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Market Highlights

Returns of the Major Capital Markets
Periods Ending 09/30/2017

Second Quarter 1-Year 3-Year1 5-Year1 10-Year1

Domestic Equity
S&P 500 4.48% 18.61% 10.81% 14.22% 7.44%
Russell 1000 4.48% 18.54% 10.63% 14.27% 7.55%
Russell 1000 Growth 5.90% 21.94% 12.69% 15.26% 9.08%
Russell 1000 Value 3.11% 15.12% 8.53% 13.20% 5.92%
Russell 2000 5.67% 20.74% 12.18% 13.79% 7.85%
Russell 2000 Growth 6.22% 20.98% 12.17% 14.28% 8.47%
Russell 2000 Value 5.11% 20.55% 12.12% 13.27% 7.14%
Russell 3000 4.57% 18.71% 10.74% 14.23% 7.57%
International Equity
MSCI All Country World ex-U.S. 6.16% 19.61% 4.70% 6.97% 1.28%
MSCI World ex USA 5.62% 18.73% 4.57% 7.81% 1.28%
MSCI Emerging Markets Free 7.89% 22.46% 4.90% 3.99% 1.32%
Fixed Income
Bloomberg Barclays U.S. Aggregate 0.85% 0.07% 2.71% 2.06% 4.27%
Bloomberg Barclays Gov't/Credit 0.81% -0.01% 2.83% 2.10% 4.34%
3 Mo U.S. T-Bills 0.27% 0.65% 0.32% 0.22% 0.47%
Inflation
CPI-U 1.06% 2.23% 1.23% 1.30% 1.68%

MSCI Indices show net returns.
All other indices show total returns.
1 Periods are annualized.
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Global Equity Markets

 Evidence of improving global growth and low inflation continued to sustain the global equity market rally over the 
last quarter. Moreover, markets were broadly unperturbed by heightened tensions between the U.S. and North 
Korea. Global equity markets returned 5.3% in Q3 2017 in U.S. dollar terms. The broad weakening of the U.S. 
dollar (1.7% in trade-weighted terms) led to a lower return of 4.5% in local currency terms. 

 All regions shown above generated positive returns with the exception of Israel which moved sharply lower over 
the quarter. Emerging markets (EM) were once again the strongest performers, returning 7.6% in the third quarter 
of 2017. 
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Global Equity Markets

 The two exhibits on this slide illustrate the percentage that each country/region represents of the global and 
international equity markets as measured by the MSCI All Country World IMI Index and the MSCI All Country World 
ex-U.S. IMI Index, respectively.
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U.S. Equity Markets

 The Russell 3000 Index returned 4.6% during the third quarter and 18.7% over the one-year period. 

 During the third quarter, the technology sector continued to be the strongest performer, posting returns of 8.0%.  
Consumer staples were the weakest and the only sector which posted negative returns in Q3 2017 by falling 1.9%.

 Performance was positive across the market capitalization spectrum over the quarter. Renewed expectations for U.S. 
tax reform, announced late in the quarter, provided a boost for small cap stocks which outperformed their large cap 
peers. However, despite the recent outperformance, small cap stocks still lagged large cap stocks since the start of the 
year. In general, growth stocks outperformed value stocks.
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U.S. Fixed Income Markets

 The Bloomberg Barclays U.S. Aggregate Bond Index 
returned 0.9% in the third quarter. Credit spreads 
narrowed over the quarter which supported corporate 
bond returns. Corporate bonds posted the highest return 
at 1.3%, particularly outperforming government bonds 
which had the lowest return of only 0.4%.

 High yield bonds outperformed their investment grade 
bond peers, returning nearly 2.0%. 

 Long duration bonds outperformed intermediate and 
short duration bonds through the quarter.
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U.S. Fixed Income Markets

 The Treasury yield curve marginally flattened over the quarter, as yields of short maturity bonds inched higher while 
longer maturity bonds were relatively unchanged. 

 The 10-year U.S. Treasury yield ended the quarter at 2.3%, 2 basis points (bps) higher than at the start of the quarter. 
This was largely driven by higher breakeven inflation which moved 11 bps higher and offset the fall in real yields.

 The 10-year TIPS yield fell by 9 bps over the quarter and ended the period at 0.5%.

-2.0%

-1.0%

0.0%

1.0%

2.0%

3.0%

4.0%

5.0%

Sep 07 Sep 09 Sep 11 Sep 13 Sep 15 Sep 17

U.S. 10-YEAR TREASURY AND TIPS YIELDS

10Y TIPS Yield
10Y Treasury Yield

Source: U.S. Department of Treasury

0.0%

0.5%

1.0%

1.5%

2.0%

2.5%

3.0%

3.5%

0 5 10 15 20 25 30
Maturity (Years)

U.S. TREASURY YIELD CURVE

9/30/2016

6/30/2017

9/30/2017

Source: U.S. Department of Treasury



Aon Hewitt  |  Retirement and Investment
Investment advice and consulting services provided by Aon Hewitt Investment Consulting, Inc., an Aon Company. 9

European Fixed Income Markets

 In the Eurozone, bond spreads were mixed across peripheral region. Spain’s government bond yields rose by 8 bps 
with the majority of the increase coming towards the end of the quarter as political instability due to Catalonian 
Independence referendum grew. Meanwhile, Portuguese government bond yields fell sharply after the rating agency 
Standard & Poor’s raised the nation’s credit rating to investment grade from junk status, resulting in the yield on 10 
year Portuguese government debt ending 64 bps lower over Q3 2017. Meanwhile, the spread between Greek bonds 
and German Bunds moved 24 bps higher over the same period.
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Credit Spreads

