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ABSTRACT 

 

This paper investigates the performance of private equity funds in emerging markets 

based on data of individual fund level returns from 1995 to 2013 obtained from Preqin. 

The research focus of this thesis lies on performance drivers and return persistence. 

The analysis is divided in two parts. The first part investigates the relationship between 

fund performance and fund characteristics focusing on the GP location, the investment 

focus, as well as the fund size, sequence number, and GP experience. The key objec-

tive is to determine significant emerging market-specific performance factors. Our 

results suggest that funds with a clear geographic investment focus earn significantly 

higher returns. The second part aims to find evidence for persistence in the perfor-

mance of emerging market private equity funds. The findings corroborate the 

hypothesis that unlike in developed markets, performance persistence still exists in 

emerging markets. 

 

KEY WORDS: Emerging markets, Private equity, Performance metrics, Performance 

persistence, Fund characteristics, Capital inflows. 

 

 

 

 

 

 

 

 

 

 

 

 



 
 

 

 

RESUMO 

 

Esta tese investiga o desempenho de fundos de private equity em mercados 

emergentes, com base em dados de retorno a nível individual dos fundos de 1995 a 

2013, obtidos por meio da base de dados Preqin. O foco de pesquisa desta tese é nos 

drivers de performance e persistência de retornos. A análise é dividida em duas 

partes. A primeira parte investiga a relação entre a performance e características do 

fundo, com foco na localização do administrador (GP), foco do investimento, assim 

como o tamanho do fundo, número de sequência do fundo, e experiência do GP. O 

principal objetivo é determinar fatores de performance significativos específicos de 

mercados emergentes. Os resultados sugerem que fundos com um claro foco 

geográfico de investimentos obtém retornos significativamente mais altos. A segunda 

parte visa encontrar evidências de persistência na performance de fundos de private 

equity de mercados emergentes. Os achados corroboram a hipótese de que, 

diferentemente de mercados desenvolvidos, persistência de performance ainda existe 

em mercados emergentes. 

 

PALAVRAS CHAVE: Mercados emergentes, Private Equity, Métricas de 

performance, Persistência de performance, Características dos fundos, Entradas de 

capital. 
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1 INTRODUCTION 

1.1 Motivation of Research 

International private equity funds have substantially increased their participation in 

emerging markets, from managing only 23% of funds closed in 2011 to 67% of funds 

in 2015. Despite challenges in 2016 such as increased market volatility and geopolitical 

factors, GPs still have a strong appetite for investments in emerging markets due to 

strong demographics and potential for high returns. Although aggregate value has 

risen to record levels, the number of buyout deals in emerging markets has decreased. 

2015 saw 430 deals announced or completed in emerging markets for a cumulated 

$53.4bn. Venture capital activity, on the other hand, has flourished with an aggregate 

deal value of $29.8bn in H1 2016, representing an increase of 7% from H1 2015 

(Preqin, 2017). Although fundraising in 2016 has slowed down as a result of more 

difficult conditions for emerging markets-focused private equity, the long-term potential 

for private equity in emerging markets remains, as macro trends such as economic 

liberalization, movement to market-based economies, and less reluctance to engage 

in third-party financing, are main drivers for private equity investments in emerging 

economies (Talmor & Vasvari, 2011, pp 63-64). 

1.2 Problem Statement and Research Gap 

Private equity as an alternative asset class has increasingly drawn interest in finance 

research. However, insight on private equity performance in emerging markets is still 

scarce and inconclusive. Apart from that, there is a considerable variation in buyout 

fund returns. While some funds realize IRRs of more than 50%, others have to write 

off their investments. The large gap between top and bottom performers suggests that 

there must be distinct fund characteristics that allow some funds to perform in emerg-

ing markets very well. This research, therefore, aims to find out what are the 

performance drivers of successful emerging markets-focused private equity funds and 

how persistent fund performance is. The empirical insights of this thesis can help in-

vestors in their investment decision process. 
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1.3 Research Objectives 

This paper investigates the performance of private equity funds in emerging markets 

based on data of individual fund level returns (net of fees) from 1995 to 2013 obtained 

from Preqin. The research focus lies on performance drivers and return persistence. 

