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O ver the past 20 years, private equity (PE) has grown 
to about $3 trillion under management globally. Tra-
ditionally, investors – called limited partners (LPs) – 

have mostly gained exposure to underlying companies either 
via funds, which own companies directly, or funds of funds 
(which aggregate many PE-fund investments into a single pro-
duct). Collectively, investment into a PE fund from "day one" is 
known as the "primary" market. Over the past decade, howe-
ver, we have also seen growth of the PE "secondary" market – 
which specializes in buying funds and portfolio stakes second-
hand from investors desiring early liquidity in these funds. 

The private-equity market continues to be an inherently long-
term, illiquid asset class, as evidenced by an average fund life 
of 15 years. With the increasing prevalence of secondaries 
capital in the market, LPs have been able to sell their stakes in 
private-equity funds prior to the end of the fund life. The most 
common type of secondary deal is known as a limited-partner 
transaction. A fund investor sells an interest, or a portfolio of 
interests, to another investor (a purchasing investor) based 
on a negotiated price, usually as a percentage of net asset 
value (NAV). The purchasing investor assumes the legal and 
financial obligations to the underlying fund(s). 

Sellers are usually motivated to undertake these transactions 
for the following three reasons: active portfolio management, 
strategic and regulatory drivers or liquidity-driven situations. 
Over the past several years, for example, large pension and 
sovereign-wealth funds have begun to use a more liquid sec-
ondary market in order to re-balance exposures and reduce 
the number of private-equity relationships – effectively adopt-
ing traditional-asset-management techniques to managing 
their illiquid PE portfolios. Using the secondaries market has 
also become more economically attractive to sellers as the 
discount to NAV has narrowed in recent years and prices paid 
(on average) have increased. 

Limited-partnership sales accounted for around three quar-
ters of transaction volumes in 2017 (see chart). The growth 
in secondaries really started during the global financial cri-
sis ten years ago. Increased scrutiny and regulation of large 
financial institutions and banks led to strategic portfolio sales 
of illiquid and directly held private-equity assets and underly-
ing private-equity-fund commitments. While this part of the 
market has historically generated attractive opportunities, its 
prevalence has waned in recent years as banks have reduced 
their balance sheets and exposure to private assets. Liquidi-
ty-driven or distressed situations can also still occur today, but 
have historically been less common.

The best of both worlds?
 

The rapid growth of a secondary market in private equity has created new opportunities.  
It is not without risks, however.

Mark McDonald

Head of Private Equity

_ The growth in the secondary market has made the 
whole private-equity asset class more liquid. 

_ We believe there is a way to get the best of both direct 
and secondary investing. 

_ A tactical strategy that focuses on "stock picking" lat-
er-stage investments within an existing PE portfolio may 
help. 

Alternative investments may be speculative and involve significant risks including illiquidity, heightened potential for loss and lack of transparency. Alternatives are 
not suitable for all clients. All opinions and claims are based upon data on 6/14/19 and may not come to pass. This information is subject to change at any time, 
based upon economic, market and other considerations and should not be construed as a recommendation. Past performance is not indicative of future returns. 
Forecasts are based on assumptions, estimates, opinions and hypothetical models that may prove to be incorrect. DWS Investment GmbH
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Sources: Greenhill & Co., Inc. as of 01/2017; Greenhill & Co., Inc. as of 01/2019; DWS Investment GmbH as of 6/13/19

In recent decades, the secondary market has grown rapidly, with volumes increasing from $9 billion in 2009 to $74 billion in 2018. 
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Another, increasingly common type of secondaries are man-
ager-led transactions. Managers – called general partners 
(GPs) – might seek liquidity options on behalf of investors 
for the remaining assets in a fund, while also potentially  
securing additional time (and sometimes capital) for a portfo-
lio of legacy assets to mature and be primed for sale (usually 
called an "exit"). The structuring (or re-structuring) of these 
types of transactions can be complex and time consuming. 
Usually, it requires highly bespoke solutions around the com-
position of the underlying portfolio, the price to sellers and the 
alignment between old and new investors, as well as the man-
ager. GP-led deals and other non-traditional secondary trans-
actions such as preferred-equity purchases, already account 
for between a quarter and a third of deal volume (see chart) 
and we believe such deals may play an increasingly important 
role in the future.

Effectively, growth in the secondary market has contributed 
to somewhat greater liquidity in the PE asset class. The sec-
ondary market offers investors (in secondaries funds) instant 
access to a highly diversified private-equity portfolio; provid-

ing exposure across vintage years, sectors and geographies 
– while sellers benefit from an active buyer universe for their 
illiquid PE positions. However, the secondary market still 
remains much smaller than the primary market: less than 2% 
of private-equity assets are estimated to trade hands each 
year. Its rapid growth reflects structural changes in the mar-
ket. 
 
