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Carried Interest: The big picture

▪ Carry is subject to a lot of debate

▪ Perhaps oddly, we lack an estimate of the total amount

o E.g. debate on whether Carry should be taxed at, say, 20% versus 45%, but we do not know 

the dollar amount this difference in rates would make

▪ We do not know the cross-sectional distribution

o Do most funds earn it? Depends on strategy or geography?

o Skewness is key because it determines the overall effective rate paid by investors

▪ What is the relationship between performance and Carry?

o Are we in a Berk-Green-vanBisbergen type world in which Carry depends on fund size rather 

than return per dollar invested? Is it primarily related to a firm NPV?  
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Important caveat

▪ We do not know how much fees are paid by investors (so far)

▪ Investors have not tracked Carry until recently. Those who do now, usually report 

only Carry paid in a given year rather than total Carry (accrued and paid), and do 

not report Carry since inception 

▪ A first question is: Can we obtain a reasonable estimate of total Carry with 

publicly available data?
o I propose a methodology, but by definition it is difficult to validate (since we do not know the truth)

o Only Apollo seems to report since inception Carry for its funds, and there we have a close match

o Method is intuitive and makes apparently relatively mild assumptions

o It is however only feasible to obtain a total Carry estimate, and not the amount actually paid so far. The latter 

would require detailed deal level information and detailed information on the waterfall (e.g. European versus 

American). Hence estimates that are calculated are the amount due and paid as of today, or what would be 

earned if all funds were liquidated today (at NAV).  
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Key terms by fund strategies
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Key terms by fund strategies
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• Largest dataset on key terms (1712 funds)

• Carry rate is uncorrelated with fund size except for 

Growth and Early Stage – it is negatively correlated 

with size for FoFs and private debt

• Key terms are nearly always the same within a certain 

strategy. 

• Only FoFs (including secondaries) deviate from 20% 

carry rate

• Hurdle rate is 8% across all strategies (except early 

stage) even though risk profiles differ

• Catch up rate differs across strategies and all within 

strategies



Methodology – key assumptions

▪ Net Asset Value (NAV) is net of Carry. 

o On the one hand, NAV is the sum of all estimated market values of all the investments in the portfolio, and, as such, NAV should be gross of Carry and transaction costs. 

o On the other hand, Jenkinson et al. (2020) show that NAVs are lower than the sum of subsequent cash flows, and thus lower to the sum of future distributions net of all fees and 

transaction costs. In addition, and most importantly, the academic literature on fund performance evaluation treats NAV as a final residual payment to investors, and thus treats 

NAV as a net of carry and transaction cost figure. Every investor reporting their performance in private capital also treats NAV as a net of fees figure. 

▪ Funds without fee information are assigned the average terms of funds in the same strategy.

▪ Trigger rate for Carry payment is against the net IRR in the fund currency. In practice, the hurdle is not always based on the fund net IRR, but we would expect it to be near IRR.

▪ Funds with a net IRR below their HR are assumed to have no Carry. This is a conservative assumption. In addition, the hurdle should be compared to IRR gross of Carry (but net of other 

fees), and we use the net IRR, which also slightly underestimate Carry.

▪ Duration computation assumes no intermediary cash flows. As there are intermediary cash flows, the effective duration of a fund should be lower than the one we compute, hence the HA 

should be lower and the Total Carry should be higher than the one we compute. Duration hardly affects the computations though.

▪ We do not make any inflation adjustments.

▪ We assume that net multiple is the same in USD as it is in the fund currency. We thus implicitly assume that currency fluctuations cancelled one another out over the life of the fund.

▪ We abstract from the effect of recycling provisions, margin lending and other distorting techniques on TVPI, as we assume that PI is the total amount invested by the fund.
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Largest 

Carry 

Earners

7



Largest 

Carry 

Earners
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• Dispersion of performance is often 

presented as a fact. The largest 

Carry earners have very similar 

TVPI and IRR at 1.6x and 12% resp.

• Hence largest firms have similar 

headline performance figures. Only 

partial exceptions are firms that 

specialize in Tech (and thus did 

better over last 10-15 years) 

• Correlation between total Carry 

earned and performance is slightly 

negative among large firms



About 85% of buyout and FoFs funds are in the money, for venture it is about 60-70%, and 

for real assets about 50%

Interpretion? Does it mean it’s easier to earn carry for BOs thus incentives are less steep? 

Carry/invested is an interesting statistic: it is highest for early stage due to no hurdle rate and 

more dispersion in performance 



Ben-David, Birru, and Rossi (2020)

▪ Conduct a similar analysis for the U.S. hedge fund industry.

▪ They find that the effective incentive fee rate (equivalent to the Carry) is around 50%. The 

main reason is that hedge funds doing well in a given year charge a fee on that profit, but if 

they lose money afterwards and never go back to their so-called high watermark, investors do 

not get back the performance-fee they paid. 

▪ Something similar could happen in PE but with a different mechanism
o Example. Investors give 25 to funds that lose all the money and 75 to funds that double the money. Thus, 100 is invested in total

o Total carry paid is 20%*75=15, and the total capital returned is 135 (abstracting from other fees). 

o In this case, Carry represents 15/35= 43% of the net gains.

▪ Hence, it is an empirical question, one on fund performance distribution, to know what 

fraction of the profits PE investors pay in Carry. For LBOs it is close to 20 but that’s because 

funds perform similarly and nearly all are in the money. More dispersion (e.g. early stage 

VC) means more Carry distributed relative to profits, on aggregate
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Private Equity Billionaires

Source: Forbes website as of April 2024; own calculations. 11

NUMBER OF 

OBSERVATIONS

TOTAL 

WEALTH

PE professionals with more than $4bn 31 263

PE professionals between $1bn and $4bn 57 134

PE professionals no longer active 5 15

Total 93 412
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