The empirical analysis is divided in two parts. The first part investigates the relationship 

between fund performance and fund characteristics focusing on the GP location, the 

investment focus as well as the fund size, sequence number, and GP experience. The 

key objective is to determine significant emerging market-specific performance factors. 

The second part aims to find evidence for persistence in the performance of emerging 

market private equity funds, in other words, if there exists an autocorrelation with the 

return of the preceding fund raised by the same fund manager. 

1.4 Research Methodology 

The sample consists of individual fund return data in terms of IRR (net of fees) and 

fund characteristics including GP location, investment focus, fund type, fund size, se-

quence number, and the age of the partnership at vintage of emerging market focused 

funds, from 1995 to 2013, derived from the Preqin database. The age of the partner-

ship at vintage, which will be used as a proxy for the fund manager’s experience, is 

determined by including the year of establishment. Finally, the data for economic var-

iables such as the GDP growth rate in emerging markets is collected from World Bank. 

Market data for the MSCI EM index is retrieved from Bloomberg. 

The main challenge when analyzing private equity performance data is that the data is 

by definition private and, therefore, publicly available fund-specific information is rare. 

However, in the last few years, several commercial data providers emerged focusing 

on this specific research area. Apart from commercial databases, researchers also 

often cooperate with institutional investors such as fund of funds to gain access to 

proprietary databases. At this point, it is important to notice that no database is ex-

haustive and different providers use different strategies for obtaining the data. This 

paper focuses on net fund level data, since institutional investors typically focus on 

fund level information rather than individual portfolio firm data when making their allo-

cation decision. The most comprehensive provider of private equity data is Preqin, 

which covers more than 2,700 fund managers in developed and emerging markets. 
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This thesis uses Preqin’s Academic Services offering exclusive access to its private 

equity data. 

In a preliminary step, this thesis analyzes the descriptive statistics of the sample to get 

an overview of the private equity performance with respect to fund characteristics 

across markets, fund types, fund sizes, and time. In the first empirical part, a cross-

sectional regression analysis is conducted to study how the fund’s performance is re-

lated to fund and GP characteristics. The second part focuses on the persistence of 

fund returns in emerging markets. Therefore, the relationship between the fund’s per-

formance and the performance of GP’s preceding fund is analyzed with an 

autoregressive model. To ensure the internal validity of the analysis, several robust-

ness tests are conducted with model specifications including controlling for fixed 

effects. Therefore, in the empirical part, there is an estimation of eight different speci-

fications for the return parameters, IRR and distributed-to-paid-in [DPI] multiple. In 

addition to that, year fixed effects are controlled. 

1.5 Thesis Structure 

After the introduction (1), which covers the motivation of this paper, as well as the re-

search objectives and the methodological approach, this thesis provides an overview 

of the private equity industry (2). Here, the focus lies on PE as an asset class, the key 

players in the industry, the investment process, and transaction structure. Apart from 

that, this thesis takes a closer look at the value creation and commonly used perfor-

mance metrics in private equity, before comparing key aspects of PE in developed and 

emerging markets. In the subsequent section (3), the theoretical framework is build 

based on related research literature and five hypotheses are developed, which are 

tested in the empirical part. After extensively describing the sample data and the meth-

odological approach (4), the empirical evidence is presented together with robustness 

checks (5). In the conclusion (6), results are summarized, and practical implications 

presented. 
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2 BACKGROUND 

2.1 Overview of Private Equity  

2.1.1 Private Equity as an Asset Class 

The term ‘Private Equity’ can be defined as any form of non-public equity investment 

in private companies. In some cases, it also refers to the buyout of a company listed 

on the stock exchange and subsequently taking it private (Leeds, 2015, p. 22). Private 

equity transactions typically have a medium to long-term investment horizon and are 