Spread (bps) 9/30/2017 6/30/2017 9/30/2016 Quarterly Change (bps) 1-Year Change (bps)
U.S. Aggregate 38 43 47 -5 -9
Gov't 1 1 1 0 0
Credit 96 103 131 -7 -35
Gov't/Credit 43 46 59 -3 -16
MBS 22 32 14 -10 8
CMBS 71 74 84 -3 -13
ABS 44 46 55 -2 -11
Corporate 101 109 138 -8 -37
High Yield 347 364 480 -17 -133
Global Emerging Markets 235 255 299 -20 -64
Source: Barclays Live

 Improved risk appetite and a benign global credit backdrop saw spreads over U.S. Treasuries fall across all areas of 
the credit market. However, movement in U.S investment grade credit spreads were more muted. 

 Global emerging market bond spreads fell by the most over the quarter, narrowing by 20 bps. They were closely 
followed by high yield bonds, their fellow outperformers in the credit universe this year, which fell by 17 bps.
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Commodities

 A strong upturn in commodity prices over the quarter saw the Bloomberg Commodity Index return 2.5%, driven 
mainly by the rise in crude oil prices. 

 Over the quarter, the best performing segment was industrial metals with a return of 9.9%, closely followed by 
Energy (9.8%). Agriculture remained the laggard with a return of -6.1% which weighed on the overall index return.

 Grains was the worst performing sector over the quarter with a return of -9.5%.
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Currency

 The U.S. dollar weakened by 1.7% on a trade-weighted basis over the quarter. Market expectations of a rate hike 
were lowered after a flurry of disappointing inflation releases, although the U.S. Federal Reserve (Fed) continued to 
believe that the factors suppressing inflation are transitory.

 The U.S. dollar depreciated against all the major currencies with the exception of the Japanese yen. Bank of England 
officials indicated UK monetary policy struck a more hawkish tone in September which sent sterling 3.2% higher 
against the U.S. dollar. Despite a brief period of safe-haven flow activity amid escalating geopolitical tensions in the 
Korean peninsula, the yen fell by 0.2% against the U.S. dollar. Resilient economic data emanating from the Eurozone 
supported the euro’s 3.5% appreciation against the ‘greenback’.
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Hedge Fund Markets Overview

 Hedge fund performance was positive across all strategies in the third quarter.

 The HFRI Fund-Weighted Composite Index and the HFRI Fund of Funds Composite Index 
produced returns of 2.1% and 2.2%, respectively, during the quarter. 

 Emerging market hedge funds continued to be the best performer, posting a return of 4.8% during 
the third quarter which brought the one-year return to 13.7%. 
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Private Equity Market Overview – Second Quarter 2017
LTM Global Private Equity-Backed Buyout Deal Volume Purchase Price Multiples – All Transactions Sizes

Source: Preqin Source: S&P 

Sources: 1 Preqin 2 Standard & Poors 3 PWC / CB Insights MoneyTree Report 4 PitchBook/NVCA Venture Monitor 5 Fitch Ratings 6 Thomson Reuters 7 UBS
Notes: FY: Fiscal year ended 12/31; YTD: Year to date; LTM: Last twelve months (aka trailing twelve months); PPM: Purchase Price Multiples: Total Purchase Price / EBITDA.

 Fundraising: In 2Q 2017, $162.0 billion was raised by 297 funds, which was up 8.7% on a capital basis and 11.2% by number of deals from the prior quarter. Dry powder stood at $1.3 trillion at the 
end of the quarter, up 3.7% and 31.1% compared to 1Q 2017 and the five year average, respectively 1.

 Buyout: Global private equity-backed buyout deals totaled $93.2 billion in 2Q 2017, which was up 67.9% and 7.5% from the prior quarter and five year average, respectively 1. At the end of 2Q 2017, 
the average purchase price multiple for all U.S. LBOs was 10.3x EBITDA, up from 10.2x as of the end of 1Q 2017. Large cap middle-market purchase price multiples stood at 10.3x, up compared to 
both 1Q 2017 and full year 2016 levels of 9.6x and 10.0x, respectively. The weighted average purchase price multiple across all European transaction sizes averaged 10.8x EBITDA on an LTM basis 
in 2Q 2017, down slightly from 10.9x in 1Q 2017. Purchase prices for transactions of €1.0 billion or more decreased from 11.8x in 1Q 2017 to 11.6x in the second quarter. Transactions between 
€500.0 million and €1.0 billion were down 0.1x from the end of 1Q 2017, and stood at 11.2x 2. Globally, exit value totaled $68.7 billion on 417 deals in 2Q 2017 compared to $49.9 billion on 437 deals 
in the prior quarter 1.

 Venture: During the second quarter, 1,152 venture backed transactions totaling $18.4 billion were completed, up on a capital basis from 1Q 2017’s total of $14.4 billion across 1,206 deals. This was 
44.9% higher than the five-year average of $12.7 billion3. Total U.S. venture backed exit activity totaled $10.5 billion across 156 completed transactions in 2Q 2017, down from $14.6 billion across 
196 exits in 1Q 2017 4. 

 Mezzanine: 10 funds closed on $2.3 billion during the quarter, down from 1Q 2017’s total of $3.0 billion raised by 11 funds and the five year quarterly average of $4.7 billion. Estimated dry powder 
was $50.0 billion at the end of 2Q 2017, down from $51.6 billion in 1Q 2017 1. Fundraising activity remains robust with an estimated 66 funds in market targeting $14.3 billion of commitments 1. 

