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The private equity secondary market is fairly
well known, and one could argue it has
become heavily trafficked in recent years.
Other secondary markets—such as those for
hedge funds and private credit—may be less
familiar to investors. While these markets are
smaller, transactions can offer compelling
returns. With the majority of return coming
from realization of discount to net asset value
(NAV), these investments can offer important
risk mitigation benefits as well. This may be of
particular interest today, against a backdrop of
quantitative tightening and declining liquidity.
Private equity fund investors seeking to sell interests on
the secondary market have been met with robust demand.
According to Preqin, the private equity secondary market has
grown over five times in the last decade. Today, private equity
secondary buyers collectively manage $300 billion with $127
billion of dry powder.1 (Display 1) This has resulted in high
transaction volumes at limited discounts to net asset value for
traditional private equity secondaries.
In contrast, alternative fund investors seeking to sell illiquid
assets not comprised of private equity have not been met with
this same level of demand. In fact, private equity secondaries
comprised more than 90% of all alternative fund secondaries
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in 2021,2 leaving less than 10% in hedge
funds, infrastructure, real estate, real
asset and private credit funds combined.
(Display 2)
Whereas the private equity secondary
market is characterized by large
intermediaries, transparent processes,
cooperative general partners, standardized
settlement mechanics and many wellcapitalized buyers, the opposite conditions
exist for other types of alternative fund
secondary markets. We believe this vastly
different demand dynamic presents a rich
opportunity set for buyers who are able to
pursue “undiscovered” secondary markets.
Buyers may benefit from less efficient
pricing and higher discounts to NAV.
Compared to private equity secondaries,
these higher discounts provide greater
downside protection and make the
strategy less reliant on growth in asset
values and leverage to achieve returns.
Below we delve into reasons why the
demand dynamic differs—why we think
that will persist—and why the dry powder
within the private equity secondary
market has not reached other alternative
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asset categories, notably hedge funds and
private credit.
Transaction Size
The average size of private equity secondary
funds raised in 1H 2020 was $4 billion.3
To efficiently deploy that capital, focusing
due diligence on material position sizes
and avoiding excessive line items, these
private equity buyers tend to target average
transaction sizes greater than $100 million.

While the total hedge fund market is
$4 trillion,4 the majority of that capital
is redeemable at NAV and unlikely to
require a secondary sale. When secondary
needs do arise in illiquid hedge funds, the
transaction size infrequently exceeds $50
million. Similarly, while private credit
assets under management have grown
substantially over the last decade, at $1.2
trillion5 the industry remains a fraction of
the size of the $6.8 trillion6 private equity

“Volume Report FY 2021”. Setter Capital. January 2022.
“Secondary Market Emerges as a Bright Spot for Private Equity in 1H 2020”. Preqin. 12 August 2020.
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“HFR Global Hedge Fund Industry Report – First Quarter 2022”. Hedge Fund Research Inc. March 2022.
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DISPLAY 3

Private Debt Assets under Management and Forecast, 2010 – 2026*
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market. (Display 3) As is the case for hedge
funds, this leads to lower transaction
volumes and smaller transaction sizes for
private credit secondaries. Because of their
need to traffic in fairly large size, private
equity secondary players find themselves
confined to the one market that can supply
large transactions today, traditional private
equity. And they continue to aim their dry
powder accordingly.
Asset Class
By mandate and experience, private equity
secondary players focus on funds that
contain control private equity positions.
Secondaries that arise in other types of
alternative funds may include private
equity, but typically span several asset
classes including credit, litigation, real
estate and real assets. Furthermore, the
fund manager (or sponsor) may or may
not have a control position. Private equity
secondary buyers are not apt to traffic
outside of their core asset class mandate,
leaving these other alternative categories
without a natural incumbent buyer.
Structure
Private equity fund structures are fairly
homogeneous. They are generally closedended with an investment period, a
harvest period and extension options;
they usually charge a management fee and

