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The global investment management landscape has witnessed a 
number of changes. Sovereign Wealth Funds (SWFs) have 
grown in number and size and are now larger than the private 
equity and hedge funds industries combined with over $5 
trillion under management1. Most importantly, they are 
increasingly seen as active investors, with sophisticated 
governance structures and investment policies open to new 
markets and opportunities.

At the same time, Private Equity firms (PEs) have started to 
regain momentum after the 2008-2009 downturn, with capital 
calls coming back to 2007 levels and the largest funds showing 
improved performance. Given the lower level of recent 
investments and the increase in fundraising, they have also 
accumulated a significant amount of cash now ready for 
acquisitions. Despite some disappointments suffered 
throughout the crisis, private equity continues to be one of the 
most attractive alternative asset classes for institutional 
investors.

The relationship between SWFs and PEs is dynamic and 
continues to evolve every year. The capital allocated to private 
equity and hedge funds by SWFs dropped slightly during 20132, 
diluted by the rise of new funds not yet ready to invest in 
alternative investments. However, we have seen during the last 
six months a significant acceleration in the activity of private 
equity funds, including a number of divestments, and there are 
important indicators of their growing association with SWFs. 

SWFs as Limited Partners of PEs
Private equity firms operate in an increasingly challenging 
environment, struggling to create alpha and being forced to 
revisit their governance and the alignment of Limited Partners 
(LPs) and General Partners (GPs). Despite this climate, SWFs 
are still willing to partner with PEs in what appears to be a 
win-win situation: the GP gains access to large sums of capital 
in the midst of a tough environment and the LP leverages the 
industry and region/country expertise, network and 
performance of an experienced investor with a significant track 
record.

SWFs have become the largest group of LPs in the world. 
According to a research published by the University of Chicago3, 
Singaporean funds GIC and Temasek act as LPs in more than 80 
and 40 private equity funds, respectively. In an even more 
distinct case, CalPERS has generated $25.4 billion in profits 
over the last two decades from its Private Equity Program, with 
capital committed in almost 300 funds4. 

1 https://www.thecityuk.com/assets/Uploads/Fund-Management-2013-F.pdf 
2 https://www.preqin.com/docs/newsletters/pe/Preqin_PESL_Nov_13_Sovereign_Wealth_Funds.pdf
3 http://faculty.haas.berkeley.edu/morse/research/papers/MorsePE_SWFMarch2012.pdf
4 http://www.calpers.ca.gov/index.jsp?bc=/investments/assets/equities/pe/private-equity-review/home.xml

SWFs as Co-Investors along PEs
SWFs enjoy a unique position when it comes to dealing with 
PEs. Unlike pension funds, SWFs typically have no immediate 
liabilities to cover, and in many cases, they enjoy tax sovereign 
immunity, which gives them the flexibility to invest in more 
illiquid assets and over longer horizons. All the while, SWFs 
have gained in sophistication and are no longer keen to bear the 
traditional ‘2 and 20’ fee model – 2% of committed capital as 
management fee and 20% of any profits earned as carry. The 
hire of top-notch individuals or departments as a whole has 
allowed them to increasingly insource the asset management 
function with greater know-how and possibilities. 

The new investment model is typically characterized by the 
SWF investing alongside the PE. Co-investment fuels the 
possibilities for the GP while lowering the management fees 
and carry. If the LP matches the GP’s investment, fees are 
diluted to half (1% and 10% respectively), in line with what is 
happening in other alternative asset classes such as real estate 
and infrastructure.
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Important considerations

There is a broad variety of SWFs and PEs 
varying in structures and objectives. Some 
characteristics are crucial in determining the 
success of their long-term partnerships:

1 Horizon
By definition, private equity firms are medium-term 
investors, with a typical investment horizon ranging 

from three to seven years, while SWFs are long-term investors 
typically looking beyond 10 years. For SWFs, this mismatch can 
represent both a challenge and an opportunity when entering 
into a limited partnership or into a co-investment scheme with 
the GP. Stabilization funds have generally shorter investment 
horizons, and may, therefore, be less challenged to invest in 
private equity.

