
 20
                

alternative assets.  intelligent data.

What have been the key trends for 
private equity fundraising in 2015?

In terms of key trends away from the 
historical norm, 2015 saw a dramatic 
number of spin-out funds successfully 
raise in the middle market. Backed by the 
theme that many of the now larger funds 
were most successful when they were 
smaller and fi nding more proprietary, 
less intermediated deals, these spin-out 
teams are returning to their successful 
roots. LPs have been very receptive to 
the top-tier spin-outs, and in many cases, 
these managers have found themselves 
oversubscribed after short runs in active 
fundraising.

What is it that drives LP demand for 
these spin-out funds?

Like most things that drive LP demand, it 
is an attractive strategy combined with a 
proven track record that they cannot fi nd 
elsewhere. Some of the best individual 
track records in the middle-market 
actually sit inside larger funds that no 
longer target smaller equity checks. 
Whether they have direct attribution 
that they carry with them when leaving 
a larger fi rm, or whether LPs are able 
to reproduce that track record using 
publicly available information, those 
individuals that made the most money for 
LPs in the middle market can be the most 
attractive option for new commitments if 
they responsibly exit their larger fi rms 
and assemble a compelling team in their 
new venture.

There continues to be much talk and 
interest in co-investments by LPs – 
have you seen any indication that this 
is impacting fundraising?

Yes, the co-investment drum continues to 
beat. For some LPs, a path to signifi cant 
co-investment is a prerequisite for a 
primary fund commitment. That can 
mean, for new GP relationships, that 
LPs want to see and/or complete a co-
investment before underwriting a primary 
commitment. This can be both a blessing 
and a curse for fundraising. For GPs early 
in the fundraising process, it can be tough 
to get the attention of new LPs without 
a specifi c deal to discuss that requires 
signifi cant co-investment. Further, a 
manager can offer only a fi nite amount of 
co-investment if the fund is appropriately 
sized and sticking to its stated investment 

strategy. Co-investment-hungry LPs are 
also savvy enough to look at an existing 
LP base and determine how many of their 
peers will be fi ghting for co-investment 
opportunities that the fund throws off. 
If an LP looks at the existing LP base 
and sees substantial co-investors, they 
will often move on. On the other hand, 
for a GP that can offer clear line of sight 
to substantial co-investment, it can take 
a good, but not great, story and attract 
capital. At the end of the day, LPs are 
underwriting all-in returns and they have 
a mandate to put co-investment dollars 
to work. Averaging down fees through 
co-investment means they can sign on 
to strategies with marginally lower return 
expectations.

The number of private equity funds 
currently in market is continuing 
to break records. How are LPs 
differentiating between managers? 
How are GPs attempting to stand out? 
How do you see this playing out in the 
next year?

The numbers are head spinning and 
we do not see that dynamic changing. 
Next year we expect that the number 
of managers seeking capital will 
continue to outpace LP capacity for new 
commitments. We hear LPs saying they 
will maintain or trim the number of GP 
relationships across their portfolio, which 
does not bode well for less distinctive 
strategies in 2016. LPs’ efforts in picking 
new managers starts with their internal 
allocations. The greatest opportunity 
for GPs to collect new investors comes 
when LPs allocate new dollars to areas 
where their existing relationships are 
underrepresented. While we would not 
encourage GPs to reinvent themselves 
around LP investment themes, 
understanding the shifts in LP allocations 
can be important in targeting the most 

qualifi ed prospective investors and in 
ensuring that the strategy and positioning 
of their fund resonates with those LP 
investment committees.

What is your outlook for private equity 
fundraising focused on emerging 
markets, and how has this changed 
given the market changes in the past 
year?

Whenever there is a correction in 
emerging economies, it provokes LPs 
to re-check their conviction around 
the risk/return bet they are making in 
developing markets. While LPs continue 
to pursue a geographically diverse 
portfolio, we see US LPs in particular 
demanding a substantial return premium 
for alternative investment strategies in 
emerging markets. Those LPs look at 
their portfolios and see strong returns 
from their domestic managers, whose 
strategies they are likely most familiar 
and comfortable with, and are less willing 
in this environment to allocate away from 
the familiar to emerging markets merely 
for the sake of additional international 
diversity. 

What are your predictions for private 
equity in 2016?

We believe 2016 will be quite similar 
to 2015, albeit with slightly less re-up 
pressure as we expect the number of 
returning funds to be down slightly in 
the coming year. The math will remain 
stacked against the GP, and we expect 
the binary aspect of time in market to be 
quite similar to this year. Those funds 
with scarcity and momentum out of the 
box will raise quite quickly, and those that 
lack momentum will likely need to grind 
out their raises with smaller incremental 
closes and seeding the portfolio in order 
to attract a critical mass of investors.
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