Traditionally there has been a trade-off when investing via the 
secondary market. Historically, cash returns have tended to be 
lower because of less risk (usually due to a high level of diver-
sification), shorter holding periods, reduced scope for valua-
tion anomalies and the fact that often secondaries sales are 
of portfolios that include assets of varying quality. In buying a 
whole fund position, you get the good with the bad. 

However, we believe there may be ways to get the best of both 
direct and secondary investing. By focusing on "stock-picking" 
later-stage investments within an existing PE-fund portfolio, 
new investors may be able to collaborate with a fund manag-
er's (GP's) best portfolio companies. 

Alternative investments may be speculative and involve significant risks including illiquidity, heightened potential for loss and lack of transparency. Alternatives are 
not suitable for all clients. All opinions and claims are based upon data on 6/14/19 and may not come to pass. This information is subject to change at any time, 
based upon economic, market and other considerations and should not be construed as a recommendation. Past performance is not indicative of future returns. 
Forecasts are based on assumptions, estimates, opinions and hypothetical models that may prove to be incorrect. DWS Investment GmbH
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Supporting these companies can ideally satisfy every stake-
holder: new investor, incumbent investors, GPs, as well as the 
underlying portfolio companies. It may also result in higher 
returns relative to the market, not least by maintaining the 
key tenets of a secondary transaction (shorter duration, earlier 
distributions) while tactically identifying individual, attractive 
assets within an existing PE-fund portfolio.

A partnership approach is not without risks, however. The 
market for secondaries has experienced record fundraising, 
with dry powder now at 2.6 times the supply of deal flow, 
more than double what it was six years ago. As a result, the 
market has become far more competitive, making returns 
harder to generate, particularly for more "traditional" second-
aries specialists.

A strong historical correlation between public-market vola- 
tility and growth and pricing in the traditional secondaries 
market, investors looking for entry points will likely face sim-
ilar dynamics to public markets. As long as listed-equity mar-
kets continue to rise and a solid macroeconomic backdrop 
prevails, it could contribute to more optimistic underwritings 
at the asset level, thereby validating current pricing levels. A 
wide-spread downturn, though, triggered, for example, by 
escalating trade tensions, would no doubt also be felt in PE 
generally, and in the market for secondaries in particular. On 
the positive side, it may also create new, attractive opportu-
nities, especially for tactical strategies as outlined previously. 

GLOSSARY

A balance sheet summarizes a company's assets, liabilities 
and shareholder equity.

Correlation is a measure of how closely two variables move 
together over time.

Diversification refers to the dispersal of investments across 
asset types, geographies and so on with the aim of reducing 
risk or boosting risk-adjusted returns.

Dry powder, in a private-equity context, refers to cash or other 
very liquid reserves that can easily be deployed for investment.

Duration is a measure expressed in years that adds and 
weights the time periods in which a bond returns cash to 
its holder. It is used to calculate a bond’s sensitivity towards 
interest-rate changes.

The financial crisis refers to the period of market turmoil that 
started in 2007 and worsened sharply in 2008 with the col-
lapse of Lehman Brothers.

In a private-equity context, general partners (GPs) refer to 
the managing partners in a private-equity firm who make the 
investment decisions.

Limited partnerships (LPs) are a form of partnership where 
one or more partners has only limited liability and no man-
agement authority. Private equity operations often exist in this 
form.

Liquidity refers to the degree to which an asset or security can 
be bought or sold in the market without affecting the asset's 
price and to the ability to convert an asset to cash quickly.

Net asset value (NAV) is the value of an organisation's assets 
minus the value of its liabilities.

Private equity (PE) is a direct or indirect investment by a finan-
cial investor in a substantial part of a company's equity. Usu-
ally the company invested in is not listed.

On the secondary market, securities or assets are purchased 
from other investors, rather than from issuing companies 
themselves.

A private-equity fund’s "Vintage" generally refers to the year 
when the fund closes or starts investing.

Volatility is the degree of variation of a trading-price series over 
time. It can be used as a measure of an asset's risk.

Alternative investments may be speculative and involve significant risks including illiquidity, heightened potential for loss and lack of transparency. Alternatives are 
not suitable for all clients. All opinions and claims are based upon data on 6/14/19 and may not come to pass. This information is subject to change at any time, 
based upon economic, market and other considerations and should not be construed as a recommendation. Past performance is not indicative of future returns. 
Forecasts are based on assumptions, estimates, opinions and hypothetical models that may prove to be incorrect. DWS Investment GmbH
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Important Information – EMEA

The following document is intended as marketing communication.

DWS is the brand name under which DWS Group GmbH & Co. KGaA and its subsidiaries operate their business activities. Clients will be provided 
DWS products or services by one or more legal entities that will be identified to clients pursuant to the contracts, agreements, offering materials 
or other documentation relevant to such products or services.