 Distressed Debt: The LTM U.S. high-yield default rate was 2.2% as of June 2017, which was down from March 2017’s LTM rate of 3.9% 5. Distressed debt and bankruptcy restructuring activity 
totaled $105.9 billion during the first half of 2017, up 28.0% from 1H 2016. U.S. activity accounted for $55.7 billion in 1H 2017 and was up 123.2% from the same period last year 6.

 Secondaries: 10 funds raised $4.2 billion during the second quarter, down from $19.4 billion by nine funds in 1Q 2017 1. The average discount rate for all private equity sectors declined 0.2% 
quarter-over-quarter to 8.1% 7.

 Infrastructure: $5.3 billion of capital was raised by 11 funds in 2Q 2017 compared to $30.7 billion of capital closed on by 18 partnerships in 1Q 2017. At the end of the quarter, dry powder stood at 
$150.2 billion, up from 1Q 2017’s record total of $147.0 billion. Infrastructure managers completed 256 deals with an estimated aggregate deal value of $104.0 billion in 2Q 2017 compared to 372 
deals totaling $216.9 billion a quarter ago 1. 

 Natural Resources: During 2Q 2017, eight funds closed on $4.9 billion compared to three funds totaling $0.8 billion in 1Q 2017. Energy and utilities industry managers completed approximately 70 
deals totaling an estimated $12.6 billion through 1H 2017, which represents 59.8% of 2016’s full year capital deployment 1.
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U.S. Commercial Real Estate Markets

 Returns continue to moderate. The trailing one-year return for U.S. core real estate was 7.7%* in third quarter, down 242 bps from this time last year. While
moderating, returns are now back in line with the sector’s long run average range of 7.0-9.0%. During the quarter, returns climbed slightly to 1.9%*, up 16 bps over Q2
but 21 bps lower year-on-year and 182 bps lower than 3Q2015. Income is now, and will continue to be, the larger driver of the sector’s total return. Continued
moderation is expected.

 Property stocks are up 7.3% YTD, globally. In 3Q, global property stocks (FTSE EPRA/NAREIT Developed Index) posted modest gains (1.8%), with positive returns in
each of the major regions. Both the Europe (4.9%) and Asia (2.0%) regions outperformed. The U.S. REIT market (FTSE NAREIT Equity REITs Index), while slightly
positive (0.9%), underperformed on a relative basis during the quarter and also lags year to date. During the quarter, strong share price gains were seen in the
Industrial, Data Center, Net Lease, and Storage sectors, with weakness in the Health Care and Mall sectors. Values for high quality assets have remained relatively
stable; however there is a wide disparity in relative valuations within the property sectors, with the overall U.S. REITs market ending the quarter trading at an
approximate 2.0% premium. Despite the significant destructive impact of Hurricanes Harvey (Houston) and Irma (Florida) the negative financial impact to the REITs is
expected to be minimal. Overall U.S. public REIT exposure is only approximately 3.0% to Houston, 5.0% to Florida and <0.5% to Puerto Rico.

 Pricing. The more typical relationship between deal volume and pricing has not moved in unison for almost two years now. While the reason varies by property type, in
most cases volume has moved lower while prices have moved higher. This indicates a continuing disconnect between buyers’ and sellers’ expectations, which has been
evident in sales trends since volume peaked in 4Q2015. Cap rates, however, have remained at or near recent lows — that said, there is little expectation of them going
lower.

 Capital flows remain robust. Private real estate dry powder globally (capital already allocated to new investments) now totals over $240.0bn; and far exceeds the
peak of the last recession. The majority of the sector’s dry powder sits in opportunistic and value add funds, accounting for 41.0% and 24.0% of the total respectively.
Capital flows into U.S. commercial real estate, in particular, remain healthy and have not been disrupted by on-going global events as investors continue to favor the
U.S. at this point in cycle due to the maturity and liquidity of U.S. markets.

 Portfolio structure important. Overall, real estate fundamentals and pricing are at a mature point in the real estate cycle. Given that, it is important to ensure that risk
mitigation strategies are incorporated into all portfolio’s structure. Preferred equity, secondaries, and debt structures are important investment considerations that can
help mitigate medium term cyclical risks.

Sources: NCREIF, RCA, CBRE-EA, Aon Hewitt 
*Indicates preliminary NFI-ODCE data gross of fees
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Appendix A:

Global Private Equity Market Overview



Aon Hewitt  |  Retirement and Investment
Investment advice and consulting services provided by Aon Hewitt Investment Consulting, Inc., an Aon Company. 18

0

500

1,000

1,500

2,000

2,500

3,000

3,500

4,000

4,500

$0

$100

$200

$300

$400

$500

$600

1Q09 4Q09 3Q10 2Q11 1Q12 4Q12 3Q13 2Q14 1Q15 4Q15 3Q16 2Q17

# of D
eals

Va
lu

e 
($

 B
ill

io
ns

)

Deal Value ($ Billions)

Number of Deals

535.0 541.2

271.9
251.7

297.8

350.6

447.1
464.6

480.9

548.1

311.1

0.0

100.0

200.0

300.0

400.0

500.0

600.0

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 YTD

$ 
B

ill
io

ns

Private Equity Overview

Source: Preqin

Fundraising
 In 2Q 2017, $162.0 billion was raised by 297 funds, which was up 8.7% on a capital 

basis and 11.2% by number of deals from the prior quarter 1. 
– The majority of 2Q 2017 capital was raised by funds with target geographies in 

North America, comprising 57.2% of the quarterly total. Capital targeted for 
Europe made up 27.6% of the total funds raised during the quarter, while the 
remainder was attributable to managers targeting Asia and other parts of the 
world 1. 