characterized by active ownership (Talmor & Vasvari, 2011, p. 4). The primary goal of 

a PE fund is to “exit” the portfolio firms after a period of value expansion (3-5 years 

under normal market conditions) to maximize the return for its investors, either through 

an initial public offering [IPO] or a sale to a strategic buyer. Fund managers may also 

sell their shares to another PE fund or back to the management, which is known as a 

management buyout [MBO] (Leeds, 2015, p. 23). Unlike strategic buyers, private eq-

uity funds are buy-to-sell investors (Corsetti et al., 2009, p.127). Their investment is 

not driven by potential synergies arising from the merger with the acquired company 

but by the value expansion of the portfolio firm above the original purchase price 

through active involvement with the portfolio companies. Apart from the active owner-

ship, the strong value creation expertise is another critical distinction of private equity 

investors from other more passive suppliers of capital such as banks, share- or bond-

holders (Leeds, 2015, p. 43).  

Figure 1: Private Equity Investment Stages  

Source: Leeds, 2015, pp. 43-44. 

Private equity involves various types of venture, mezzanine and buyout investing. De-

pending on the investment stage, private equity can be divided into venture capital and 

buyouts (Talmor & Vasvari, 2011, p. 29). As shown in Figure 1, venture capital is a 

Later stageSeed Start Up Expansion

Buyout

Venture Capital

Private Equity
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subset of private equity and refers to investments made in companies at an early stage 

of their development. Typical VC targets are young, innovative companies with high 

growth potential. VCs usually acquire a minority stake in the target company with little 

to no debt financing (Leeds, 2015, p. 29). Buyout funds, on the other hand, make in-

vestments in more mature companies, which may also include other financial 

instruments such as mezzanine or debt (Corsetti et al., 2009, p.125). Buyout funds 

purchase all or the majority of the shares in order to gain control over the target com-

pany. In case of LBOs (Leveraged Buyouts), by definition, significant financial leverage 

is used to acquire a controlling equity stake in a target company (Talmor & Vasvari, 

2011, p. 29). In consequence, these two sub-categories of private equity have very 

different risk-return profiles and should be analyzed separately (Groh & Gottschalg, 

2008, p. 6). 

2.1.2 Key Players and Investment Process 

The manager of a PE firm, also called general partner (GP), raises a fund to which 

institutional investors and other accredited investors, also called limited partners (LP), 

commit a certain amount of capital. The fund has a fixed life of typically 10 years with 

provisions to extend the partnership, usually in 1-year or 2-year increments (Choi, Met-

rick & Yasuda, 2011, p. 2). Once the fund is established, the GP is responsible for the 

whole process from deal origination to exit and invests the capital in the first 3 to 5 

years (Talmor & Vasvari, 2011, p. 23 & p. 28). The LP, as a passive investor in the 

fund, has no influence on individual investments and pays fees for the GP’s services 

(Leeds, 2015, p. 24). The GP compensation includes an annual management fee of 

1% - 3% of the total committed capital from LPs, carried interest which usually is 20% 

of the profits from sale of a portfolio company, and deal and monitoring fees which are 

paid by the portfolio companies (Talmor & Vasvari, 2011, pp. 32-34). After investing in 

the first 3 to 5 years the GP raises the next fund. Private equity firms are typically 

organized as partnerships or limited liability corporations. Some of the most well-known 

private equity firms are Apollo, Bain Capital, Blackstone, Carlyle, KKR and TPG (Texas 

Pacific Group) (Talmor & Vasvari, 2011, p. 23). Even the largest PE firms are still small 

compared to the companies in which they invest with only the largest GPs having more 

than 200 investment professionals (Talmor & Vasvari, 2011, p. 23). There are several 

types of limited partners in private equity funds. The most common are large financial 
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intermediaries including public and private pension funds, banks and insurance com-

panies, university endowments, family offices, fund of funds, and sovereign wealth 

funds (Talmor & Vasvari, 2011, pp. 26-27). These institutions manage and invest large 

pools of capital in a diversified portfolio of financial assets with different risk profiles 

ranging from low risk government bonds to so-called alternative investments including 

private equity. A specific characteristic of these investors is their long-term investment 

horizon allowing them to be less concerned with short-term market volatility and the 

illiquidity associated with private equity investments (Leeds, 2015, pp. 24-25). How-

ever, it is common for LPs to establish an advisory board that oversees and supports 

the GP with respect to the management of the partnership and resolution of any po-

tential conflict of interest issues that may arise. Typically, larger and more experienced 

