Preqin Research Report
Private Equity Investor Survey
August 2009

Preqin Research Report:
Private Equity Investor Survey
August 2009

M

uch has changed in the private equity industry
in the past year. The global financial crisis has
had a massive impact on the asset class, not just on
the investments made by fund managers, but also on
the institutional investors in private equity funds, their
opinions of the industry and their ability to make fresh
commitments.

Using Investor Intelligence, Preqin’s database containing
profiles for over 4,000 investors in private equity, we
conducted a survey of 100 significant institutional
investors over a single week in July 2009 to obtain a
unique snapshot of their views of the industry at the
current time and to see how active LPs anticipate being in
the asset class in the coming months and years.

The evidence for this can clearly be seen in recent
fundraising figures: in Q2 2009, 89 private equity funds
reached a final close securing $79.7bn between them,
considerably less than the $194.5bn raised by the
274 funds to hold a final close in the same quarter the
previous year.

Impact of the Financial Crisis on Investor Attitudes to
Private Equity

Despite this, we are beginning to see the first signs of
recovery, with capital raised in Q2 2009 representing a
25% increase on the $64bn secured in Q1 2009. Overall,
however, fundraising is still clearly far from reaching the
levels seen in recent years. But to what extent is this drop
in fundraising a result of shifting investor attitudes to the
asset class, how permanent is the apparent decline in
investor appetite for funds and when are investors likely
to return to the market?

We asked investors whether they had made any
commitments to private equity funds so far this year, and
a considerable 59% informed us they had not, as shown
in Fig. 1. Furthermore, 44% told us that their private
equity investment plans had changed as a result of the
financial crisis. 43% of those investors whose plans had
changed went on to tell us they expected to make fewer
investments in the next 12 months than in recent years.
An additional 9% did not anticipate making any further
commitments in the coming year as a result of the current
financial climate, as shown in Fig. 2.
Although it is possible to focus on investors that have
changed their investment plans as a result of the financial
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Current Level of Private Equity Allocations Compared to Target
Allocations

Proportion of Investors Seeing a Shift in the Balance of Power
Between LPs and GPs in Fund Terms and Conditions Negotiations

60%

60%
54%

50%

40%

30%

27%

27%

Apr-09
Jul-09
18%

20%

17%

10%
2%
0%
Towards The LP

No Change

Proportion of Investors

Proportion of Investors

55%

0%

Towards The GP

40%

44% 44%
34%

30%
20%

50%

49%

50%

26%

Below
Target
Allocation
At Target
Allocation

24%

17%
12%

10%

Above
Target
Allocation

0%
Global

Unsure

crisis, it is worth noting that more than half of investors
(53%) told us their plans had not changed significantly as
a result of the financial downturn and 41% had already
made at least one private equity fund commitment so far
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Fig. 6:
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Furthermore, whilst just 12%
of European investors are at
present exceeding their target
allocations to private equity, almost
a quarter (24%) of North American investors informed us
that they were above their target allocations. Likewise,
44% of European investors also have yet to reach their
target allocations in contrast to 26% of North American
investors.
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change, in comparison to 54% just three months earlier.
However, though many investors felt there had been a
shift of power towards the LP, most felt that the change
had not been overly significant, with many saying it was
only GPs operating in certain areas of the market that
had become more accommodating of investor demands,
whilst “the mid-market and smaller funds are still
generally getting 2 and 20,” according to a Nordic asset
manager. Perhaps the onus is on LPs to use the situation
to their advantage to secure a better deal in relation to
the fees charged; a US foundation told us that although
GPs with the more attractive opportunities were still
unlikely to adjust their terms and conditions, “LPs should
certainly be taking the opportunity to push for more on
balance.”
Current LP Views of the Private Equity Market
With private equity valuations lagging behind public

3%

markets, private equity portfolios
did not immediately reflect the
new financial situation and, as a
consequence, many private equity
investors found the proportion
of their portfolios allocated to
private equity rising significantly
as their investments in public
equities declined in value. The
past six months, however, have
seen private equity valuations
fall and, as Fig. 4 shows, just
17% of investors are now finding
themselves overcommitted
to the asset class, whereas a
considerable 34% of investors
have yet to reach their target
allocations.

Other
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Different types of institutional investor have experienced
the denominator effect to varying degrees, as illustrated
in Fig. 5, which compares average current and target
allocations to private equity amongst different institutional
investor types. Some have implemented certain
measures, such as raising target allocations to private
equity, in order to resolve the issues arising from the
effect.
Whereas approximately half of the public pension funds
and insurance companies we spoke to informed us that
they are currently below their targets, no endowment
plans told us they were underallocated to the asset
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Fig. 8:

Fig. 7:

Have Investors’ Private Equity Fund Investments Lived Up to
Expectations?
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class. In fact, a third of endowments told us they were
above their target allocations. 40% of family offices and
foundations also informed us that they were at present
exceeding their target allocations.

invest in buyout funds in the next 12 months. Although
approximately a quarter of these investors told us they
would not be investing in small to mid-market funds, none
would consider investing in mega buyout funds.

