
Finding an exit solution that meets investor expectations poses 
one of the greater challenges to private equity in Asia-Pacific. 
While windows of opportunity have returned in recent years  
– with exit figures for IPOs and trade sales following a steady 
upward trajectory – a variety of private assets remain stranded  
in the region. In particular, many portfolio companies reside 
within private equity funds in which general partners (GPs) have 
passed their designated timeframe for investing – the “investment 
period” – and limited partners (LPs) are expecting to see cash 
back during the “harvest period.”

Luckily, sizeable cohorts of sophisticated alternative investment 
managers, led by secondary private equity franchises, have raised 
large, flexible pools of capital to ease the liquidity needs of both 
GPs and LPs. The solutions can range from simple purchases of 
fund interests for those LPs seeking liquidity, this being the more 
“traditional” secondary market solution, to more sophisticated 
GP led transactions where secondary investors look to recapitalize 
existing fund portfolios, allowing the GP to extend the fund’s life 
while also facilitating liquidity options for current fund LPs. The 
latter is a more contemporary use of secondary capital and often 
is called a “fund recapitalization.”

The secondary market frequently has been associated with trading 
troubled investments. However, the solution-set today is far 
more expansive than just focusing on under-performing assets or 
distressed sellers. Indeed, as attitudes shift, market participants 
are finding quality investments, as the secondary market can 
provide win-win exit alternatives for both GPs and LPs.

Today, as the primary market for private equity continues to  
boom and secondaries is an entrenched part of the private equity 
landscape, dedicated secondary fund formation has experienced 
rapid expansion. Adding wind to their sails, the performance of 
dedicated secondary private equity funds has helped demonstrate 
the value in the strategy – almost 90 percent of secondary 

funds have generated positive returns since 2008, according to 
figures from Coller Capital, one of the pioneering franchises in 
the secondary market.  In addition, global secondary transaction 
volume reached approximately US$27bn in 2013. Expected figures 
for 2014 imply some US$40bn or more in transactions likely 
occurred due to a peak in the market as sellers realize the highest 
valuations since the global financial crisis. Even as the market 
becomes more sophisticated, secondary transactions account  
for less than 5% of overall private equity activity globally.
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Secondary market transaction volumes (US$bn)

  Transaction values  Projected year-end total 

 Predicted values/market expectations (based on Setter Capital research survey of market participants)

Source: UBS and publicly available data. Estimated secondary transaction volume based  
on Neuberger Berman estimates.

In 2013, global secondary transaction volume 
reached approximately US$27bn, with expectations  
of US$40bn for 2014.
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Many secondary investors have become more 
comfortable in Asia-Pacific with minority positions 
held in a fund format; however, confidence with a 
GP’s ongoing stewardship of the investment vehicle 
is still a critical part of any underwriting process.

Private Equity in Asia-Pacific: What’s different?
The primary market for Asia-Pacific private equity has been 
shaped by the enthusiasm with which GPs and LPs seek  
to capitalize on the region’s rapid urbanization and positive 
demographics. The region’s diversity – featuring high-growth 
emerging markets and more mature economies – offers  
a wealth of investing opportunities. This diversity and the 
inherent investment risks associated with emerging markets 
warrants a cautious approach, often complemented by boots  
on the ground and local perspective by any party looking  
to deploy meaningful capital in the region. 

As opposed to Western markets, where control acquisitions  
and mega buyouts dominate the investment landscape,  
private equity in Asia-Pacific has been defined by more  
modest transactions.  Purchasing a minority stake in a business 
is sometimes the only access available to enter new sectors  
or markets. While this has not curbed ambitions – fundraising  
for Asia-Pacific funds reached US$46bn in 2014, according to 
a Wall Street Journal report – it has added a layer of complexity 
to deals, particularly when planning an exit strategy. 

Minority and Non-control Stakes: Impact on secondary solutions
Secondary market transactions are a common-place liquidity 
solution for GPs and LPs in North America and Europe – 
the last fifteen years has seen tremendous growth across 
all material metrics (e.g. market size, number of dedicated 
secondary funds, transaction volume). However, the market  
has been slower to develop in Asia-Pacific. This is partly  
due to private equity as an institutional asset class having  
been adopted later in Asia-Pacific than in other western 
markets, resulting in fewer GPs, funds or LPs created through 
the primary market. However, the nature of the region’s 
primary private equity market, and in particular, a focus on 
minority or non-control investments, has hindered secondary 
market activity. 

The preponderance of Asia-Pacific private equity funds formed 
between 2006 and 2009 explicitly focused on minority or non-
control growth investments. Conversely, the Western market has 
disproportionately focused on control-oriented buyout strategies. 
As investments reach well beyond anticipated holding periods, 
GPs would like, and are incentivized to realize, exits from these 
assets. The challenge in Asia-Pacific has been finding buyers 
willing to assume non-control interests that carry additional 
layers of risk given the buying parties themselves, and often  
the managers they are backing, cannot affect a future exit.  
This impediment throws off the natural cycle of private equity 
funds which are structured to buy and sell companies through  
a seven to ten year period. This frustrates GPs and LPs alike  
as value is trapped in vehicles much longer than anticipated.