carried interest over a preferred return.
Investors typically own a pro-rata portion
of all investments in the fund. When
secondary opportunities arise in hedge
funds, the structures are quite disparate.
For instance, illiquidity could be the
result of an initial lock-up, a side pocket, a
suspension in redemptions or myriad other
reasons. Depending on the structure,
hedge fund secondary investors could
own a pro-rata portion of the fund or they
could own underlying assets in differing
portions. Fee structures are frequently
modified and may differ between liquid
and illiquid assets. These variables require
nuanced due diligence, presenting a
barrier to entry for potential buyers
unaccustomed to such complexities.
Relationships and Alignment
of Interests
While there are a small number of asset
managers that span alternatives, for the
most part the universes of private equity
managers and hedge fund managers are
distinct. Private equity secondary players
tend to have relationships with private
equity managers, but little familiarity
with hedge fund managers. Hedge fund
managers have no particular incentive to
cultivate relationships with private equity
secondary buyers. While private equity
managers have the incentive to find buyers
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able to meet unfunded commitments,
hedge fund investments are fully funded.
Therefore, hedge funds are generally not
as proactive in helping would-be sellers
find buyers—particularly buyers that are
not likely to support growth in the liquid
side of their businesses.
Process and Transparency
A traditional private equity secondary
transaction entails multiple rounds of
bids organized by an intermediary with
a well-populated data room and access
to the sponsor. Once the winning bidder
is determined, the closing mechanics are
fairly uniform. Financing is typically
available to the buyer, if desired. Buyers
and sellers of illiquid funds in other
alternative categories are not typically
able to engage in the same process.
Because of a combination of lack of size,
motivation and secondary experience,
information is not as readily accessible.
Buyers with historical knowledge of the
assets and an existing relationship with
the asset manager are better-positioned to
overcome this barrier to entry.
Discounts Are Worth the Effort
We believe that secondary investors
should expand their focus beyond the
well-trodden private equity secondary
market. While traversing in undiscovered
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secondary markets has challenges, it can
be rewarding. For buyers who are able
to navigate this more opaque terrain
and are willing to deploy less capital per

opportunity, the discounts to NAV can
be much greater. In a period of declining
equity and fixed income valuations, the
higher discount to NAV can provide
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portfolios much-needed downside
protection, shifting the driver of return
toward liquidity provision versus growth
in asset prices.

