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PRIVATE EQUITY: 
UNDERSTANDING THE 
SECONDARY MARKET



An active secondary 
market is fundamental 
to a well-developed 
private market 
environment. Private 
market funds are 
illiquid by design, yet 
investors' situations 
and strategies can 
change over time, 
resulting in the need 
for liquidity via a 
secondary transaction.
Given the strength of private market 
primary fundraising over the past two 
decades, the secondary market has grown 
dramatically in size and sophistication. With 
a large universe of attractive investment 
opportunities, existing secondary investors 
have scaled up fund sizes materially, and 
many new secondary investors have 
entered the market. Attracted by this 
growing market, as well as downside 
protection through diversification and the 
potential for high early internal rates of 
return, investors are choosing to allocate 
to secondary funds more often. 
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Source: Titanbay.

By allocating to secondaries, investors can benefit from 
characteristics that are distinct from those of most primary 
market investments. These traits may also offer the 
potential for an attractive risk-return profile, which can be 
demonstrated by plotting the net internal rate of return (IRR) 
against net IRR volatility for various private market sub-asset 
classes. Over the past 20 years, secondaries have delivered 
an attractive balance between returns and consistency. 

Compared to primary investments, investors in secondaries 
would likely see a lower total value to paid in (TVPI) multiple 
but may benefit from other attractive characteristics. 

• Portfolio visibility
Investors access secondary opportunities at reduced
risk. By investing later in the hold period, investors
avoid the ‘blind pool’ risk of a primary fund commitment
and also have greater proof of concept of the general
partners’ (GP) value-creation plans.

• Early liquidity
As underlying portfolio companies are later in the hold
period, investors benefit from accelerated distributions,
typically in the first or second year after committing to a
secondary fund. This early liquidity can then be used to
fund capital calls from other private market investments.

• Broad diversification
Secondary funds typically invest in a large number of
managers and underlying portfolio companies, with
broad exposure across vintage year, geography, sector,
transaction type and manager. For new private market
investors in particular, a secondary fund can act as
a cornerstone investment, providing broad market
exposure that would be difficult to access quickly
through primary fund commitments.

• J-curve smoothing
For most primary commitments, investors experience a
j-curve return, where returns are negative initially and
then improve over time. The improvement takes place
as the negative effects from GP management fees are
cancelled by the growth in the value of the assets.
Secondary funds, however, have the potential to avoid
a j-curve. Limited partner (LP)-led secondaries are
acquired at a discount, leading to high early IRRs which
normalise over time. Similarly, for GP-led transactions,
value creation is already underway, leading to quicker
uplift in valuations. As a result, an allocation to a
secondary fund in a broader private market portfolio can
serve to lessen the j-curve effect that would otherwise
be observed.
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PRIVATE MARKET INVESTMENT STRATEGIES - 
VOLATILITY OF RETURNS, 2003-2022 

SECONDARIES AND THE J-CURVE
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Source: Coller Capital. Returns of funds with vintages from 2003 to 2022, as of June 2022.
Past performance is not indicative of future performance. There is no assurance that any trends 
highlighted above will occur or continue in the future.
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WHY INVEST IN A 
SECONDARY FUND?



Despite being considered alternative investments, over 
the past decade, private markets have developed into an 
established global asset class, reaching $9.8 trillion in assets 
under management in 2021. Private equity alone accounted 
for almost $6 trillion in 2021, and is now a significant part of 
many sophisticated investors’ portfolios.¹

Alongside this, the secondary market has experienced 
significant and consistent growth, from a $25 billion market 
in 2012 to c.$130 billion in 2021. This momentum is expected 

to continue as private markets become more sophisticated 
and investor demand for specialist solutions increases – it 
is forecast to reach €500 billion by 2030. The secondary 
market has shown resilience, even in the current uncertain 
environment. Indeed, transaction volume is expected to 
reach an all-time-high of between $130 and $140 billion 
for 2022, demonstrating clear through-cycle demand for 
liquidity solutions from private market investors.2

MARKET GROWTH: A CONSISTENT 
LONG-TERM TAILWIND
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DEMAND FOR SECONDARIES HAS INCREASED OVER THE PAST DECADE

There is no assurance that any trends highlighted above will occur or continue in the future.
Source: Coller Research Institute Private Capital Secondary Market Whitepaper, based on market consensus as of 30 June 2022. 
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TRANSACTION VOLUME CONTINUES TO OUTSTRIP DEMAND FOR SECONDARIES

In recent years, there has been an influx of new secondary investors entering the market, as well as much larger funds being 
raised by existing investors. Despite this increased competition, it is clear that transaction volume continues to outpace 
demand for secondary opportunities. As shown in the graph below, secondary dry powder for 2021 represented just 0.8 
years of transaction volume.4 Considering that this dry powder would likely be deployed over multiple years, it is clear that 
market dynamics continue to be weighted in favour of buyers.