The information contained in this document does not constitute investment advice.

All statements of opinion reflect the current assessment of DWS Investment GmbH and are subject to change without notice.

Forecasts are not a reliable indicator of future performance. Forecasts are based on assumptions, estimates, opinions and hypothetical perfor-
mance analysis, therefore actual results may vary, perhaps materially, from the results contained here.

Past performance, [actual or simulated], is not a reliable indication of future performance.

The information contained in this document does not constitute a financial analysis but qualifies as marketing communication. This marketing 
communication is neither subject to all legal provisions ensuring the impartiality of financial analysis nor to any prohibition on trading prior to 
the publication of financial analyses.

This document and the information contained herein may only be distributed and published in jurisdictions in which such distribution and 
publication is permissible in accordance with applicable law in those jurisdictions. Direct or indirect distribution of this document is prohibited 
in the USA as well as to or for the account of US persons and persons residing in the USA.

DWS Investment GmbH 2019

Important Information – UK

Issued in the UK by DWS Investments UK Limited. DWS Investments UK Limited is authorised and regulated by the Financial Conduct Authority 
(Registration number 429806).

DWS is the brand name of DWS Group GmbH & Co. KGaA. The respective legal entities offering products or services under the DWS brand are 
specified in the respective contracts, sales materials and other product information documents. DWS, through DWS Group GmbH & Co. KGaA, its 
affiliated companies and its officers and employees (collectively "DWS") are communicating this document in good faith and on the following basis.

This document is a financial promotion and is for general information purposes only and consequently may not be complete or accurate for your 
specific purposes. It is not intended to be an offer or solicitation, advice or recommendation, or the basis for any contract to purchase or sell any 
security, or other instrument, or for DWS to enter into or arrange any type of transaction as a consequence of any information contained herein. 
It has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor.

This document does not identify all the risks (direct and indirect) or other considerations which might be material to you when entering into a 
transaction. Before making an investment decision, investors need to consider, with or without the assistance of an investment adviser, whether 
the investments and strategies described or provided by DWS, are suitability and appropriate, in light of their particular investment needs, objec-
tives and financial circumstances. We assume no responsibility to advise the recipients of this document with regard to changes in our views.

We have gathered the information contained in this document from sources we believe to be reliable; but we do not guarantee the accuracy, 
completeness or fairness of such information and it should not be relied on as such. DWS has no obligation to update, modify or amend this 
document or to otherwise notify the recipient in the event that any matter stated herein, or any opinion, projection, forecast or estimate set 
forth herein, changes or subsequently becomes inaccurate.

DWS does not give taxation or legal advice. Prospective investors should seek advice from their own taxation agents and lawyers regarding 
the tax consequences on the purchase, ownership, disposal, redemption or transfer of the investments and strategies suggested by DWS. The 
relevant tax laws or regulations of the tax authorities may change at any time. DWS is not responsible for and has no obligation with respect to 
any tax implications on the investment suggested.

This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, pro-
jections, opinions, models and hypothetical performance analysis. The forward looking statements expressed constitute the author's judgment 
as of the date of this document. Forward looking statements involve significant elements of subjective judgments and analyses and changes 
thereto and/ or consideration of different or additional factors could have a material impact on the results indicated. Therefore, actual results 
may vary, perhaps materially, from the results contained herein. No representation or warranty is made by DWS as to the reasonableness or 
completeness of such forward looking statements or to any other financial information contained in this document.

PAST PERFORMANCE IS NO GUARANTEE OF FUTURE RESULTS.

@DWS 2019

Publisher: DWS Investment GmbH, Mainzer Landstraße 11-17, 60329 Frankfurt am Main, Germany

Hong Kong

The contents of this document have not been reviewed by any regulatory authority in Hong Kong. You are advised to exercise caution in rela-
tion to the investments contained herein. If you are in any doubt about any of the contents of this document, you should obtain independent 
professional advice. This document has not been approved by the Securities and Futures Commission in Hong Kong nor has a copy of this 
document been registered by the Registrar of Companies in Hong Kong and, accordingly, (a) the investments (except for investments which 
are a "structured product" as defined in the Securities and Futures Ordinance (Cap. 571 of the Laws of Hong Kong) (the "SFO")) may not be 
offered or sold in Hong Kong by means of this document or any other document other than to "professional investors" within the meaning of 
the SFO and any rules made thereunder, or in other circumstances which do not result in the document being a "prospectus" as defined in the 
Companies (Winding Up and Miscellaneous Provisions) Ordinance (Cap. 32 of the Laws of Hong Kong) ("CO") or which do not constitute an 
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offer to the public within the meaning of the CO and (b) no person shall issue or possess for the purposes of issue, whether in Hong Kong or 
elsewhere, any advertisement, invitation or document relating to the investments which is directed at, or the contents of which are likely to be 
accessed or read by, the public in Hong Kong (except if permitted to do so under the securities laws of Hong Kong) other than with respect to 
the investments which are or are intended to be disposed of only to persons outside Hong Kong or only to "professional investors" within the 
meaning of the SFO and any rules made thereunder.