This communication is only intended for and will only be distributed to
persons resident in jurisdictions where such distribution or availability
would not be contrary to local laws or regulations.
Ireland: MSIM Fund Management (Ireland) Limited. Registered Office: The
Observatory, 7-11 Sir John Rogerson’s Quay, Dublin 2, D02 VC42, Ireland.
Registered in Ireland as a private company limited by shares under company
number 616661. MSIM Fund Management (Ireland) Limited is regulated by
the Central Bank of Ireland. United Kingdom: Morgan Stanley Investment
Management Limited is authorised and regulated by the Financial Conduct
Authority. Registered in England. Registered No. 1981121. Registered Office:
25 Cabot Square, Canary Wharf, London E14 4QA, authorised and regulated
by the Financial Conduct Authority. Dubai: Morgan Stanley Investment
Management Limited (Representative Office, Unit Precinct 3-7th Floor-Unit
701 and 702, Level 7, Gate Precinct Building 3, Dubai International Financial
Centre, Dubai, 506501, United Arab Emirates. Telephone: +97 (0)14 709
7158). Germany: MSIM Fund Management (Ireland) Limited Niederlassung
Deutschland, Grosse Gallusstrasse 18, 60312 Frankfurt am Main, Germany
(Gattung: Zweigniederlassung (FDI) gem. § 53b KWG). Italy: MSIM Fund
Management (Ireland) Limited, Milan Branch (Sede Secondaria di Milano)
is a branch of MSIM Fund Management (Ireland) Limited, a company
registered in Ireland, regulated by the Central Bank of Ireland and whose
registered office is at The Observatory, 7-11 Sir John Rogerson’s Quay,
Dublin 2, D02 VC42, Ireland. MSIM Fund Management (Ireland) Limited
Milan Branch (Sede Secondaria di Milano) with seat in Palazzo Serbelloni
Corso Venezia, 16 20121 Milano, Italy, is registered in Italy with company
number and VAT number 11488280964. The Netherlands: MSIM Fund
Management (Ireland) Limited, Rembrandt Tower, 11th Floor Amstelplein
1 1096HA, Netherlands. Telephone: 31 2-0462-1300. Morgan Stanley
Investment Management is a branch office of MSIM Fund Management
(Ireland) Limited. MSIM Fund Management (Ireland) Limited is regulated
by the Central Bank of Ireland. France: MSIM Fund Management (Ireland)
Limited, Paris Branch is a branch of MSIM Fund Management (Ireland)
Limited, a company registered in Ireland, regulated by the Central Bank
of Ireland and whose registered office is at The Observatory, 7-11 Sir John
Rogerson’s Quay, Dublin 2, D02 VC42, Ireland. MSIM Fund Management
(Ireland) Limited Paris Branch with seat at 61 rue de Monceau 75008 Paris,
France, is registered in France with company number 890 071 863 RCS.
Spain: MSIM Fund Management (Ireland) Limited, Sucursal en España is a
branch of MSIM Fund Management (Ireland) Limited, a company registered in
Ireland, regulated by the Central Bank of Ireland and whose registered office
is at The Observatory, 7-11 Sir John Rogerson’s Quay, Dublin 2, D02 VC42,
Ireland. MSIM Fund Management (Ireland) Limited, Sucursal en España with
seat in Calle Serrano 55, 28006, Madrid, Spain, is registered in Spain with
tax identification number W0058820B. Switzerland: Morgan Stanley & Co.
International plc, London, Zurich Branch Authorised and regulated by the
Eidgenössische Finanzmarktaufsicht (“FINMA”). Registered with the Register
of Commerce Zurich CHE-115.415.770. Registered Office: Beethovenstrasse
33, 8002 Zurich, Switzerland, Telephone +41 (0) 44 588 1000. Facsimile
Fax: +41(0) 44 588 1074.
Australia: This publication is disseminated in Australia by Morgan Stanley
Investment Management (Australia) Pty Limited ACN: 122040037, AFSL
No. 314182, which accept responsibility for its contents. This publication,
and any access to it, is intended only for “wholesale clients” within the
meaning of the Australian Corporations Act. Hong Kong: This document
has been issued by Morgan Stanley Asia Limited for use in Hong Kong and
shall only be made available to “professional investors” as defined under
the Securities and Futures Ordinance of Hong Kong (Cap 571). The contents
of this document have not been reviewed nor approved by any regulatory