The secondary market is a perfect anecdote for this conundrum 
given the solutions address the various problems experienced  

by all impacted stakeholders. Many secondary investors have 
become more comfortable in Asia-Pacific with minority positions 
held in a fund format, however, confidence with a GP’s ongoing 
stewardship of the investment vehicle is still a critical part of 
any underwriting process. This is true in both the traditional LP 
interest market as well as the recapitalization market. So while 
the Asian market is relatively underdeveloped compared to the 
North America and Europe, it is growing and gaining attention.  

Time will inevitably help secondary investors further penetrate the 
Asian market as underling assets will mature and potentially de-risk 
transactions as exit visibility increases. Equally as important will be 
further entrenchment of secondary platforms in the local markets.  
They will better come to know the assets and fund managers and 
can make more informed decisions regarding with whom they wish 
to partner with via a secondary transaction.

Opportunities for LPs
For LPs, secondary transactions clearly offer an exit route with 
the ability to sell their fund positions at reasonable discounts  
– at least in today’s market. On average, the discount to net 
asset value in LP sales hovered around 7% as of last year, 
according to a Wall Street Journal report. As part of an ongoing 
trend, the region’s private equity portfolios may be reaching 
a level of maturity and operational quality to attract a steady 
stream of secondary capital. Likewise, greater familiarity with 
regions, managers, and assets will further accelerate this 
secondary interest.

The universe of LP sellers globally has widened in recent years, 
growing to include pension funds, foundations, endowments, 
insurance companies, financial institutions, sovereign wealth 
funds, and family offices. The rationale behind these selloffs  
often involves, but is not limited to, the following:
• Actively rebalancing a private equity portfolio
• Taking advantage of peak markets and higher valuations
• Divesting assets due to changes in regulation
• Meeting liquidity requirements
• Exiting poorly performing funds or managers

These characteristics are no different for Asian LPs and will 
become more relevant for more investors as the overall primary 
market grows. Whatever the reason, the secondary market 
provides the best mechanism for primary investors to adjust  
their exposure to private equity fund investments.
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Secondaries interview section

The secondary market in Asia-Pacific continues to evolve, 
providing new ways for private equity firms to buy and sell 
interests. Houlihan Lokey’s Jeff Hammer, Paul Sanabria, 
and Jeffrey Wilson elaborate on the development of and 
opportunities in secondaries. 

What are the characteristics of the private equity secondary market 
and its participants globally and in Asia-Pacific?
The traditional secondary market – buying and selling LP interests— 
has dramatically matured over the last fifteen years in North America 
and Western Europe. Secondary investors, led by dedicated secondary 
funds, have become the primary liquidity solution for LPs wishing  
an early exit from fixed-life private equity funds.  

The Asian secondary market is not as mature given the later 
adoption of private equity as an asset class and its maturity has 
been slowed by the prevalence of non-control, minority investing  
so endemic in most Asian private equity funds. In addition, Asian 
LPs have not been able to enjoy as much access to liquidity  
as secondary investors are not as familiar with the local markets 
and have had to slowly determine which GPs they wish to back 
through secondary transactions.

What is the long-term view of Asia-Pacific’s secondaries market?
It is inevitable that this form of capital and liquidity solution 
will become more a part of the private equity and institutional 
investor landscape throughout Asia-Pacific. The benefits are too 
significant for all participants, including the fund GPs and LPs 
alike. Liquidity is imperative to any healthy market and secondaries 
provide an alternative to normal course exits. Growth will come from 
secondary investor’s increasing familiarity with local markets and 
is being accelerated with sophisticated platforms starting to deploy 
resources on the ground in Asia-Pacific.
  
There is a movement in Western markets for GP led transactions 
where secondary investors look to recapitalize existing fund portfolios, 
allowing the GP to extend the fund’s life while also facilitating 
liquidity options for current fund LPs. This is a more contemporary 
use of secondary capital and often is called a “fund recapitalization.” 
This solution may be a catalyst for accelerating the secondary market 
in Asia-Pacific as it allows GPs to stimulate exits and provide LPs 
liquidity away from single portfolio company exists.