The economic downturn has presented a wide range of
opportunities to fund managers, and we asked investors
what fund types they felt were particularly attractive in
the current climate. As illustrated by Fig. 6, approximately
a third of investors believe small to mid-market buyout
funds are particularly appealing. 31% of investors told
us that distressed private equity, including distressed
debt, turnaround and other special situations funds, are
especially attractive at present. Secondaries funds have
continued to draw significant investor interest too, and
14% of LPs found other areas of the market attractive,
including cleantech funds and vehicles targeting
emerging markets.

Investors’ Expectations for the Valuations of Their
Private Equity Portfolios

We also asked investors which areas of the private
equity market they would be avoiding this year that
they would have considered investing in previously.
39% of respondents told us there were actually no fund
types that they had previously invested in that they
would be avoiding in the coming year. However 42% of
investors informed us that they would not be seeking to

Fig. 8 shows how investors feel their overall private equity
portfolios have lived up to their expectations. It is clear
that the recent financial turmoil has had a considerable
impact on the way investors view their portfolios, with
26% of respondents to our July 2009 survey informing us
that investments have fallen short of their expectations,
compared to 22% in December 2008 and just 2% in
December 2007. However, 67% of investors still state
that private equity has met their expectations, and many
reasoned that the long-term nature of the asset class
meant that, although their portfolios were not performing
as well as they hoped at present, they recognise the
consistently high returns private equity has provided
over the long term. A Dutch private sector pension fund
said that its “private equity investments have lived up
to expectations relative to public equity investments,”
although it is “disappointed with control and risk
management and that so much leverage was used.” A
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Fig. 9:
What Returns Do Investors Expect from their Private Equity Portfolios?
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US endowment told us that “private equity has helped
strengthen [its] portfolio during this financial crisis.”
The return expectations of investors have shifted
significantly in the past 18 months, as shown in Fig. 9.
In December 2007, just 17% of investors expected their
private equity portfolios to outperform public markets by
a margin of more than 4%, but in the current financial
climate, 64% of investors expect returns of this level.

Fig. 10:
Investors’ Expectations for Valuations of Private Equity Portfolios in
Next Six Months

Although the majority of investors are seeking returns
from their private equity portfolios that exceed public
markets by a considerable margin, the recent global
financial turmoil and the changes in assigning values to
private equity portfolio holdings following the introduction
of FAS 157 have seen private equity valuations fall
in the past six months. We asked investors how they
expected private equity valuations to change in the next
six months, and the results are displayed in Fig. 10.
A significant 28% anticipated valuations would start to
rise again. A Finnish private sector pension fund told
us that the “private equity market is now following the
public market with a lag of about six months,” and so it
is “hoping private equity valuations will increase by early
2010” from their current levels. A further 31% thought
valuations were set to stabilise and would remain at
their current levels until 2010. 27% informed us that
they expected valuations would decrease further. The
remaining 15% were unsure how valuations would
change in the coming six months; a UK public pension
fund told us that, “because of the way portfolio holdings
are now accounted for, valuations are now following the
public markets,” and therefore it is not possible to say
how they will fare in this timeframe.
Investors’ Future Plans for Private Equity Investment
The past six months have seen a significant drop in
the rate of fundraising for the private equity industry
and 59% of investors have held off from making further
investments so far in 2009. One factor that has caused
this delay, at least initially, has been investors’ need for
liquidity, so we asked LPs whether they had any concerns
about meeting capital calls from their portfolio funds in the
next 12 months. The overwhelming majority told us they
did not, as shown in Fig. 11. Just 4% of investors have
definite concerns about being able to respond to fund call
ups. The improvement in investor confidence in being
able to fund capital calls can be explained in part by the
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Fig. 11:
Proportion of Investors with Concerns about Meeting Fund Call Up
Obligations in Next 12 Months

capital to reinvest in the asset class. We asked investors
about their expectations for the rate of distributions in the
next 12 months. Just under a third expected distributions
to decrease further and 41% expected distributions to
remain at the same rate. One investor, a US insurance
company, told us that it has “no distribution expectations,
and anything [they] get back is gravy.” However, 28% of
investors anticipated distributions would pick up again
following a slow start to 2009 as exit opportunities for
portfolio holdings improve.
Future Private Equity Investments

measures implemented by GPs including, according to a
Swiss family office, being “slow to call capital and when
they do, [being] careful to explain it,” since “GPs have
been careful over the last nine months or so, as they are
afraid LPs might be defaulting on investments.”
A drop in the rate of distributions from existing private
equity holdings has also left many investors without

