently advise our clients 
to allow for wide bandwidths in 
terms of their asset allocation 
targets. In volatile times, this 
allows for greater flexibility to 
deploy capital in the areas of the 
market where we see the best 
relative value.”

2  Source: EY, ‘Why private equity can endure the next economic 
downturn,’ March 2020



PRIVATE MARKETS  
OUTLOOK Q&A

July 2022 | 5

With all this uncertainty, capital markets have 
corrected since the beginning of the year. What are 
you seeing across private markets and how has your 
outlook evolved?

Stephan: Outside of the venture/growth space, 
private markets have so far experienced relatively 
limited spillovers from the fallout in public markets. 
Buyout volumes and corporate debt issuance have 
declined from record levels in 2021. Several planned 
IPOs have been put on hold. That said, we are seeing 
large differences by sector and type of company. 

Activity in the healthcare and cash flow positive 
tech space continues to be buoyant, often at record 
valuations. In the consumer and services space, quality 
companies with secular growth tailwinds are also 
highly competed over, whereas other assets are seeing 
less interest and, hence, lower valuations. 

While we see fundamental value in the proposition 
of private markets, we acknowledge 2022 will be a 
choppy year. The macro environment is challenging. 
Capital is becoming scarcer, as banks are highly 
selective in their underwriting. Default rates should 
rise from historically low levels and valuations will 
likely come down. 

Yet there are many bright spots that keep us optimistic 
on the value proposition of private markets in the 

long term. Dry powder has come off recent highs 
and is at a healthy level to support the continued 
growth of the industry. Capital structures for new 
investments should reflect higher equity contributions 
and lower leverage levels, which we see as a positive 
development after years of froth in the market. 

The ongoing volatility in public markets emphasizes 
our long-held belief that the composition of public 
equity markets is transitioning away from the broader 
‘real’ economy towards speculative and opportunistic 
growth stocks. For example, 85% of the companies 
that IPO’d in 1990 reported positive earnings. By 
2020, this number had fallen to a mere 20%3.  

The link between the equity market and the economy 
appears to be weakening. Instead, private markets 
are increasingly becoming more ‘traditional’, in the 
sense that they offer diversified exposure across all 
industry sectors and – with the right manager – to the 
segments of the economy with often above-average, 
yet resilient growth profiles. 

Partners Group is a leading global private markets firm. Since 1996, the firm has invested over USD 170 billion in private equity, private real estate, private debt and private infrastructure on behalf 
of its clients globally. Partners Group seeks to generate superior returns through capitalizing on thematic growth trends and transforming attractive businesses and assets into market leaders. The 
firm is a committed, responsible investor and aims to create sustainable returns with lasting, positive impact for all its stakeholders. With over USD 127 billion in assets under management as of 31 
December 2021, Partners Group provides an innovative range of bespoke client solutions to institutional investors, sovereign wealth funds, family offices and private individuals globally. The firm 
employs more than 1,600 diverse professionals across 20 offices worldwide and has regional headquarters in Baar-Zug, Switzerland; Denver, USA; and Singapore. It has been listed on the SIX Swiss 
Exchange since 2006 (symbol: PGHN).

S&P MARKET CAPITALISATION SHARE 
BY SECTOR

Other1 -45%

Declining

% share change,
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Industrial -23%

Consumer -23%

Financials -35%

Healthcare -8%

Information 
technology

+17%

H1 2021 top 
6 companies2

+277%

SPEED-TO-MARKET
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Sources: S&P Capital IQ; Partners Group, 2022.  
For illustrative purposes only. 1 Includes: Energy, Utilities, 
Real Estate, Materials. 2 Includes Alphabet, Amazon, Apple, 
Meta, Microsoft, and Tesla. 3 The relative (not absolute) 
change in each sector’s percentage of the S&P market 
capitalization from 2010 to H1 2021.

3  Sources: S&P Capital IQ; Professor Jay Ritter, University of 
Florida; Partners Group, 2022. Earnings per share > 0; Annual 
data, 8,775 IPOs in total. Figures represent US IPOs from 
2020-2021. 1,359 issuances. For illustrative purposes only. 

https://twitter.com/partnersgroup
https://instagram.com/partnersgroupglobal?igshid=160oo7i0cvr66
https://www.youtube.com/channel/UCUc0elfwZX4R_w0Aq8X2mzw
mailto:media%40partnersgroup.com?subject=
http://www.partnersgroup.com
https://www.linkedin.com/company/partners-group/
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Important information

The information contained in this Report has not been independently verified. Partners Group (the “Company”) is not under any obligation to update or keep current the information contained herein. 
Accordingly, no representation or warranty or undertaking, express or implied, is given by or on behalf of the Company or any of their respective members, directors, officers, agents or employees or 
any other person as to, and no reliance should be placed on, the accuracy, completeness or fairness of the information or opinions contained herein. Nothing herein shall be relied upon as a promise or 
representation as to past or future performance. Neither the Company nor any of their respective members, directors, officers or employees nor any other person accepts any liability whatsoever for 
any loss howsoever arising from any use of this Report or its contents or otherwise arising in connection with the Report. 

This Report includes forward-looking statements, beliefs or opinions, including statements with respect to plans, objectives, goals, strategies, estimated market sizes and opportunities which are based 
on current beliefs, expectations and projections about future events. The words “believe,” “think,” “expect,” “anticipate,” “estimate,” “will,” “may,” “should” and similar expressions identify forward-looking 
statements. The forward-looking statements in this Report are based upon various assumptions, many of which are based, in turn, upon further assumptions, including, without limitation, management’s 
examination of data available from third parties. Although the Company believes that these assumptions were reasonable when made, these assumptions are inherently subject to significant 
uncertainties and contingencies which are difficult or impossible to predict and are beyond its control, and the Company may not achieve or accomplish these expectations, beliefs or projections. 
Neither the Company nor any of its members, directors, officers, agents, employees or advisers intend or have any duty or obligation to supplement, amend, update or revise any of the forward-looking 
statements contained in this Report. The information and opinions contained herein are provided as at the date of the Report and are subject to change without notice.