Singapore

Singapore Interests in the funds mentioned herein are not allowed to be made to the public or any members of the public in Singapore other 
than (i) to an institutional investor under Section 274 or 304 of the Securities and Futures Act (Cap 289) ("SFA"), as the case may be, (ii) to a 
relevant person (which includes an Accredited Investor) pursuant to Section 275 or 305 and in accordance with other conditions specified in 
Section 275 or 305 respectively of the SFA, as the case may be, or (iii) otherwise pursuant to, and in accordance with the conditions of, any 
other applicable provision of the SFA. 

Important Information – APAC

DWS is the brand name of DWS Group GmbH & Co. KGaA. The respective legal entities offering products or services under the DWS brand are 
specified in the respective contracts, sales materials and other product information documents. DWS Group GmbH & Co. KGaA, its affiliated 
companies and its officers and employees (collectively "DWS Group") are communicating this document in good faith and on the following basis. 

This document has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. Before 
making an investment decision, investors need to consider, with or without the assistance of an investment adviser, whether the investments 
and strategies described or provided by DWS Group, are appropriate, in light of their particular investment needs, objectives and financial 
circumstances. Furthermore, this document is for information/discussion purposes only and does not constitute an offer, recommendation or 
solicitation to conclude a transaction and should not be treated as giving investment advice.

DWS Group does not give tax or legal advice. Investors should seek advice from their own tax experts and lawyers, in considering investments 
and strategies suggested by DWS Group. Investments with DWS Group are not guaranteed, unless specified.

Investments are subject to various risks, including market fluctuations, regulatory change, possible delays in repayment and loss of income and 
principal invested. The value of investments can fall as well as rise and you might not get back the amount originally invested at any point in time. 
Furthermore, substantial fluctuations of the value of the investment are possible even over short periods of time. The terms of any investment will 
be exclusively subject to the detailed provisions, including risk considerations, contained in the offering documents. When making an investment 
decision, you should rely on the final documentation relating to the transaction and not the summary contained herein. Past performance is no 
guarantee of current or future performance. Nothing contained herein shall constitute any representation or warranty as to future performance.

Although the information herein has been obtained from sources believed to be reliable, DWS Group does not guarantee its accuracy, com-
pleteness or fairness. No liability for any error or omission is accepted by DWS Group. Opinions and estimates may be changed without notice 
and involve a number of assumptions which may not prove valid. All third party data (such as MSCI, S&P, Dow Jones, FTSE, Bank of America 
Merrill Lynch, Factset & Bloomberg) are copyrighted by and proprietary to the provider. DWS Group or persons associated with it ("Associated 
Persons") may (i) maintain a long or short position in securities referred to herein, or in related futures or options, and (ii) purchase or sell, make 
a market in, or engage in any other transaction involving such securities, and earn brokerage or other compensation.

The document was not produced, reviewed or edited by any research department within Deutsche Bank and is not investment research. Therefore, 
laws and regulations relating to investment research do not apply to it. Any opinions expressed herein may differ from the opinions expressed by 
other Deutsche Bank departments including research departments. This document may contain forward looking statements. Forward looking 
statements include, but are not limited to assumptions, estimates, projections, opinions, models and hypothetical performance analysis. The 
forward looking statements expressed constitute the author's judgment as of the date of this material. Forward looking statements involve 
significant elements of subjective judgments and analyses and changes thereto and/or consideration of different or additional factors could 
have a material impact on the results indicated. Therefore, actual results may vary, perhaps materially, from the results contained herein. No 
representation or warranty is made by Deutsche Bank as to the reasonableness or completeness of such forward looking statements or to any 
other financial information contained herein.

This document may not be reproduced or circulated without DWS Group's written authority. The manner of circulation and distribution of this 
document may be restricted by law or regulation in certain countries, including the United States. 

This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any 
locality, state, country or other jurisdiction, including the United States, where such distribution, publication, availability or use would be con-
trary to law or regulation or which would subject DWS Group to any registration or licensing requirement within such jurisdiction not currently 
met within such jurisdiction. Persons into whose possession this document may come are required to inform themselves of, and to observe, 
such restrictions.

Unless notified to the contrary in a particular case, investment instruments are not insured by the Federal Deposit Insurance Corporation ("FDIC") 
or any other governmental entity, and are not guaranteed by or obligations of DWS Group.

© 2019 Deutsche Asset Management (Asia) Limited

Publisher: DWS Investment GmbH, Mainzer Landstraße 11-17, 60329 Frankfurt am Main, Germany   
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