Less than half of the investors we polled had committed
to private equity funds in the past six months. But
when can we expect more LPs to return to the market
and make fresh commitments? As Fig. 13 shows, a
considerable 79% of investors expect to make new
commitments to funds either this year or next, showing
that large numbers of investors can be expected to
recommence investment in the asset class in the next 18
months. In fact, more than half of investors are seeking
to make commitments before the end of 2009. Just 7%
told us they would not be investing further in the next two
years. This is encouraging news for fund managers either
currently in the market or intending to start fundraising in

Fig. 12:
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Fig. 14:

Fig. 15:

Likely Changes to Number of GP Relationships Maintained by LPs in
Next Two Years

Proportion of Investors Intending to Invest in Next 12 Months that will
Consider Forging New GP Relationships for These Investments

the coming months.
We asked investors whether they anticipated the number
of GP relationships they maintain increasing, decreasing
or remaining the same over the next two years. 46%
intended to maintain the same number of fund manager
relationships, though this could involve ceasing to invest
with some managers and forging new relationships with
others. Just 15% of investors expected to reduce the
number of GPs represented in their portfolios. Almost a
third, 31%, expected the number of GP relationships they
have to increase over the next couple of years.
With many investors currently approaching private
equity investments with a greater degree of caution
than they have in the past, what are the prospects for
managers seeking to establish new relationships with
LPs? We asked investors whether they would consider
investing with GPs with which they do not already have
a relationship in the next 12 months. As Fig. 15 shows,
64% of investors will consider forming new relationships
with GPs, compared to just 25% that will only be looking
to re-up with existing managers in their portfolios.
Although this is encouraging evidence for GPs, many
investors stated that a GP they had not invested with

before would have to present them with an especially
compelling opportunity for them to consider investing.
Finally we asked investors whether they expected their
allocations to private equity to increase in the next 12
months and, in addition, whether they foresaw their longterm target allocations increasing over the next three to
five years. As Fig. 16 shows, in the short term, investors’
allocations to private equity are expected to remain
broadly the same, with just 11% of investors informing
us that they expected the overall level of their exposure
to the asset class to go up, whilst the vast majority, 80%,
expected their current allocations to private equity to
remain at the same level as a proportion of their overall
investment portfolios.
However, it is clear that investor appetite for private
equity is still strong and that most LPs still intend to
remain active in private equity over the longer term,
with just 6% of investors in the asset class anticipating
decreasing their target allocations in three to five years.
In fact, 30% expect to increase their target allocations
over the next few years, showing that, though investors
have been holding off from investing in the asset class
more recently, as the markets stabilise, actual investor
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Fig. 16:
Investors’ Intentions for their Private Equity Allocations
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transparency from prospective
GPs and therefore it is essential
that managers make sure that all
fund documentation is prepared
prior to hitting the road. GPs
should also be prepared for the
fundraising process to take longer
than in previous years, with funds
that reached a final close so far
in 2009 taking a record-breaking
average of 18.3 months to raise
their capital. Managers that
expect to enter the fundraising
market in 2010 with their next
vehicles should make sure to
remain in regular contact with their
existing investors this year to put
them in the best position when
approaching them about fresh
commitments next year.

appetite for the asset class will remain strong.
The Challenge for Fund Managers
Preqin’s Investor Intelligence database
is a vital tool for all professionals
involved in the capital raising process
for private equity funds. It contains
up-to-date profiles for more than 4,000
investors in private equity, including key
information on investment preferences,
investment plans both for the next 12
months and over the longer term, and
key contact information for appropriate
personnel at each institution. For more
information or a free trial to Investor
Intelligence, please contact
info@preqin.com.

Although investor appetite for private equity has taken
a slight knock following the market downturn, most
investors recognise the long-term nature of the asset
class and intend to remain in it for the foreseeable future.
For fund managers seeking fresh commitments in the
year ahead however, the evidence is clear: investors
will be returning to the market but will be more cautious
and invest at a slower rate than they have in the past. At
the same time, more than 1,600 funds are on the road
seeking capital, close to record-breaking levels. The
challenge, therefore, for fund managers seeking to raise
capital in the coming year will be to stand out from all
their competitors and to effectively promote their vehicles
to the most appropriate audience.
There are many ways in which fund managers can
improve their chances of a successful fundraise. Many
LPs have informed us that they expect to see greater
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Preqin regularly releases research and information on fundraising and all other aspects of the private
equity industry as both research reports, and as part of our monthly Spotlight newsletter. To register to
receive more research and analysis, please visit www.preqin.com/spotlight
Preqin’s Investor Intelligence database is the most comprehensive source of profiles for institutional
investors in private equity from around the world available today, featuring investment plans, direct contact
details for the most important and relevant people, past investments, preferences by type, size and
geography, plus lots more. The database is maintained via direct contact from our team of multilingual
analysts, and as a result features a lot of exclusive news only available to our subscribers. To register for a
trial, please visit: www.preqin.com/trial
If you have any comments on this report, please contact:
info@preqin.com