 Dry powder stood at $1.3 trillion at the end of the quarter, up 3.7% and 31.1% 
compared to 1Q 2017 and the five year average, respectively 1.

Activity
 On an LTM basis, 4,203 deals were completed for an aggregate deal value of $336.2 

billion as of 2Q 2017 compared to 4,274 transactions totaling $342.8 billion as of 1Q 
2017 1. 
– Average deal size was $80.0 million on an LTM basis, down 0.2% and 6.6% 

from the prior quarter and five year quarterly average level, respectively.
 European LBO transaction volume totaled €12.9 billion in 2Q 2017 and €40.1 billion 

on an LTM basis, compared to 1Q 2017’s quarterly and LTM totals of €13.6 billion 
and €43.2 billion, respectively. 2Q 2017’s total was up 13.2% from the five year 
quarterly average 3.

 At the end of 2Q 2017, the average purchase price multiple for all U.S. LBOs was 
10.3x EBITDA, up from 10.2x as of the end of 1Q 2017 3.
– This was 0.8x and 1.2x turns (multiple of EBITDA) above the year-end five and 

ten year average levels, respectively.
 European multiples were down 0.1x quarter-over-quarter, averaging 10.8x EBITDA 

for all transaction sizes, with large and medium transactions each running at 12.1x 
and 11.2x, respectively 3.

 Debt remained broadly available in the U.S.
– U.S. average leverage levels through 1H 2017 were 5.8x compared to the five 

and ten year averages of 5.4x and 5.1x, respectively 3.
– The amount of debt issued supporting new transactions increased compared to 

1Q 2017 from 52.4% to 60.4% and remains above the 51.0% average level over 
the prior five years 3.

– In Europe, average senior debt/EBITDA through 1H 2017 was 5.1x, down from 
the 5.6x observed through 1Q 2017. This was also up significantly over the five 
year and ten year average levels of 4.9x.

LTM Global Private Equity-Backed Buyout Deal Volume

Total Funds Raised

Source: Preqin
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Buyouts / Corporate Finance
Fundraising
 $106.4 billion was closed on by 102 buyout and growth funds in 2Q 2017, compared to $64.2 billion 

raised by 84 funds the quarter before 1.
– This was up compared to the five year annual average of $54.2 billion and exceeded the 

highest quarterly total during that time by 27.9%.
– CVC Capital Partners Fund VII and Silver Lake Partners V were the largest partnerships raised 

during the quarter, with final closes totaling €16.0 billion and $15.0 billion, respectively.
 Buyout and growth equity dry powder was estimated at $703.6 billion, which was above the record 

level of $663.7 billion observed at the end of 1Q 2017 1.
– Aside from small cap funds, which decreased 14.6% quarter-over-quarter, buyout dry powder 

increased across all fund size categories. Mega fund dry powder exhibited the largest increase 
during the quarter (13.9%), setting a new record mark of $247.0 billion. Large and middle 
market buyout dry powder finished the quarter up 0.6% and 6.2%, respectively, from 1Q 2017 1.

– An estimated 56.2% of buyout dry powder was targeted for North America, while European dry 
powder comprised 31.1% of the total 1.

Activity 
 Global private equity-backed buyout deals totaled $93.2 billion in 2Q 2017, which was up 67.9% 

and 7.5% from the prior quarter and five year average, respectively 1.
– 1,052 deals were completed during the quarter, which was down 2.0% from 1Q 2017, but up 

5.1% compared to the five year quarterly average. 
– Through 1H 2017, deals valued at $5.0 billion or greater accounted for an estimated 11.4% of 

total deal value during the quarter compared to 12.6% in 2016 and 35.1% in 2015  1. 
 Entry multiples for all transaction sizes through 1H 2017 stood at 10.3x EBITDA, up from 1Q 2017 

(10.2x) 3. 
– Large cap middle-market purchase price multiples stood at 10.3x, up compared to both 1Q 

2017 and full year 2016 levels of 9.6x and 10.0x, respectively 3. 
– The weighted average purchase price multiple across all European transaction sizes averaged 

10.8x EBITDA on an LTM basis in 2Q 2017, down slightly from 10.9x in 1Q 2017. Purchase 
prices for transactions of €1.0 billion or more decreased from 11.8x in 1Q 2017 to 11.6x in the 
second quarter. 

– Transactions between €500.0 million and €1.0 billion were down 0.1x from the end of 1Q 
2017, and stood at 11.2x 3. 

– The portion of average purchase prices financed by equity for U.S. deals was 43.6% in 1H 
2017, down from 44.0% through 1Q 2017; however, this remained above the five and ten year 
full year averages of 41.7% and 42.3%, respectively 3.

 Globally, exit value totaled $68.7 billion on 417 deals in 2Q 2017 compared to $49.9 billion on 437 
deals in the prior quarter, which had marked the lowest quarterly total since 1Q  2010 1.

Opportunity
 Operationally focused managers targeting the middle and large markets with expertise in multiple 

sectors

Source: Preqin

Source: Preqin
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Venture Capital
Fundraising 
 $18.2 billion of capital was raised by 110 funds in 2Q 2017, up from the prior quarter’s total 

of $14.2 billion by 108 managers 1.
– 2Q 2017 capital raised was up 37.6% compared to the five year quarterly level, despite 

being down on a number of funds basis (-11.8%). 
– New Enterprise Associates 16 was the largest fund raised during the quarter, closing 

on $3.3 billion.
 The average fund size raised during the quarter was approximately $177.0 million, which 

was above both the prior quarter and five year quarterly average of $146.0 million and 
$126.1 million, respectively. The vast majority of funds in market are seeking commitments 
of $200.0 million or less 1. 