2 Stage
Private equity is a broad grouping that can refer to 
funds as different as venture capital, mezzanine, 

growth capital or secondaries. Some SWFs seem more prone 
to invest in venture capital – for example, KIA has NTEC, a 
subsidiary dedicated to this type of initial investments and 
Singaporean funds GIC and Temasek are known for their 
commitment to technological start-ups, through wholly-
owned subsidiaries Global Technology Group and Vertex 
Venture Holding, respectively. Others like Future Fund seem 
to focus on more established private equity firms such as Apax 
Partners5.

3 Recognition
While some private equity funds have struggled to 
raise capital throughout the crisis, the top-tier firms 

do not seem to have difficulties attracting capital 
commitments. Their shareholding structures are increasingly 
dominated by SWFs, and their investor relations teams keep 
growing – KKR for example, is said to have 50 full-time 
employees looking after its LPs6.

4 Reach
SWFs partner with PEs to leverage their extensive 
track record, industry expertise and specialized 

local funds. Private equity firms are experts in markets where 
SWFs are still newcomers, so a joint investment does not only 
reduce the management fees but it also makes a good business 
case. Certain SWFs have chosen investors with a significant 
track record in Africa (e.g. Actis Capital) or Latin America (e.g. 
BTG Pactual7) to enter markets otherwise difficult to penetrate.

5 Cultural component
With more than a quarter of the assets managed 
globally by SWFs coming from the Middle East, it 

does not come as a surprise that LPs and GPs can have different 
opinions regarding certain industries and activities. A number 
of private equity funds have invested in alcohol, gambling and 
pork matters, and have suffered a substantial pressure from 
their limited partners from the Gulf. SWFs and PEs can also 
have differences over investment in distressed companies or 
situations that can potentially carry reputational risks.

6 Co-investment with PE
As noted previously, co-investment gives the 
opportunity for SWFs to leverage the PEs’ network 

and track record while reducing management fees. But the 
most important factor for a SWF to enter into a co-investment 
scheme with a PE is the alignment of interest and governance. 
LPs do not generally like when the GP makes money ahead of 
them and try to structure the deal so that this does not happen. 

7 Politics
The relationship between SWFs and PEs must 
sometimes deal with political tensions and 

historically vetoed investments. Despite the failed entries of 
large Sino Government-related corporations in the US (e.g. 
CNOOC, Huawei), Chinese SWFs CIC and SAFE are 
cornerstone investors in US private equity firms Blackstone 
and TPG8 among others. It is important to understand how 
these stakes play a part in the relationship with the rest of LPs, 
including the North-American retirement funds.

5 http://blogs.wsj.com/deals/2009/02/23/european-pe-firm-apax-sells-10-stake-to-asian-pacific-investors 
6 http://resultsbrief.bain.com/pdfs/Bain_and_Company_Global_Private_Equity_Report_2013_public.pdf 
7 http://www.ft.com/cms/s/0/4758b90e-0160-11e0-9b29-00144feab49a.html
8 http://www.ft.com/cms/s/0/d793921e-3714-11dd-bc1c-0000779fd2ac.html#axzz30G6QSeUw
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What’s next?

Private equity firms are increasingly deploying their 
accumulated dry powder and capital for new deals. 
Whether in dividend recapitalizations, secondaries, or just 
new investments, these vehicles will surely undertake 
important investments in a variety of industries in the 
immediate future. Based on the activity of the last six 
months, we would expect a strong supply of existing and 
new private equity funds in the short term.

Sovereign Wealth Funds have at the same time 
experienced unprecedented development and are expected 
to remain active in not only direct investments but also 
co-investment schemes. Most likely, these investors will 
keep increasing their exposure to private equity, either as 
Limited Partners or as Co-Investors, driving the demand of 
these funds and potentially playing an increasingly leading 
role in the investment decisions. 

Based on these trends, it is safe to assume that the 
relationship between SWFs and PEs will keep evolving and 
changing as never before. The new phase driven by both 
supply and demand will likely be very different from what 
we have seen.