LPs in the fund form the advisory board, which meets twice per year (Talmor & Vasvari, 

2011, p. 26).  According to Preqin, public and private pension funds, as well as endow-

ment plans and foundations, constitute the largest proportion of institutional investors 

in private equity with 45% (Preqin, 2017f, p. 6).  

 

 
 
Figure 2: Key Players and Investment Structure  

Source: Based on Talmor & Vasvari, 2011; Leeds, 2015. 

From a legal perspective, PE funds are formed as limited partnerships in which GPs 

manage the fund and LPs invest most of the capital. Depending on where the funds 

are based, they are usually structured as partnerships registered in different jurisdic-

tions. Typical locations for registration of U.S. PE funds are Delaware, the Cayman 
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Islands or Bermuda, whereas for U.K. or European-based funds it typically is offshore 

jurisdictions within the U.K such as Jersey (Talmor & Vasvari, 2011, p. 27). As men-

tioned before, PE funds are structured as so called “blind pools” of capital in which the 

GP has the sole responsibility for the investment and return of funds. Since PE funds 

are typically closed-end funds, LPs cannot withdraw their capital until the fund is liqui-

dated (Kaplan & Strömberg, 2008, p. 4). In fact, there are several distinctive 

characteristics of PE funds compared to other alternative investment funds according 

to Talmor and Vasvari (2011, p. 28): 

  

1) Fund life: PE funds have a predetermined lifetime of typically 10 years, with ar-

rangements to extend the partnership, typically in 1-year or 2-year steps. 

2) Capital commitment: Not all the committed capital is called immediately after the 

fund is closed. Capital calls are irregular, depending on when the GP identifies 

investment targets. 

3) Investment characteristics: PE funds mainly invest in private, not-listed, compa-

nies. These investments are highly illiquid.  

4) Investment process: On a basic level, the investment process can be divided in 

3 steps - fundraising, investment, realization of returns, and exit (Leeds, 2015, p. 

23). In the first 3 to 5 years after the final closing of the fund, the GP invests the 

fund capital in target companies and subsequently manages the investment. As 

the investments are gradually divested, the GP makes redistributions to the LPs in 

terms of cash or securities. At this point, there is a first indication of the fund per-

formance. Once all investments are liquidated, the limited partnership can be 

terminated. As the fund has a limited lifetime, GPs normally raise parallel new 

funds. The raising of subsequent funds is regulated in limited partnership agree-

ment (LPA) as the fundraising process is time consuming and expensive, 

particularly if a placement agent is used to facilitate the process. Typical rules in-

clude that the GP can raise a new fund only after 75% of the capital of the fund 

has been called or the investment period of the current fund has ended. The fund-

raising process can take several months. For a first closing of the successor fund, 

GPs usually turn to their existing investors (Talmor & Vasvari, 2011, p. 28). 
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Figure 3: Investment Process (Timeline) 

Source: Leeds, 2015, p. 23.  

2.1.3 Structure of Private Equity Transactions 

Figure 4: Structure of PE Transactions 

Source: Sommer, 2013, p. 17. 