This growth has been accompanied by a shift away from 
LP-led to GP-led transactions — the latter accounted for 
approximately 50% of transaction volumes in 2020 and 
2021.3 We regard this as a natural progression in a growing 
market as investors turn away from the more transparent 
and efficient LP-led processes towards higher-returning 
opportunities. 

INCREASING PREVALENCE OF GP-LED TRANSACTIONS
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There is no assurance that any trends highlighted above will occur or continue in the future.
Source: Evercore, January 2022.

There is no assurance that any trends highlighted above will occur or continue in the future. 
Source: Coller Capital, as of June 2022.
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Originally a lesser-used tool employed by weaker 
managers with a need for liquidity, GP-led 
secondaries are now a popular mechanism used 
by many of the strongest managers in the market. 
For existing LPs, they provide a liquidity solution 
while allowing the manager to retain control of 
portfolio companies and continue driving value 
creation.

‘GP-led transaction’ is an umbrella term used for a range 
of transaction structures, the most common of which are 
continuation vehicles and tender offers. In the case of 
a tender offer, LPs are given the option to sell their fund 
interest to a single buyer, who then takes their place as the 
LP in the fund. In the case of continuation vehicles, assets 
are sold into a new vehicle which is controlled by the GP. 
LPs in the original fund typically have the option to receive 
a distribution from the sale, or roll the proceeds into the 
new vehicle. Continuation vehicles can take many forms, but 
generally fit into three categories.

• Single asset
Sale of a single portfolio company into a dedicated
continuation vehicle. Often used when the asset
needs more time or capital to continue driving value
creation. LPs typically have the option to either roll their
investment into the continuation vehicle, or take the
liquidity being generated by the transaction.

• Multi-asset
Sale of multiple portfolio companies within a fund into
a dedicated continuation vehicle. Often used as a
mechanism to close a fund by transferring the remaining
assets out.

• Strip sale
A form of portfolio restructuring where a portion of each
investment in a fund is sold, in order to de-risk a fund
and lock in some of the returns.

KEY CONSIDERATIONS FOR 
GP-LED TRANSACTIONS
GP-led transactions are prone to conflicts or misalignments 
of interests. For secondary funds investing into GP-led 
opportunities, this should be a key point of diligence.

Selling assets into a continuation vehicle will usually trigger 
a carried interest payout to the GP, assuming the asset has 
performed well in the original fund. As a result, there is 
less incentive for the GP to continue driving value creation, 
leading to poor alignment of interests between GP and 
LPs. To mitigate this risk, experienced GP-led investors will 
require the GP to roll any carried interest generated by the 

sale into the new vehicle, ensuring that they are materially 
aligned with the interests of the new investors.

In tandem, it is important to consider the GP-commitment 
to the new vehicle. For transactions where GPs invest a 
significant quantum of capital into the transaction, over 
and above carried interest that is being rolled in, this is a 
strong signal that the GP believes in the portfolio company’s 
growth potential. In these circumstances, they will be 
materially incentivised to drive value creation.

Further, there is often potential for a conflict of interest for 
the GP when conducting a GP-led transaction; they have a 
duty to act in the best interests of LPs in the original fund, 
while simultaneously brokering a deal for an asset they will 
control. From a secondary investor’s perspective, concerns 
over the GP having interests in both sides of the transaction 
can be mitigated by a third-party fairness opinion, as well as 
through granular underwriting of portfolio companies and 
their value-creation plans.

OPPORTUNITIES ACROSS CYCLES
GP-led transactions are an important tool throughout 
market cycles. In strong market environments, characterised 
by rising valuations and robust financial performance of 
portfolio companies, GP-led transactions are popular. 
Managers naturally prefer to retain control of strong assets 
where they believe there is further growth potential. 
That’s because they benefit from information asymmetry 
and existing momentum on value creation, rather than 
potentially selling to a competitor and leaving value on 
the table. For secondary investors, this provides a broad 
universe of investment opportunities in leading assets.