 Dry powder was estimated at $177.2 billion at the end of 2Q 2017, which was down from 
1Q 2017’s total of $178.5 billion. This was 48.9% higher than the five year average 1. 

Activity 
 During the second quarter, 1,152 venture backed transactions totaling $18.4 billion were 

completed, up on a capital basis from 1Q 2017’s total of $14.4 billion across 1,206 deals. 
This was 44.9% higher than the five year average of $12.7 billion 7.
– Globally, the number of unicorns, or companies with valuations of $1.0 billion or more, 

increased from 14 in 1Q 2017 to 16 in 2Q 2017. This marked the highest number 
observed since 3Q 2015 14. 

 Median pre-money valuations increased across all transaction stages. Series D+ 
transactions exhibited the largest increase (150.0%). Series, A, B, and Series C 
transactions were up 57.2%, 33.8%, and 13.1%, respectively 9.

 Total U.S. venture backed exit activity totaled $10.5 billion across 156 completed 
transactions in 2Q 2017, down on a capital basis from $14.6 billion in 1Q 2017 8.
– There were 18 venture-backed initial public offerings during the quarter, which was up 

from seven in 1Q 2017. However, on a capital basis, IPOs raised just $1.8 billion, down 
56.0% quarter-over-quarter  16. 

– The number of M&A transactions totaled 142 deals in 2Q 2017, representing a 
decrease of 12.9% quarter-over-quarter 16. 

Opportunity
 Early stage continues to be attractive, although we are monitoring valuation increases
 Smaller end of growth equity
 Technology sector

U.S. Venture Capital Investments by Quarter ($B)

Venture Capital Fundraising

Source: PwC/CB Insights Report

Source: Preqin
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Leveraged Loans
Fundraising
 New CLO issuance totaled $48.1 billion during the quarter, up compared to 1Q 2017’s total of 

$15.9 billion 2.
 High-yield debt issuance totaled $62.2 billion in 2Q 2017, down from $82.7 billion in 1Q 2017 2.
 Mutual fund net inflows stood at $11.4 billion through the end of 2Q 2017, compared to net 

outflows of $11.4 billion as of 1Q 2017 2.

Activity 
 Leverage for all LBO transactions ended the quarter at 5.9x, compared to 5.6x at 1Q 2017 and 

continues to be comprised almost entirely of senior debt. The average leverage level for large 
cap LBOs was 5.9x during the quarter, up from 5.7x in 1Q 2017 3.

 New leveraged loan issuances in 2Q totaled $166.0 billion, down from the prior quarter’s total of 
$202.0 billion. 1H 2017 leverage loan issuances represent 77.1% of 2016’s full year total 2.

 59.8% of new leveraged loans were used to support M&A and growth activity during the first half 
of the year, up from 51.7% through 1Q 2017. This was above the prior five year average of 
50.2% 3.

 European leveraged loan issuance decreased by 11.0% quarter-over-quarter to €18.0 billion 3.
– This was above the five year and ten year average levels of €11.7 billion and €10.9 billion, 

respectively.
 Leveraged loan spreads for B rated issues narrowed quarter-over-quarter, ending 2Q 2017 at 

L+409 bps compared to L+428 bps at 1Q 2017. BB- index spreads decreased to L+260 bps from 
L+270 bps during the quarter 2.

Opportunity
 Funds with the ability to source deals directly and the capacity to scale for large transactions
 Funds with an extensive track record and experience through prior credit cycles

Mezzanine
Fundraising
 10 funds closed on $2.3 billion during the quarter, down from 1Q 2017’s total of $3.0 billion raised 

by 11 funds and the five year quarterly average of $4.7 billion 1.
 Estimated dry powder was $50.0 billion at the end of 2Q 2017, down from $51.6 billion in 1Q 

2017 1.
 Fundraising activity remains robust with an estimated 66 funds in market targeting $14.3 billion of 

commitments 1. 
Opportunity
 Funds with the capacity to scale for large sponsored deals

Sources from top to bottom: S&P, UBS, & S&P
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Distressed Private Markets

Fundraising
 During the quarter, $9.6 billion was raised by nine funds compared to $9.8 billion 

raised by nine funds in 1Q 2017 1.
– This was flat compared to the five year quarterly average.
– Cerberus Institutional Partners VI was the largest partnership raised during 

the quarter, closing on $4.0 billion.
 Dry powder was estimated at $103.1 billion at the end 2Q 2017, which was up 

5.4% from 1Q 2017, but down 8.1% from 2015’s record year end level. This 
remained above the five year quarterly average level of $88.5 billion.

 Roughly 101 funds were in the market at the end of 2Q 2017, seeking an 
aggregate $76.9 billion in capital commitments 1.
– Distressed debt managers were targeting the most capital, seeking an 

aggregate $44.1 billion.
– 3G Special Situations Fund V was the largest fund in market with a target 

fund size of $10.0 billion.

Activity
 Distressed debt and bankruptcy restructuring activity totaled $105.9 billion during 

the first half of 2017, up 28.0% from 1H 2016 5. 
– U.S. activity accounted for $55.7 billion in 1H 2017 and was up 123.2% 

from the same period last year 5. 

 The LTM U.S. high-yield default rate was 2.2% as of June 2017, which was 
down from March 2017’s LTM rate of 3.9% 6. 