Figure 4 depicts a typical structure of private equity investments. The limited partner-

ship is a fund that raises capital and makes investments. The general partner, which 

is a special purpose entity established and owned by private equity firm, provides 1% 

of the total capital (although some GPs invest more) while the LPs contribute 99% of 

the capital in the limited partnership (Kaplan & Strömberg, 2008, p. 4). For each in-

vestment, a special purpose vehicle (SPV), denominated as “NewCo”, is formed to 
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raise funds and acquire the target company. The capital structure of a SPV/NewCo 

typically consists of fund capital, management participation, and bank leverage. The 

new management of the target company (which can also be the pre-deal management 

team) also makes an equity contribution to the new company although the relative 

amount is small compared to the fund capital contribution (Kaplan & Strömberg, 2008, 

pp. 6-7). After the transaction, the debt is transferred to the target company in a “debt-

push-down merger”, as the NewCo is merged with the purchased company (Sommer, 

2013, pp. 18-19). More recently, private equity firms join forces and invest in the same 

target company in so called “club deals” (Jenkinson & Stucke, 2011, p. 6). This phe-

nomenon is mainly driven by deal size and location, as most funds have restrictive 

covenants regarding the absolute or relative amount of capital invested in a single 

company, as well as the focus on a particular region or industry. Club deals allow funds 

to benefit from additional expertise or resources in order to execute complex deals 

successfully (Officer, Ozbas & Sensoy 2010, p. 214; Kaplan & Strömberg, 2008, p. 6; 

Sommer, 2013, pp. 18).  

2.1.4 Private Equity Value Creation 

As Gottschalg & Berg point out, value generation in private equity is typically analyzed 

from the equity investor perspective (2005, p.7). In the following chapter, the focus will 

be on the value creation of buyout funds. Private equity firms apply three key levers of 

value creation to achieve their return targets depending on the type of fund and its risk 

profile (Talmor & Vasvari, 2011, p. 274):  

1) Operational Improvements (EBITDA Expansion) 

2) Multiple Expansion  

3) Financial Leverage (Delevering) 

Following the definition provided by Gottschalg & Berg, these are the primary levers of 

value creation which will be covered in the subsequent parts (2005, pp. 17-24). There 

are also secondary levers of value creation, including the reduction of agency costs 

(agency costs of free cash flows, incentive alignment, monitoring, and controlling) and 

the parenting advantage (restoring entrepreneurial spirit, advising, and enabling) which 

should be mentioned for the sake of completeness yet without further elaborating on 

them (Gottschalg & Berg, 2005, pp. 24-33). Figure 5 shows an example of the three 

key levers of value creation in private equity.  
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Figure 5: The three levers of value creation in PE 

Source: Jenkinson & Stucke, 2009; Talmor & Vasvari, 2011. 

Most private equity firms use their industry and operational expertise to add value to 

their investments (Kaplan & Strömberg, 2008, p. 14). To increase the operational per-

formance of the portfolio company the PE firm focusses on expanding the EBITDA, 

which basically can be achieved by increasing revenues (raising the number of goods 

or services sold, or prices) or by improving the margin (cutting direct and overhead 

costs) (Gottschalg & Berg, 2005, p. 20; Talmor & Vasvari, 2011, p. 275). Although all 

three approaches may be useful for a PE investor to boost the EBITDA, the focus often 

lies on cost cutting. Talmor & Vasvari list some of the most commonly used cost cutting 

initiatives applied by PE firms, including the reduction of overhead costs, consolidation 

of suppliers, streamlining operations and supply chain, and controlling of working cap-

ital, among others (2011, p. 275). With approximately 51% of the absolute value 

expansion, operational improvement is also the major driver of value creation, accord-

ing to a study of Achleitner, Braun & Puche (2015, p. 111). 
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Figure 6: Value Creation drivers in PE  

Source: Achleitner, Braun & Puche, 2015. 

When analyzing the multiple expansion, comparison is done between the entry and 

exit multiple. The entry multiple is what a PE fund pays when acquiring a target com-

pany. The exit multiple, on the other hand, is what the PE fund receives when selling 

the portfolio company. In buyout situations, typically the EBITDA multiple is used. 

When the exit multiple is higher than the entry multiple, it consists in a multiple expan-

sion (Talmor & Vasvari, 2011, pp. 275-276). There are two drivers of the multiple effect, 

market timing and the GP’s value creation resulting in improved future expectations. 