Generally speaking, what are the unique advantages of secondaries?
From a secondary investor’s perspective, there are many 
advantages including typically accessing investments at discounts 
to net asset value (NAV); underwriting existing underlying 
investments versus fund managers; and deploying capital 
faster given assets are acquired on day one versus the j-curve 

Jeffrey Wilson Paul Sanabria Jeffrey Hammer 

experience when making primary commitments. LPs are afforded 
an early liquidity option and do not have to wait for a fund to 
go through its typical investment and harvest cycle, which often 
plays out over a ten-year period

What challenges do buyers typically face when purchasing secondaries?
Knowing the underlying investments or having an ability to 
re-underwrite the investments as well as the GP are critical 
to successfully purchasing secondaries. This is why the North 
American and European secondary markets have expanded as 
the primary markets in these regions have sufficient history given 
GPs and funds are often known commodities over multiple cycles. 
Integrity of a fund’s NAV also is critical as LP expectations on 
pricing are influenced by the inevitable discount to NAV offered  
by the buyers.  

What are the challenges for sellers?
The most important challenge for sellers is determining if there  
is a market interested in what they wish to sell. Given the nascent 
nature of secondaries in Asia-Pacific often there is insufficient 
capital to provide a liquidity solution – or if there is an offer 
the pricing may not be interesting to the seller. As the markets 
mature, natural efficiencies will exist and inure to the benefit  
of the sellers.

What is the benefit/attraction of a secondary PE fund for institutional 
investors and how can a private equity portfolio benefit from adding 
secondary exposure?
Many western institutional investors augment their primary  
fund investing with select use of secondary investing. It typically 
comes in one of two forms. First, making a commitment to one 
or more dedicated secondary funds. These vehicles themselves 
are in a private equity format and have a fixed life. Often the 
rationale for investing is secondary funds is these vehicles 
deploy capital much faster than primary funds so investors will 
use secondaries as a portfolio management tool – specifically, 
accelerating exposure to the asset class.   The secondary strategy 
also is counter-cyclical which often provides access to good 
investments during market downturns.

Some large, sophisticated institutional investors have begun 
purchasing individual LP interests directly from other LPs.  
This typically stems from their familiarity with the GP or fund 
assets and their desire to increase exposure to an investment  
they know. Regardless of how investors access the secondary 
market, portfolio diversification is often used as a catalyst for 
including secondaries in a portfolio.

Houlihan Lokey is an international investment bank and a leading 
advisor to both GPs and LPs on secondary transactions.
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Opportunities for secondary investor
Often, secondary investors are painted with a simple brush. 
Their motivations are believed to be singular – acquire assets 
at a discount. However several other motivation drive investor 
behavior, including:
• Investing in known assets, managers, or strategies
• Reducing blind pool risk
• Shortening J-curve effect

Given these advantages, as well as the types of returns generated, 
secondary fund formation has grown exponentially for dedicated 
secondary funds. A recent report from Preqin suggests the average 
size of secondary funds closed in 2014 was US$1.6bn, more than 
double the average fund size of US$729m in 2013. Fundraising 
continues with force, with 27 private equity secondary vehicles 
currently looking to raise an aggregate US$24bn. Furthermore,  
a number of the larger platforms are realizing the growing opportunity 
in Asia-Pacific and have begun to set up a local presence.

Secondaries in Asia-Pacific: Now and in the future
The secondary market in Asia-Pacific is still very much  
at a nascent stage in its development relative to the North  
American and European markets. However, interest continues  
to grow, and already a number of secondary funds have started 
completing meaningful deals across the region. 

For instance, in 2014 Hong Kong-based NewQuest Capital 
Partners raised US$316m for its second fund directed at 
secondary deals. The firm’s maiden venture was a US$400m 
fund, raised with backing from the dedicated secondary fund 
community, including Axiom Asia, HarbourVest Partners,  
LGT Capital, and Paul Capital. 

The greatest opportunities in secondaries for NewQuest and 
similar funds may lie in China and India.  Closure of China’s 
A-share IPO market in 2012 left fund managers to bide their 
time. While China’s capital market has since reopened, economic 
growth in the country has slowed during the interim, causing 
some funds to see lower returns than expected. In turn, LPs  
have considered selling their positions in those funds.  

In India, while fundraising has reached into the tens of billions 
of dollars, overcrowding in the private equity space has left 
a number of funds and cash to sit on the sidelines. IPO 
opportunities have likewise been scarce, allowing secondary 
activity to fill the void. 

Other growth drivers will come from the West and even local 
market participants. Private equity firms continue to turn to  
the high-growth economies of Asia-Pacific as an adjunct to North 
America and Europe.  Several large, international private equity 
houses – including KKR, Blackstone, and TPG Capital – are 
ramping up their presence in the region.  In addition, as the 
local primary private equity market continues to expand, Asia-
based funds and those from the West will create more potential 
secondary market supply simply by growing the overall market.  

As competition in the region from local private equity firms and 
international houses intensifies, and as secondary funds further 
penetrate the region, current GPs and LPs could find themselves 
in a profitable position exploring exit options that did not exist  
in the past but do today given the robust and mature nature of 
this new form of capital called secondaries.
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The average size of secondary funds closed  
in 2014 was US$1.6bn, more than double  
the average fund size of US$729m in 2013.
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