SOLUTIONS & MULTI-ASSET

“UNDISCOVERED” SECONDARY MARKETS

authority including the Securities and Futures Commission in Hong Kong.
Accordingly, save where an exemption is available under the relevant law,
this document shall not be issued, circulated, distributed, directed at, or
made available to, the public in Hong Kong. Singapore: This publication
should not be considered to be the subject of an invitation for subscription
or purchase, whether directly or indirectly, to the public or any member
of the public in Singapore other than (i) to an institutional investor under
section 304 of the Securities and Futures Act, Chapter 289 of Singapore
(“SFA”), (ii) to a “relevant person” (which includes an accredited investor)
pursuant to section 305 of the SFA, and such distribution is in accordance
with the conditions specified in section 305 of the SFA; or (iii) otherwise
pursuant to, and in accordance with the conditions of, any other applicable
provision of the SFA. In particular, for investment funds that are not
authorized or recognized by the MAS, units in such funds are not allowed
to be offered to the retail public; any written material issued to persons as
aforementioned in connection with an offer is not a prospectus as defined
in the SFA and, accordingly, statutory liability under the SFA in relation to
the content of prospectuses does not apply, and investors should consider
carefully whether the investment is suitable for them. This publication has
not been reviewed by the Monetary Authority of Singapore.
BRAZIL. This document does not constitute a public offering of securities
for the purposes of the applicable Brazilian regulations and has therefore
not been and will not be registered with the Brazilian Securities Commission
(Comissão de Valores Mobiliários) or any other government authority in
Brazil. All information contained herein is confidential and is for the exclusive
use and review of the intended addressee of this document, and may not
be passed on to any third party.
CHILE. Neither the Fund nor the interests in the Fund are registered in
the Registry of Offshore Securities (el Registro de Valores Extranjeros) or
subject to the supervision of the Commission for the Financial Market (la
Comisión para el Mercado Financiero). This document and other offering
materials relating to the offer of the interests in the Fund do not constitute
a public offer of, or an invitation to subscribe for or purchase, the Fund
interests in the Republic of Chile, other than to individually identified
purchasers pursuant to a private offering within the meaning of Article 4
of the Chilean Securities Act (la Ley del Mercado de Valores) (an offer that
is not “addressed to the public at large or to a certain sector or specific
group of the public”).
COLOMBIA. This document does not constitute an invitation to invest or a
public offer in the Republic of Colombia and is not governed by Colombian
law. The interests in the Fund have not been and will not be registered with
the National Register of Securities and Issuers (el Registro Nacional de Valores
y Emisores) maintained by the Financial Supervisory Authority of Colombia
(la Superintendencia Financiera de Colombia) and will not be listed on the
Colombian Stock Exchange (la Bolsa de Valores de Colombia). The interests
in the Fund are being offered under circumstances which do not constitute a
public offering of securities under applicable Colombian securities laws and
regulations. The offer of the interests in the Fund is addressed to fewer than
one hundred specifically identified investors. Accordingly, the interests in the
Fund may not be marketed, offered, sold or negotiated in Colombia, except
under circumstances which do not constitute a public offering of securities
under applicable Colombian securities laws and regulations. This document
is provided at the request of the addressee for information purposes only
and does not constitute a solicitation. The interests in the Fund may not be
promoted or marketed in Colombia or to Colombian residents unless such
promotion and marketing is carried out in compliance with Decree 2555 of
2010 and other applicable rules and regulations related to the promotion
of foreign financial and securities related products or services in Colombia.
Colombian eligible investors acknowledge that the interests in the Fund
(i) are not financial products, (ii) are transferable only in accordance with
the terms of the Fund’s constitutional documents and (iii) do not offer any
principal protection.
Colombian eligible investors acknowledge Colombian laws and regulations (in
particular, foreign exchange, securities and tax regulations) applicable to any
transaction or investment consummated in connection with an investment in
the Fund, and represent that they are the sole liable party for full compliance
with any such laws and regulations. In addition, Colombian investors
acknowledge and agree that the Fund will not have any responsibility, liability
or obligation in connection with any consent, approval, filing, proceeding,
authorization or permission required by the investor or any actions taken