During periods of market volatility, GP-led transactions 
remain an important liquidity solution. Although some 
managers elect to pause GP-led transactions, delaying exits 
until valuations normalise, other GPs under greater pressure 
to sell, such as those with a fund close to the end of its life, 
do not have that luxury. Given that in a downturn, the IPO 
window closes and M&A activity softens, GPs often turn to 
continuation vehicles as a liquidity mechanism for existing 
LPs. From a secondary investor’s perspective, this provides 
an attractive market dynamic that is clearly weighted 
towards buyers. As a result, although there will typically 
be fewer transactions taking place, investors can remain 
selective, completing attractive GP-led transactions with 
favourable valuations and terms where opportunities arise.
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An LP-led secondary transaction is the sale of an interest in 
an existing private market fund. Here, the buyer takes the 
place of the selling LP, assuming responsibility for future 
capital calls and distributions. LP-led transactions range 
from the very simple, such as the sale of a single fund 
interest, to highly complex, such as those involving large, 
disparate portfolios of many private market funds across 
multiple regulatory and tax jurisdictions.

Seller motivations vary broadly, but sellers can be 
categorised as strategic, tactical or distressed.

• Strategic sales
These are triggered by changes in an investor’s long-
term investment strategy. For example, they may decide
to shift focus away from a certain geography based on
macroeconomic and political concerns.

• Tactical sales
Used when an investor makes a faster, often
opportunistic decision, such as taking advantage of
attractive pricing and strong liquidity to adjust their
portfolio.

• Distressed sales
Used when LPs need to raise cash quickly to meet a
certain obligation, such as a capital call from another
private market investment. Similarly, if there is a
significant fall in public markets, LPs become over-
allocated to private markets and may need to sell
down assets to maintain exposure targets as per their
mandates.

When considering secondary sales, pension funds and 
sovereign wealth funds represent the majority of transaction 
volume. Sellers are primarily motivated by portfolio 
rebalancing, including over allocation to private equity, and 
secondarily by selling non-core assets. Liquidity driven 
sales, where LPs need to raise cash to fund capital calls of 
other fund commitments, are a relatively rare event.

SELLER TYPE BY 
VOLUME H1 2022*
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There is no assurance that any trends highlighted above will occur or continue in the future. 
Source: Jefferies Global Secondary Market Review, January 2022.

KEY CONSIDERATIONS FOR 
LP-LED TRANSACTIONS

The market for LP-led transactions is characterised by 
high competition and broad use of intermediaries, leading 
to efficient processes with strong price discovery and 
lower pricing discounts relative to net asset value (NAV). 
Additionally, given the broad diversification of LP-led 
transactions and cash flow from distributions, transactions 
can often support leverage. This results in buyers willing to 
transact at even lower discounts to NAV, driving returns up 
through leverage. 

That said, with such a large secondary market, there are 
spaces where these typical LP-led characteristics are not 
the case. The market for the largest LP-led transactions, as 
well as for GP-led transactions, is relatively uncompetitive, 
as there are only a small number of investors with sufficient 
capital to transact. As such, sellers are more concerned 
with successfully transacting in the first place, rather than 
maximising price. 

Further, value-add secondaries, such as highly complex 
transactions, can lead to more attractive investment 
opportunities. Complex transactions, such as those 
involving significant regulatory or tax considerations, or 
large and disparate portfolios, require a greater level 
of expertise, and are thus less competitive. Sellers also 
typically have multidimensional objectives and are much 
less concerned with price maximisation. 

Notably, private market portfolios are becoming larger and 
more complex. As such, the universe of opportunities in 
those spaces that have historically been less competitive 
will increase.

*There is no assurance that any trends highlighted will occur or continue in the future. 
  Source: Jefferies Global Secondary Market Review, July 2022.
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LP-LED TRANSACTIONS



FUND PORTFOLIO CONSEQUENCES
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As we discussed earlier, GP-led and LP-led secondaries 
can be attractive opportunities across the economic cycle. 
It is important to pay heed to the current stage of the cycle, 
however, as this can cause the balance to shift. 

In the short term, market uncertainty presents a tailwind 
for LP-led investors, with transactions priced at greater 
discounts to NAV compared to recent years. For example, 
secondary pricing on buyout funds reached a 10-year low 
in the first half of 2022 at 88% of NAV, with a further decline 
expected in H2. More recent data suggests discounts of 
27-30% are appearing in the market. In the long term, LP-led

secondaries will remain a fundamental part of the private 
market landscape, where attractive spaces within the 
market will remain.5 

Turning to GP-led transactions, during a downturn when 
IPO markets are closed and uncertainty reduces trade and 
sponsor activity, the secondary market can be an attractive 
route to generate liquidity. 