 Credit spreads are now modestly expensive, and yields are also low. Expect 
continued volatility caused by oil and equity market gyrations. The impact of 
rising interest rates is becoming more and more pertinent, and further positive 
returns driven by valuations will be limited 4.

 Increasing purchase prices and elevated levels of leverage may result in an 
increase in distressed opportunities looking out over the next two to three years, 
or sooner if there is a stall in the economy.

Opportunity
 Funds capable of performing operational turnarounds
 Funds with the flexibility to invest globally

Source: UBS & Fitch Ratings

Source: Thomson Reuters
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Secondaries

Fundraising
 10 funds raised $4.2 billion during the second quarter, down from $19.4 billion 

by nine funds in 1Q 2017 1. 
– 1H 2017’s total capital raised represents 80.5% of 2016’s full year total.
– Hamilton Lane Secondary Fund IV was the largest fund raised during the 

quarter, closing on $1.9 billion 1.
 At the beginning of 2017, dry powder was estimated at a record $71.0 billion, 

which was 22.4% above 3Q 2016’s prior record level 2. The top 15 secondary 
buyers are estimated to command more than 75.0% of the market’s capital 
reserves. A further inflow of dry powder can be expected given that nine of 
the top 20 purchasers are currently fundraising 2.

 At the end of 2Q 2017, there were an estimated 45 secondary and direct 
secondary funds in market, targeting approximately $26.8 billion. Goldman 
Sach’s Vintage Fund VII was the largest fund in the market targeting $5.0 
billion 1.

Activity 
 More than 900 potential buyers and 750 potential sellers of secondary 

interests have been identified 1. 
– Secondary funds were the most active buyers in 1H 2017, accounting for 

78.6% of total purchases 13.
– Fund of funds managers and public pension funds represent the largest 

proportion of potential sellers at 13.0% and 12.0%, respectively.
 In 1H 2017, private equity transaction volume totaled $24.3 billion, 

representing an increase of 58.8% from the level observed during 1H 2016. 
71.6% of deal volume was traditional LP positions and the remainder were 
secondary direct transactions 13.
– Leveraged buyout funds continued to be the most purchased private 

equity funds during 1H 2017, representing 79.0% on a capital basis13. 
– The secondary market for infrastructure interests has shown growth 2.

 The average discount rate for all private equity sectors declined 0.2% quarter-
over-quarter to 8.1%. The average buyout pricing discount decreased 0.1% 
during the year, ending the quarter at 5.8% 2.

 Pricing is expected to remain attractive given the strong competitive market 
dynamics and the widening supply/demand imbalance driven by the 
continued growth of dry powder 2.

Opportunity
 Funds that are able to execute complex and structured transactions
 Niche strategies

Source: UBS

Source: Preqin
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Infrastructure
Fundraising 
 $5.3 billion of capital was raised by 11 funds in 2Q 2017 compared to $30.7 billion of capital 

closed on by 18 partnerships in 1Q 2017 1. 
– Funds raised during 1H 2017 averaged 106.9% of their target size, which was up from 

the five year average level of 95.8% 1.
– iCON Infrastructure Partners IV was the largest fund raised during the quarter, closing on 

€1.2 billion 1.
 As of the end of 2Q 2017, there were an estimated 171 funds in the market seeking roughly 

$149.0 billion, up from $102.3 billion sought by 168 managers a quarter ago 1. 
– Funds focused on infrastructure assets in North America were targeting an estimated 

$75.1 billion in capital, followed by Europe focused funds, which were targeting 
approximately $39.8 billion 1. 

– Blackstone Infrastructure was the largest fund in the market as of the end of 2Q 2017, 
targeting $40.0 billion of commitments. If successfully raised, this would be considerably 
higher than the record $15.8 billion mark set by Global Infrastructure Partners III in 1Q 
2017.

 At the end of the quarter, dry powder stood at $150.2 billion, up from 1Q 2017’s record total 
of $147.0 billion 1. 
– Funds with commitments of $2.0 billion or more hold an estimated 47.4% of the dry 

powder.
– 44.3% of the dry powder was targeted for North America, compared to 33.1% for Europe 

and 22.6% for Asia and the rest of the world 1. 
 Concerns surrounding the relative availability and pricing of assets remain. Fundraising 

continues to be very competitive given the number of funds and aggregate target level of 
funds in market. Investor appetite for the asset class persists despite the record levels of dry 
powder and increased investment activity from strategic and corporate buyers as well as 
institutional investors. 

Activity 
 Infrastructure managers completed 256 deals with an estimated aggregate deal value of 

$104.0 billion in 2Q 2017 compared to 372 deals totaling $216.9 billion a quarter ago. The 
average deal value during the quarter was $406.3 million, down compared to 1Q 2017’s 
average of $583.1 million, but above the prior five year average of $374.2 million 1.
– Europe accounted for 51.2% of the deals in 2Q 2017, while 28.9% and 9.4% of deals 

were transacted in North America and Asia, respectively 1.
– Energy was the dominant industry during the quarter with 78.5% of transactions, 

followed by the transportation sector, which accounted for 10.5% of the quarter’s deals 1.
Opportunity
 Greenfield infrastructure is less competitive and offers a premium for managers willing to 

take on construction risk

Global Infrastructure Fundraising

Source: Preqin

Number of Deals Completed

Source: Preqin
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Natural Resources

Source: Preqin

Fundraising
 During 2Q 2017, eight funds closed on $4.9 billion compared to three funds 

totaling $0.8 billion in 1Q 2017 1.
– Energy & Minerals Group Fund IV and Denham Oil and Gas Fund 

accounted for 69.0% of the capital raised during the quarter, closing on $2.4 
billion and $1.0 billion, respectively.