or to be taken by the investor in connection with the offer, sale or delivery
of the interests in the Fund under Colombian law.
MEXICO. Any prospective purchaser of the interests in the Fund must be
either an institutional investor (inversionista institucional) or a qualified
investor (inversionista calificado) within the meaning of the Mexican Securities
Market Law (Ley del Mercado de Valores) (the “Securities Market Law”)
and other applicable Mexican laws in effect.
The interests in the Fund have not and will not be registered in the National
Registry of Securities (Registro Nacional de Valores) maintained by the
Mexican Banking and Securities Commission (Comisión Nacional Bancaria
y de Valores). The interests in the Fund may not be offered or sold in
the United Mexican States by any means except in circumstances which
constitute a private offering pursuant to Article 8 of the Securities Market
Law and its regulations. No Mexican regulatory authority has approved or
disapproved the interests in the Fund or passed on the solvency of the Fund.
All applicable provisions of the Securities Market Law must be complied
with in respect of any sale, offer or distribution of, or intermediation in
respect of, the Fund interests in, from or otherwise involving Mexico, and
any resale of the interests in the Fund within Mexican territory must be
made in a manner that will constitute a private offering pursuant to Article
8 of the Securities Market Law and its regulations.
PERU. The interests in the Fund have not been and will not be registered
in Peru under Decreto Legislativo 862: Ley de Fondos de Inversión y sus
Sociedades Administradoras or under Decreto Legislativo 861: Ley del
Mercado de Valores (the “Securities Market Law”), and are being offered to
institutional investors only (as defined in article 8 of the Securities Market
Law) pursuant to a private placement, according to article 5 of the Securities
Market Law. The interests in the Fund have not been registered in the
securities market public registry (Registro Público del Mercado de Valores)
maintained by, and the offering of the Fund interests in Peru is not subject
to the supervision of, the Superintendencia del Mercado de Valores. Any
transfers of the Fund interests shall be subject to the limitations contained
in the Securities Market Law and the regulations issued thereunder.
URUGUAY. The offering of the Interests qualifies as a private placement
pursuant to section 2 of Uruguayan law 18,627. The Interests will not be
offered or sold to the public (Individuals or Companies) in Uruguay, except in
circumstances which do not constitute a public offering or distribution through
a recognized Exchange under Uruguayan laws and regulations. Neither the
Fund nor the Interests are or will be registered with la Superintendencia de
Servicios Financieros del Banco Central del Uruguay. The Fund corresponds
to an investment fund that is not an investment fund regulated by Uruguayan
law 16,774 dated September 27, 1996, as amended.
IMPORTANT INFORMATION

EMEA: This marketing communication has been issued by MSIM Fund
Management (Ireland) Limited. MSIM Fund Management (Ireland) Limited
is regulated by the Central Bank of Ireland. MSIM Fund Management
(Ireland) Limited is incorporated in Ireland as a private company limited
by shares with company registration number 616661 and has its registered
address at The Observatory, 7-11 Sir John Rogerson’s Quay, Dublin 2,
D02 VC42, Ireland.
Any index referred to herein is the intellectual property (including registered
trademarks) of the applicable licensor. Any product based on an index is in
no way sponsored, endorsed, sold or promoted by the applicable licensor
and it shall not have any liability with respect thereto.
All investments involve risks, including the possible loss of principal. The
material contained herein has not been based on a consideration of any
individual client circumstances and is not investment advice, nor should it be
construed in any way as tax, accounting, legal or regulatory advice. To that
end, investors should seek independent legal and financial advice, including
advice as to tax consequences, before making any investment decision.
The views and opinions are those of the Investment team as of the date
of preparation of this material and are subject to change at any time due
to market or economic conditions and may not necessarily come to pass.
The views expressed do not reflect the opinions of all Investment teams at
Morgan Stanley Investment Management or the views of the firm as a whole,
and may not be reflected in the strategies and products that the Firm offers.
Charts and graphs provided herein are for illustrative purposes only. This
material has been prepared using sources of information generally believed
to be reliable but no representation can be made as to its accuracy.
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The information contained in this communication is not a research
recommendation or ‘investment research’ and is classified as a ‘Marketing
Communication’ in accordance with the applicable European or Swiss
regulation. This means that this marketing communication (a) has not been
prepared in accordance with legal requirements designed to promote the
independence of investment research (b) is not subject to any prohibition
on dealing ahead of the dissemination of investment research.
MSIM has not authorised financial intermediaries to use and to distribute
this document, unless such use and distribution is made in accordance with
applicable law and regulation. MSIM shall not be liable for, and accepts
no liability for, the use or misuse of this document by any such financial
intermediary. If you are a distributor of the Morgan Stanley Investment

Funds, some or all of the funds or shares in individual funds may be available
for distribution. Please refer to your sub-distribution agreement for these
details before forwarding fund information to your clients.
The whole or any part of this work may not be reproduced, copied or
transmitted or any of its contents disclosed to third parties without MSIM’s
express written consent. All information contained herein is proprietary
and is protected under copyright law.
All information contained herein is proprietary and is protected under
copyright law.
Morgan Stanley Investment Management is the asset management division
of Morgan Stanley.
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