There is no assurance that any trends highlighted above will occur or continue in the future.
Source: Coller Capital, 2022

There is no assurance that any trends highlighted above will occur or continue in the future.
Source: Coller Capital, 2022
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SECONDARIES IN
A DOWNTURN



The size and health of the secondary market 
correlates to the size of the underlying primary 
market. As private market assets have grown 
rapidly over the past two decades, the 
secondaries’ addressable market has grown 
rapidly as well. At the same time, the market has 
matured with a greater number of players and 
more focused strategies. 

Titanbay’s approach to accessing opportunities in the 
secondary market is focused on partnering with managers 
that demonstrate the following characteristics.

• Flexibility
Secondary funds with flexible mandates can be agile
and target the most attractive opportunities across
market cycles. Competence across GP-led and LP-led
transactions can provide appropriate diversification.

• Avoidance of competitive situations
Complex transactions, such as those involving significant
regulatory or tax considerations, or large and disparate
portfolios, require a greater level of expertise, and are
thus less competitive. Repeat transactions with sellers or
relationship-led deals can help avoid intermediation and
result in attractive pricing.

• Focus on high-quality assets and less leverage
Investors that drive returns through a focus on high-
quality, resilient underlying assets, rather than by relying
on fund or transaction-level leverage, are likely to
outperform in the long run, with a more attractive risk-
return profile.

• Alignment
Appropriate alignment between investors and the
manager is important for driving returns over the
long term. Independent platforms and strong GP
commitments are important features.

Titanbay believes that an allocation to secondaries is 
additive to many private market investors’ portfolios. 
To understand more about the secondary market and 
opportunities within it, please reach out to Titanbay’s 
Investor Relations Team or visit our platform.
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SECONDARY MARKET 
FOCUS AREAS



IMPORTANT DISCLOSURE

This material has been prepared by Titanbay Ltd and 
its affiliates (together, “Titanbay”) and is provided for 
information purposes only. This document is directed at 
professional investors and qualified investors who have 
sufficient knowledge and experience to understand the 
risks of investing in private market investments.

This material should not  be construed as legal, tax, 
investment advice or an invitation, general solicitation, 
recommendation, an opinion regarding the appropriateness 
or suitability of any investment strategy, or offer to buy, 
sell, or hold any investments or securities offered on or off 
the Titanbay investment platform. The views, opinions and 
estimates expressed herein constitute personal judgments 
of certain members of the Titanbay team based on current 
market conditions and are subject to change without notice. 
This information in no way constitutes Titanbay research 
and should not be treated as such. Any forecasts, figures, 
opinions or investment techniques and strategies set 
out are for information purposes only, based on certain 
assumptions and current market conditions and are subject 
to change without prior notice.

All information presented herein is considered to be 
accurate at the time of production unless otherwise stated 
and has been prepared from sources Titanbay believes to 
be reliable. No representation or warranty or guarantee, 
express or implied, is given as to the truth, accuracy or 
completeness of the information or opinions contained 
herein and material aspects of descriptions contained 
in this material are subject to change without notice. No 

reliance may be placed for any purposes on the information 
or opinions contained in this material. Titanbay is not 
responsible for any error or omission in this material, nor do 
we accept liability for any losses arising from its use. Non-
affiliated entities mentioned are for informational purposes 
only and should not be construed as an endorsement or 
sponsorship of Titanbay.

Investments in private placements and private equity 
investments via feeder funds in particular, are complex, 
highly illiquid and speculative in nature and involve a 
high degree of risk. The value of an investment may go 
down as well as up, and investors may not get back their 
money originally invested. Investors who cannot afford 
to lose their entire investment should not invest. Past 
performance, including simulated performance, is not a 
reliable indicator of future performance. For private equity 
investments via feeder funds, investors will typically 
receive illiquid and/or restricted membership interests 
that may be subject to holding period requirements 
and/or liquidity concerns. Investors who cannot hold an 
investment for the long term (at least 10 years) should not 
invest.

Titanbay Ltd is an Appointed Representative of Brooklands 
Fund Management Limited which is authorised and 
regulated by the Financial Conduct Authority with firm 
reference number 757575. Copyright Titanbay 2023.

[1] McKinsey Global Private Markets Review 2022.
[2,3,4]     Coller Research Institute Private Capital Secondary Market Whitepaper, based on market
consensus as of June 30, 2022.
[5] Coller Capital.

ENDNOTES
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t i t a n b a y. c o m

Harness the 
power of private 
markets.




