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Is the Future Bright
for Secondaries?

by Cari Lodge, Managing Director and
Head of Secondaries

The continued growth of private equity may lead to a bright future for secondaries as: (i) ~$12.7 trillion of capital has
been raised in the last 15 years in private equity, and (ii) Over 43,500 funds have been raised in the last 15 years.” As
limited partners (“LPs”) seek to proactively manage their private equity portfolios, the secondary market, a derivative
of the primary market, is poised to potentially double in size or more. Even in 2022, a year of dislocation, the secondary
market recorded its second largest year ever by transaction volume. 2023 could potentially see a new record year in

secondaries, surpassing 2021 when the market reached $132 billion.?
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MACRO-ENVIRONMENT OVERVIEW

2022 was a challenging year filled with uncertainty amidst
rising geo-political tensions, most notably the Russo-
Ukrainian war, as well as continuous COVID outbreaks,
inflation, rising interest rates, supply-chain disruptions, and
general economic uncertainty. All these headwinds have
contributed to public market volatility and declines.

Concurrently, 2022 brought forth a slowdown in IPO activ-
ity and a significant decline in M&A activity, leading to less
realizations in private portfolios. Furthermore, private valu-
ations are typically less volatile, as compared to valuations
in the public markets. As a result of these factors, the value
of private investments in investors’ portfolios have remained
relatively steady.

The charts below highlight the contraction in both PE exit
activity® and PE-backed public listing exit activity.*
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Source: Pitchbook data.

The volatility and declines in the public markets, in conjunc-

tion with the relative stability in the private markets, have led
to investors feeling the impacts of the denominator effect as
institutions may now be over allocated to private equity due

to the relative declines in their public equity portfolio.®

MARKET PERFORMANCE AND INVESTOR IMPACT

The poor public equity market performance seen in 2022
reflects the tumultuous conditions of the macro-economy. In
2022, the S&P 500 declined by nearly 19 percent®, represent-
ing its worst annual return in over a decade and the largest
decline since the 2008 global financial crisis. Additionally,
global public market exchanges such as the MSCI World,
Nikkei 225 and STOXX 600 declined nearly 18 percent’, 10
percent® and 13 percent?®, respectively, in 2022. As public
markets experienced declines across the globe, technology
and growth sectors saw particularly outsized losses, with the
NASDAQ falling over 33 percent in 2022.1°

The chart below highlights the 2022 performance of several
major global public market indices."
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Source: S&P Global, as of January 3, 2023. Values indexed to 100

The lag in private equity marks and pessimistic short-term
outlook contributed to a widening bid-ask spread in the
secondary market during 2Q-3Q 2022. However, by year
end, many investors had become desensitized to accepting
sizable discounts in order to effectively manage their PE
portfolios.




Is the Future Bright for Secondaries?

MARKET VOLUME AND PRICING

Despite the broader market headwinds, the secondaries
market remained resilient, recording its 2nd largest year
with $108 billion transacting in 2022." This strong activity
against the backdrop of a challenging macro-environment
serves as a testament to the need to manage private equity
portfolios and the desire for increased liquidity among
private equity investors. Evaluating 2022 secondary volume,
the transaction type split was 52 percent LP transactions
and 48 percent general partner-led (“GP-led”) transac-
tions and marked the first time, since 2019, that LP volume
outweighed GP volume.”? On the LP side of the market,
where transactions were more proactive, pricing ranged
from ~15 percent discounts for higher quality LP-interests to
30 percent+ discounts for lower quality assets®. Similarly,
the bar for successful GP-led transactions has been elevated
as arising supply of transactions in the market and a buyer
universe keying in on top quality assets and sponsors has led
to softening in pricing, compared to previous years. Conse-
quently, over 90 percent of continuation vehicles (“CVs")
priced at some level of discount in 2022.”

SECONDARY MARKET CHARACTERISTICS
AND SELLER PROFILES

Taking a deeper look at 2022 secondary volume, it is
apparent that North America and Europe remain a core
focus for secondary buyers. Looking at secondary volume
by geography, North America accounted for 61 percent of
total volume, followed by Europe at 28 percent and Asia and
the Rest of the World (“ROW") accounting for 5 percent
and 6 percent, respectively.' From a seller's perspective, the
resurgence of limited partner interest sales paired with the
forced pressure to sell as a result of the denominator effect
has led to an increase in LP portfolios being sold by both
public and corporate pensions, as compared to the prior
year.”®

BREAKDOWN OF LP SELLING PORTFOLIOS
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Source: Campbell Lutyens, GP Capital Advisory Research 2022.

CONCLUSION

Evenin a tough macro-environment, the secondary market
recorded its 2nd largest year on record with $108 billion
transacting.”? LPs are becoming increasingly proactive with
managing their portfolios, as the denominator effect is forc-
ing LPs who have outsized allocations to private equity to
actively manage their commitments through various market
cycles and opportunities. With liquidity now being acces-
sible from both LP-led and GP-led transactions, combined
with record primary fundraising over the last 15 years, we
believe the secondary market is poised for tremendous
growth and should be able to double in size by 2026.
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Important Notes

Certain information contained herein has
been obtained from or is based on third-party
sources and, although believed to be reliable,
has not been independently verified. Such
information is as of the date indicated, if
indicated, may not be complete, is subject to
change and has not necessarily been updated.
No representation or warranty, express or
implied, is or will be given by The Common
Fund for Nonprofit Organizations, any of

its affiliates or any of its or their affiliates,
trustees, directors, officers, employees or
advisers (collectively referred to herein as
“Commonfund”) or any other person as to the
accuracy or completeness of the information
in any third-party materials. Accordingly,
Commonfund shall not be liable for any direct,
indirect or consequential loss or damage
suffered by any person as a result of relying
on any statement in, or omission from, such
third-party materials, and any such liability is
expressly disclaimed.

All rights to the trademarks, copyrights, logos
and other intellectual property listed herein
belong to their respective owners and the use
of such logos hereof does not imply an affili-
ation with, or endorsement by, the owners of
such trademarks, copyrights, logos and other
intellectual property.

To the extent views presented forecast market
activity, they may be based on many factors
in addition to those explicitly stated herein.
Forecasts of experts inevitably differ. Views
attributed to third-parties are presented to
demonstrate the existence of points of view,
not as a basis for recommendations or as
investment advice. Market and investment
views of third-parties presented herein do not
necessarily reflect the views of Commonfund,
any manager retained by Commonfund to
manage any investments for Commonfund
(each, a "Manager") or any fund managed

by any Commonfund entity (each, a “Fund”).
Accordingly, the views presented herein may
not be relied upon as an indication of trading
intent on behalf of Commonfund, any Manag-
er or any Fund.

Statements concerning Commonfund's views
of possible future outcomes in any investment
asset class or market, or of possible future
economic developments, are not intended,
and should not be construed, as forecasts or
predictions of the future investment perfor-
mance of any Fund. Such statements are also
not intended as recommendations by any
Commonfund entity or any Commonfund
employee to the recipient of the presenta-
tion. It is Commonfund's policy that invest-
ment recommendations to its clients must
be based on the investment objectives and
risk tolerances of each individual client. All
market outlook and similar statements are
based upon information reasonably available
as of the date of this presentation (unless an
earlier date is stated with regard to particular
information), and reasonably believed to be
accurate by Commonfund. Commonfund
disclaims any responsibility to provide the
recipient of this presentation with updated
or corrected information or statements. Past
performance is not indicative of future results.
For more information, please refer to Import-

ant Disclosures.
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