
FITCH WIRE

PE Secondaries a Growing Liquidity
Source Amid Market Dislocation
Thu 04 Aug, 2022 - 2:41 PM ET

Fitch Ratings-New York/Chicago-04 August 2022: Private equity (PE) exit activity should slow in 2H22,

given the more challenging market backdrop for monetizing assets. Still, amid ongoing volatility and

less accommodative public markets, the secondary market is expected to serve as a more meaningful

source of liquidity for alternative investment managers (IMs), Fitch Ratings says.  

Secondary transactions, within the same general partner (GP) or between GPs, may allow alternative

IMs to provide increased liquidity to limited partners (LPs), maximize the value of underlying

investments and extend management fee generation capacity, which can all be incrementally positive

to alternative IMs’ assigned ratings. However, secondary activities can potentially create con�icts of

interest between GPs and LPs and have recently begun to attract regulatory scrutiny, both of which

need to be carefully managed. 

Fitch de�nes a PE secondary transaction as the sale or �nancing of one or a pool of existing PE interests

from one GP to another or from one fund to another managed by the same GP. These transactions allow

the original GP to realize the value of the investment and to facilitate liquidity for the original investor

(or fund). 

A record $130 billion in U.S. secondary deals were completed in 2021, according to PitchBook. Fitch

believes current market conditions could drive more secondary activity, given fewer attractive

alternative channels to exit investments, as IPOs have waned and the SPAC market has nearly ground

to a halt.  

https://www.fitchratings.com/


Market Dislocation Has Fueled Secondary Deal Flow

Secondary Market Provided Significant Liquidity in 2021
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PE �rms tend to hold investments through market dislocations rather than selling at depressed prices

amid falling valuations. The ratio of U.S. PE exits to investments fell to 0.34x for 1H22 versus 0.48x in

2021. GP-led transactions, whereby the GP transfers existing fund interests to a new fund, accounted

for over half of 2021’s secondary market volume, according to a Cebile Capital report. 



Market Dislocation Has Led to Longer Holding Periods

PE Exits May Fall Nearly 70% in 2022, with Valuations  Down 33%  
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GPs have increasingly sought to retain ownership of strong performing assets nearing the end of the

original fund’s life through continuation funds, which acquire one or more assets from an existing fund.

These investments are sold at a valuation mark, typically generating a gain for one fund (and likely

incentive income) and establishing a new cost basis for the new fund. Continuation vehicles also allow

GPs to extend fee streams for managing investments. In 2021, continuation funds accounted for 84% of

GP-led transactions, and single-asset continuation vehicles represented nearly half of GP-led volume,

up from 27% in 2019, according to Jefferies. 

LPs in the original fund can extend their interests into the continuation fund or cash out. For new

investors, acquiring interests in seasoned investments can eliminate or reduce low or negative returns

typical at the onset of a traditional fund when capital has yet to be deployed and returns are outpaced

by expenses and fees (J-curve effect). 



In April 2022, as part of a $23 billion recapitalization, Blackstone sold its last-mile logistics platform

Mileway from one of its opportunistic strategies to a new perpetual capital vehicle that it also manages,

along with existing vehicles. Last month, KKR completed a $12 billion recapitalization of one of its

portfolio companies, Internet Brands, selling it from existing funds to a new continuation vehicle also

managed by KKR. The investment valuation has grown eight-fold since KKR's initial investment in

2014. 

These deals are subject to a “go-shop” process, allowing the portfolio company, LPs and/or bankers to

seek competing offers. Still, there has been increased scrutiny around valuation of these transactions

and perceived price discovery and potential con�icts of interest as in-house sales often trigger realized

incentive income for GPs. The SEC has proposed rules to provide greater transparency and price

competition through independent fairness opinions. Fitch expects alt IMs to effectively manage these

risks given the criticality of their reputation to fundraising success. 

Private Equity Secondary Transactions Are on the Rise
Declining Fund Distributions, Slower Realizations Could Spur Activity as LPs Look to Rebalance, Generate Liquidity
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AlpInvest Partners, HarbourVest Partners 2,500
GP
Restructuring

21-Jul Intermediate Capital Group Glendower Capital 5,102
GP
Restructuring

19-
Aug

Eurazeo
Adams Street Partners, Lexington Partners,
StepStone
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The above article originally appeared as a post on the Fitch Wire credit market commentary page. The

original article can be accessed at www.�tchratings.com. All opinions expressed are those of Fitch
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in a given jurisdiction. The manner of Fitch's factual investigation and the scope of the third-party

veri�cation it obtains will vary depending on the nature of the rated security and its issuer, the
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reports, agreed-upon procedures letters, appraisals, actuarial reports, engineering reports, legal
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of the issuer, and a variety of other factors. Users of Fitch's ratings and reports should understand that
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Ultimately, the issuer and its advisers are responsible for the accuracy of the information they provide
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�nancial and other information are inherently forward-looking and embody assumptions and

predictions about future events that by their nature cannot be veri�ed as facts. As a result, despite any

veri�cation of current facts, ratings and forecasts can be affected by future events or conditions that

were not anticipated at the time a rating or forecast was issued or af�rmed. 

The information in this report is provided 'as is' without any representation or warranty of any kind,

and Fitch does not represent or warrant that the report or any of its contents will meet any of the

requirements of a recipient of the report. A Fitch rating is an opinion as to the creditworthiness of a

security. This opinion and reports made by Fitch are based on established criteria and methodologies

that Fitch is continuously evaluating and updating. Therefore, ratings and reports are the collective
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report. The rating does not address the risk of loss due to risks other than credit risk, unless such risk is
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consent by Fitch to use its name as an expert in connection with any registration statement �led under
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