Market timing describes a multiple expansion due to favorable change in market valu-

ations. A multiple growth due to value creation reflects the PE firm’s ability to improve 

the future potential of the portfolio company (Gottschalg & Berg, 2005, pp. 23-24). Ac-

cording to Achleitner et al, both drivers have only a small impact generating 15% of 

the overall value (see Figure 6) (2015, p. 111; see also Talmor & Vasvari, 2011, pp. 

275-276). 

Financial engineering has a direct impact on the return and risk for a PE firm. It involves 

the optimization of the capital structure and the minimization of after-tax cost of capital 

of the portfolio company (Gottschalg & Berg, 2005, pp. 17-18). If the return of a portfolio 

company exceeds its cost of debt, the excess returns are captured by the PE fund. 

However, high leverage also increases the risk for the PE firm as it decreases its return 

if the return of the portfolio company drops below the cost of debt (Talmor & Vasvari, 

2011, p. 276). Apart from that, financial leverage influences company value since it 

creates a tax shield (Kaplan & Strömberg, 2008, pp. 18-19). On the other hand, it raises 
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the probability of financial distress and creates agency costs (Kaplan & Strömberg, 

2008, p. 15). Consequently, financial leverage increases the company value if the ex-

pected tax shield outweighs the expected costs of financial distress and agency costs. 

With respect to equity return for the PE firm, delevering increases the equity share in 

the capital structure of the portfolio company (Talmor & Vasvari, 2011, p. 276). As 

depicted in Figure 6, the leverage driver contributes 31% to the overall value creation 

(Achleitner, Braun & Puche, 2015, p. 111). 

2.1.5 Private Equity Performance 

There are various performance measures to evaluate the PE portfolio companies dur-

ing the holding period. As the investments are gradually divested through the sale of 

portfolio companies or public offerings, cash flows are redistributed to the investors. 

Therefore, over the life of a PE fund, the performance is increasingly reflected by actual 

cash distributions instead of valuation estimates of portfolio companies (unrealized in-

vestments). Private equity funds typically use two different sets of measures: multiples 

and internal rates of return (IRRs). The performance measures are computed during 

the life of the fund using valuation estimates. To determine the rate of return of a PE 

fund, the valuation of the residual assets in the portfolio and the exact timing and mag-

nitude of cash flows to investors are required (Talmor & Vasvari, 2011, p. 40). In the 

subsequent part, first the general concept of the different types of multiples are ex-

plained, before turning the focus on the IRR. In addition to that, relative performance 

measures, or benchmarks, such as the public market equivalent (PME), are discussed. 

Multiples 

On a general level, multiples are calculated by dividing the total value of returns of a 

PE fund by the capital invested. Multiples are easy to calculate and interpret, for ex-

ample, if the fund doubles the investors’ money, the fund multiple is 2. These three 

multiples are most commonly reported by PE funds: total value to paid-in ration (TVPI), 

distributed value to paid-in multiple (DVPI or DPI), and residual value to paid-in ratio 

(RVPI) (Talmor & Vasvari, 2011, pp. 40-41).  

Total value to paid-in ratio is the sum of the current value of residual investments in 

the fund and the total value of all distributions to date, divided by the total amount of 

capital paid in to date. It can also be interpreted as the sum of DVPI and RVPI. The 

TVPI reflects the minimum multiple that investors can expect from their PE investment 

and according to researchers it is the best interim performance measure during a 
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fund’s life as it shows the fund’s total (realized and unrealized) value as a multiple of 

the invested capital (Talmor & Vasvari, 2011, p. 42). The DVPI shows the net perfor-

mance of the investment and is the sum of distributions to the LPs as a ratio to the 

amount of capital invested by the LPs. This multiple is most useful in the end of the 

fund life when the committed capital has been fully invested (Talmor & Vasvari, 2011, 

p. 41). Finally, the RVPI reflects the ratio of the net asset value of the PE fund (in terms 

of the unrealized gains) to the invested capital. It is most relevant in the early stage of 

the fund life as it shows the current value of remaining portfolio companies in the fund. 