 At the end of 2Q 2017, there were roughly 96 funds in the market targeting an 
estimated $47.6 billion in capital, compared to 102 funds seeking an estimated 
$54.2 billion in 1Q 2017 1.
– Six managers accounted for 49.6% of the total capital being raised.
– EnCap Energy Capital Fund XI was seeking the most capital with a target 

fund size of $6.5 billion.
 Dry powder was estimated at $74.0 billion at the end of 2Q 2017, which was up 

2.4% from 1Q 2017’s level, but remains below the record level of $77.4 billion 
observed in 3Q 2016 1.

Activity 
 Energy and utilities industry managers completed approximately 70 deals 

totaling an estimated $12.6 billion through 1H 2017, which represents 59.8% of 
2016’s full year capital deployment 1.

 Crude oil prices decreased during the quarter.
– WTI crude oil prices decreased 8.4% during the quarter to $45.18/bbl 11.
– Brent crude oil prices ended the quarter at $46.37/bbl, down 10.1% from 1Q 

2017 11.
 Natural gas prices (Henry Hub) increased by 3.5% during the second quarter, 

ending at $2.98 per MMBtu 11.
 A total of 940 crude oil and natural gas rotary rigs were in operation in the U.S. 

at the end of 1Q 2017, up 14.1% from the prior quarter 15. 
– Crude oil rigs represented 80.4% of the total rigs in operation. 48.9% of the 

756 active oil rigs were in the Permian basin.
– 24.5% and 21.7% of natural gas rigs at the end of 2Q 2017 were operating 

in the Marcellus and Haynesville basins, respectively.
 The price of iron ore (Tianjin Port) ended the quarter at $57.86 per dry metric 

ton, down 33.6% quarter-over-quarter 12. 
Opportunity
 Acquire and exploit existing oil and gas strategies preferred over early stage 

exploration in core U.S. and Canadian basins
 Select midstream opportunities

Natural Resources Fundraising

Source: Preqin

Energy & Utilities Deal Activity
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Appendix B:

Real Estate Market Update
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U.S. Real Estate Market Update – Q2 2017 
The commercial real estate cycle is very mature and nearing the top of its expansionary phase. Highlights from the quarter included:
 Return momentum continued to wane. 

– The NFI-ODCE returned 1.7% (gross of fees) this quarter, roughly in line with 1Q2017 but 43 bps lower YOY, and 164 bps 
lower than 2Q2015. Income was the main driver of returns, registering 1.08% versus appreciation at 0.6%. The trailing one-
year return of 7.87% for this Core index remained in-line with the sector’s long-run average range of 7-9%. Continued 
moderation of returns is expected.  

– Returns in non Core legacy funds continued to perform generally in line with expectations as completed strategies still find 
eager buyers in the Core investment segment. That said, sales activity is slowing, thus exit risk continued to rise for this 
segment. 

– U.S. REITs gained 1.5% during the quarter (FTSE NAREIT Equity REIT Index) after a strong June, up 2.2% . While REIT 
returns were positive (+2.7%) in the first half of 2017, the sector underperformed the broader market as the S&P 500 returned 
9.3% during the same time period. REIT returns continued their broad divergence at the sector level as property types with 
stronger fundamentals (industrial & data centers) outperformed those with weaker fundamentals (retail). U.S. REITs are 
trading towards the middle of their five-year historical range relative to their underlying property net asset value. Heightened
volatility is expected to continue. 

 Fundamentals healthy but moderating: Vacancy held fairly steady across core property types in second quarter, driven by no 
significant changes in new supply and demand trends. Industrial continued to outperform on a relative basis across the core 
property types; with Apartments underperforming. Rent growth, while still healthy in all core property types except Apartments, 
continued to demonstrate a waning in momentum; with more downside risk than upside potential medium term.

 Investors hunt for yield: Transaction volume in second quarter continued to demonstrate an elevated level of pricing uncertainty 
as a disconnect between buyers’ and sellers’ expectations remained present. That said, investors still paid handsomely for well 
located properties in primary markets; helping to keep cap rates sticky and low. Search for yield continued to be a key driver of 
sales activity across all property types. 

 Portfolio structure important.  Overall, real estate fundamentals and pricing remain at a mature point in the cycle. Given that, it is 
important to ensure that risk mitigation strategies are incorporated into the portfolio’s structure. Preferred equity and debt 
structures are important investment considerations that can help mitigate medium term cyclical risks. 

The following charts provide an update on select current market stats:

Sources: Aon Hewitt, CBRE EA, RCA, NCREIF, Moody’s
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Current Market Factors
NFI-ODCE (NET) 4-QTR ROLLING RETURNS WITH COMPONENTS
AS OF 6/30/2017 (SOURCE: NCREIF AON HEWITT ) 

DRY POWDER BY REGION
AS OF 6/30/2017 (SOURCE: PREQIN, AON HEWITT)

 Sector returns continue to moderate from recent peak rebound rates; and 
currently stand squarely in the long run range for the asset class.

 Income is now, and will continue to be, the larger driver of the sector’s total 
return.  Cap rates remain sticky , however; and while at or near recent 
lows, there is little expectation of going lower. 

 Continued moderation of returns is expected at this mature point in the real 
estate cycle as growth in appreciation is limited medium term.

 A disconnect between buyers’ and sellers’ expectations has been evident 
in sales trends since volume peaked in 4Q2015. 

