
Our Top Private Investment Ideas
Investor capital continues to flow into the private equity sector, drawn by the potential of 
strong returns through active management. Although this abundance of private equity 
capital gives us caution, some investors maintain that given the relatively high valuations in 
the public markets, they are more comfortable with a strategy that takes a long-term view 
and may be less correlated to public indices. 

Our top ideas for private investments are as follows:

1. Lower Middle-Market Buy and Build

Lower middle-market buyout funds may provide a more attractive opportunity than mega-
buyout funds, which have surged both in popularity and in purchase valuations since 2010. 
This strategy is particularly appealing due to lower purchase prices, the ability to recognize 
operational synergies and the availability of a wide range of exit opportunities.

Because the target companies for lower middle-market funds tend to be smaller than 
for mega-funds, the combination of size and decreased competition for these assets has 
allowed for purchases at lower valuations. Private equity sponsors who are buying from 
families or entrepreneurs often design a strategy to grow and professionalize the operations 
through key executive hires, add-on acquisitions and the implementation of corporate 
technology, such as customer relationship management, reporting and accounting systems. 
As a result, a larger, more professional business can be sold to a financial or strategic buyer 
at a higher price.

2. International Markets Private Equity

As international private equity markets mature, we see a number of attractive opportunities 
overseas, particularly with regard to the European and Asian private equity industries.
The European private equity industry weathered Brexit and geopolitical fears to raise an 
impressive $107 billion in 2016. Western Europe has more large-scale companies per unit of 
GDP than many other parts of the world. Regulatory, legal and tax conditions are attractive 
for investors as the investing frameworks and standards in these countries are robust. 
Although growth in profits for European businesses lagged that of the US coming out of the 
Great Financial Crisis of 2008, these businesses are now on a stronger trajectory.



Asia private equity raised $32 billion last year as funds carry high hopes for the region. Firms 
have professionalized the process of making innovative Western business models relevant 
to the Asian marketplace, as in the case of Alibaba and Tencent. In Japan, deal flow 
has benefited from the surge in founders nearing retirement and looking for successors. 
In emerging markets, technology may allow businesses to leapfrog incumbent industries. 
Asian-grown businesses can also accommodate cultural differences that may limit the 
effectiveness of global competitors.

3. Healthcare Venture Capital

Driven by an increasing prevalence of chronic diseases from the aging population and 
impending patent cliffs, healthcare venture capital has continued to gain momentum. US 
healthcare venture capital fundraising could surpass $6 billion in 2017 ($5 billion in 1H 2017 
alone). Valuations for Series A & B investments have increased due to improving market 
sentiment and the promise of deregulation. While buyout firms are beginning to take an 
increasingly large role in healthcare, with notable transactions such as TPG’s buyout of Par 
Pharmaceuticals and Clayton, Dubilier & Rice’s acquisition of Envision Healthcare, venture 
capital is better positioned to invest in  the early stages of innovation. Biopharma and 
device deals continue to dominate the space, but emerging trends within and outside these 
spheres are worth noting. Investors in biopharma are increasingly interested in immune-
oncology, with one-third of all “Series A” dollars in the past 18 months invested in this 
subsector. Tech-focused firms are increasingly interested in developing artificial intelligence 
and machine learning technologies for the sector. There is also an uptick in novel investment 
strategies such as clinical development risk-sharing financing and royalty financing.

4. Renewable Energy in Emerging Markets

Emerging markets renewable energy investing is attractive for several reasons. We are 
excited by the ability to realize financial returns while having a measurable social and 
environmental impact. These investments also often provide energy access in areas which 
have previously been without.

In addition to impact, emerging markets renewable energy is underpinned by strong 
financial fundamentals. Rapid population growth, increased wealth and lack of access to 
energy creates strong demand in emerging markets. The cost of renewable energy in these 
countries has reached grid parity due to the lack of existing energy infrastructure. The cost of 
building additional energy infrastructure for traditional power generation sources frequently 
offsets the lower cost of natural gas or coal power.



Lastly, the risk level for this type of investing is lower than other investments in emerging 
markets. Offtake contracts and power purchase agreements are often priced in US dollar 
terms, thus limiting exposure to the local currency. Also, once perfected, developing projects 
can be replicated. Construction, de-risking, and structuring the financing are common 
and repeatable actions to add value. However, it is worth noting that relationships with key 
stakeholders (i.e., developers, government, export credit agencies) must be maintained and 
are crucial to success.
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