Consequently, it is highly dependent on the valuation estimates of the fund (Talmor & 

Vasvari, 2011, p. 41).  

On a stand-alone basis, however, multiples have a limited validity. As Talmor & Vasvari 

point out, the main drawbacks of multiples are the investment duration as well as the 

underlying risk through leverage not taken into account. Apart from that, the reinvest-

ment of early realizations is also disregarded (2011, p. 42).   

Internal rates of return (IRRs) 

The interim IRR is calculated during the life of a PE fund and it is the discount rate that 

makes the present value (PV) of all capital drawdowns equal to the PV of all capital 

distributions to the limited partners plus the net asset values. The final IRR can be 

obtained when the fund is liquidated. It is the discount rate making the PV of all capital 

drawdowns equal to the PV of all cash distributions to the LPs since the net asset value 

of remaining portfolio companies converges to zero. In this context, it is necessary to 

take a closer look at the J-curve effect, also known as “hockey stick”, which reflects 

the cumulative (interim) IRR or CFs of private funds. As Figure 7 shows, during the 

early life of a fund, capital drawdowns driven by investment costs and management 

fees lead to negative interim IRRs. Also, in line with conservative valuation guidelines, 

portfolio companies are valued at acquisition cost, and only if the value increases sub-

stantially, the valuation is adjusted upward. Value losses, on the other hand, are 

accounted for immediately. Over time, as valuations catch up and proceeds from suc-

cessful exits are generated, the IRR appreciates (Talmor & Vasvari, 2011, pp. 45-46).  
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Figure 7: The J-curve effect 

Source: Talmor & Vasvari, 2011, pp. 45-46. 

The IRR also has several drawbacks that investors should be cautious when using the 

IRR as a performance measure. One of the main problems of the IRR is its complexity 

due to high sensitivity to the timing and the magnitude of cash flows (Talmor & Vasvari, 

2011, p. 44). As mentioned by Talmor & Vasvari, due to the high sensitivity of the IRR, 

the GP has incentives to elevate the IRR when raising money for a new fund by ma-

nipulating the CF timing (2011, p. 44). Another flaw of the IRR is its implicit 

reinvestment assumption. It states that after a portfolio investment is liquidated and the 

money is distributed, LPs can find another investment opportunity with the same prof-

itability to place the received money. However, this assumption has to be challenged, 

as it is not guaranteed that a PE investor will find an investment opportunity as profit-

able. Therefore, the effective return typically differs from the stated IRR. The problem 

of the reinvestment assumption can be overcome with the modified IRR (MIRR), which 

assumes that the committed capital to the PE fund is invested in a savings account at 

a hurdle rate of typically 8% p.a. The called capital is withdrawn and cash distributions 

are put back in this account.  

Benchmarks 

Another way to assess private equity performance is by looking at the returns relative 

to a benchmark such a public markets or peer groups. A peer group may contain com-

parable PE funds with a similar investment focus, the same vintage year, and the same 

geographical focus as the fund assessed (Talmor & Vasvari, 2011, p. 47). The public 

market equivalent (PME), on the other hand, is the standard measure used in the PE 
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industry and compares private equity returns (net of fees) with equivalent investments 

in the public market. It can be interpreted as a market-adjusted multiple of invested 

capital (Harris, Jenkinson & Kaplan, 2014, p. 1852). However, as extensively covered 

by literature on PE performance (see chapter 3), the PME approach omits important 

factors including the timing of cash flows of investments and the difference in operating 

and leverage risk between PE investments and investments in the public market (Tal-

mor & Vasvari, 2011, p. 48).   

After covering the theoretical background, the focus is now shifted on the private equity 

market environment in developed and emerging economies.    

2.2 Private Equity in Developed Markets 

2.2.1 Fundraising 

Figure 8: Private Equity Fundraising, Q1 2012 – Q2 2017 

Source: Preqin, 2017a, p.2. 