 The more typical relationship between deal volume and pricing has not 
moved in unison for almost two years now. While the reason varies by 
property type, in most cases volume has moved lower while prices have 
moved higher.

 YOY transaction volume for the first half of the 2017 fell in every property 
type except Industrial and Suburban Office. Declines in Apartments (-17%) 
and Retail (-16%) led YTD. 

 Private real estate dry powder now totals $246bn, slightly surpassing its 
previous peak of $237bn in 2016 and far exceeding the peak of the last 
recession. 

 The majority of the sector’s dry powder sits in opportunistic and value add 
funds, accounting for 41% and 24% of the total respectively.

 Overall, capital flows into U.S. commercial real estate have not been 
disrupted by on-going global events as investors continue to favor the U.S. 
at this point in cycle due to the maturity and liquidity of U.S. primary 
markets. 

MARKET MOMENTUM BY PROPERTY TYPE
AS OF 6/30/2017 (SOURCE: RCA)
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U.S. Real Estate Market Outlook
A mature real estate cycle, at a time when the economic outlook is also expected to moderate, presents additional challenges 
that create the need for closer monitoring and  increased attention to new capital deployment. 
Factors to consider in 2017 and beyond include:

– The U.S. real estate cycle is very mature; and thus presents more downside risk than upside potential medium term

• Portfolio construction is critical at this point in the cycle. Appropriate risk mitigation measures should be a staple in all 
investment portfolios today

• New investments will likely be required to ride out a cyclical downturn

– Core recovery is fully valued or more. Returns are expected to continue to moderate 

• Returns will be driven by income generation. Important to focus on underwriting assumptions, especially rent growth 
expectations and exit cap rates, as well as new supply impacts and levels of non core activity 

– Non-Core investing is past its cyclical sweet spot
• Tactical opportunities still exist, though return expectations are lower today than the past few years
• Preferred equity and debt structures are important to incorporate now to help mitigate medium term cyclical risks
• Focus on use of leverage and managers’ proven ability to execute on expected strategy in down markets

– Fundamentals to more broadly moderate; increased downside volatility in pricing will likely follow 
• Demand is expected to slow across most property types, albeit still modestly in 2017; while new supply is expected to 

rise slightly
• Prepare portfolio for downward pressure on rent growth and eventually pricing

– Heightened economic and political uncertainty adds to investment risk
• Increases risk to real estate investors due to potential changes in interest rates, trade agreements, demand patterns, 

and the like. Uncertainty creates the potential for higher volatility  
• While current solid sector fundamentals and robust capital flows into the US will help offset some of these risks, real 

estate will not be immune to global events 
• Important to prepare portfolios for downside volatility 

Sources: Aon Hewitt, CBRE EA, RCA, NCREIF, Moody’s
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Notes

1. Preqin
2. UBS
3. Standard & Poor’s
4. Aon Hewitt Investment Consulting
5. Thomson Reuters
6. Fitch Ratings
7. PriceWaterhouseCoopers/National Venture Capital Association MoneyTree Report
8. PitchBook/National Venture Capital Association Venture Monitor
9. Cooley Venture Financing Report
10. Federal Reserve
11. U.S. Energy Information Administration
12. Bloomberg
13. Setter Capital Volume Report: Secondary Market FY 2016
14. KPMG and CB Insights
15. Baker Hughes
16. Dow Jones Venture Capital Report

Notes:
FY: Fiscal year ended 12/31
YTD: Year to date
YE: Year end
LTM: Last twelve months (aka trailing twelve months or TTM)
PPM: Purchase Price Multiples: Total Purchase Price / EBITDA
/bbl: Price per barrel
MMBtu: Price per million British thermal units
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Legal Disclosures and Disclaimers
Investment advice and consulting services provided by Aon Hewitt Investment Consulting, Inc. (“AHIC”). The information contained herein is given 
as of the date hereof and does not purport to give information as of any other date. The delivery at any time shall not, under any circumstances, 
create any implication that there has been a change in the information set forth herein since the date hereof or any obligation to update or provide 
amendments hereto. 

This document is not intended to provide, and shall not be relied upon for, accounting, legal or tax advice or investment recommendations. Any 
accounting, legal, or taxation position described in this presentation is a general statement and shall only be used as a guide. It does not constitute 
accounting, legal, and tax advice and is based on AHIC’s understanding of current laws and interpretation. 

This document is intended for general information purposes only and should not be construed as advice or opinions on any specific facts or 
circumstances. The comments in this summary are based upon AHIC’s preliminary analysis of publicly available information. The content of this 
document is made available on an “as is” basis, without warranty of any kind. AHIC disclaims any legal liability to any person or organization for 
loss or damage caused by or resulting from any reliance placed on that content. AHIC. reserves all rights to the content of this document. No part of 
this document may be reproduced, stored, or transmitted by any means without the express written consent of AHIC. 

The opinions referenced are as of the date of publication and are subject to change due to changes in the market or economic conditions and may 
not necessarily come to pass. Information contained herein is for informational purposes only and should not be considered investment advice.

Aon Hewitt Investment Consulting, Inc. is a federally registered investment advisor with the U.S. Securities and Exchange Commission. AHIC is 
also registered with the Commodity Futures Trade Commission as a commodity pool operator and a commodity trading advisor, and is a member 
of the National Futures Association. The AHIC ADV Form Part 2A disclosure statement is available upon written request to:

Aon Hewitt Investment Consulting, Inc.
200 E. Randolph Street
Suite 1500
Chicago, IL 60601
ATTN: AHIC Compliance Officer

© Aon plc 2017. All rights reserved.
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