Figure 8 shows the recent global data for private equity fundraising in terms of the 

aggregate capital raised and the number of funds closed. In Q2 2017, more than 

$120bn have been raised and more than 200 funds secured a final close reflecting a 

continued period of strong fundraising of the last five years. The average fund size 

increased to $635mn in Q2 2017 as the capital raised in this period is spread across 

fewer funds compared to Q2 2016 (Preqin, 2017a, pp.2-3). As illustrated in Figure 9, 
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buyout funds constitute the largest amount of capital raised, with $88.5bn in Q2, ac-

counting for 73% of the all capital raised in this period. According to the Preqin report, 

(2017a, p.3), buyouts had a particularly successful quarter, exceeding their capital 

raised in Q2 2016 by $18bn. Global venture capital, on the other hand, has experi-

enced its lowest fundraising in Q2 2017 since 2014 in terms of the number of funds 

closed (92) and the aggregate capital raised ($16.1bn) (Preqin, 2017a, p.3). 

 

Figure 9: Private Equity Fundraising in Q2 2017 by Fund Type 

Source: Preqin, 2017a, p. 3 

Figure 10: Private Equity Fundraising in Q2 2017 by Primary Geographic Focus 

Source: Preqin, 2017a, p.2. 
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Figure 11: Private Equity Funds Closed by Proportion of Target Size Achieved  

Source: Preqin, 2017c, p.4. 

Figure 11 shows that the proportion of private equity funds closing below their target 

size decreased significantly in the last years, while the proportion of funds reaching 

their target size increased steadily since 2012. In the first half of 2017, 25% of funds 

even raised 125% or more. This development reflects an increasing appetite of PE 

investors whose capacity to reinvest capital into private equity has been supported by 

successive years of strong cash distributions leading to an abundance of fresh capital 

(Bain & Company, 2016, p.5).  
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2.2.2 Investments 

Figure 12: Private Equity-Backed Buyout Deals, Q1 2013 – Q2 2017 

Source: Preqin, 2017c, p.8. 

Figure 13: Venture Capital Deals, Q1 2013 – Q2 2017 

Source: Preqin, 2017c, p.9. 

As shown in Figure 12, 1,001 buyout deals were announced or completed in Q2 2017 

with an aggregate value of $83bn, which represents an increase of 51% over Q1 2017. 

The buyout volume and the number of deals in the first half of 2017 are 10% and 4% 

lower respectively compared to H1 2016. This can be attributed to increased asset 
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prices in the market, making it more difficult for GPs to find attractive investment op-

portunities (Preqin, 2017c, p.8).  

With 2,062, the number of VC deals decreased by 19% from Q1 2017 and 27% from 

Q2 2016. The aggregate deal volume of venture capital, however, hit a five-year high 

with $47bn in Q2 2017, representing an increase of 26% over the first quarter (Preqin, 

2017c, p.9). 

Figure 14: Aggregate Value of Private Equity-Backed Buyout Deals by Region 

Source: Preqin, 2017c, p.8. 

By region, in 2017, as in previous years, buyout activity in North America was propor-

tionally stronger than in Europe or Asia due to stronger economic fundamentals in the 

US (Bain & Company, 2016, p.9). North America and Asia experienced an increase in 

the aggregate deal value by 119% and 57% respectively from Q1 to Q2 2017, sug-

gesting an increase of investor confidence in these regions (Bain & Company, 2016, 

p.9). Meanwhile, the deal value in Europe and the Rest of World decreased by 26% 

and 29% respectively in the same period. According to the Preqin report, four of the 

five largest buyout deals of Q2 2017 were located in the US (Preqin, 2017c, p.8). 
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Figure 15: Private Equity Dry Powder by Fund Type, 2008 - 2017 

Source: Preqin, 2017c, p.10. 

In May 2017, dry powder, which can be defined as the committed capital waiting to be 

invested in portfolio companies, has reached a new record level of $906bn, an increase 

of more than $80bn since December 2016. Buyout dry powder retains the highest 

share with 62% of the total capital available for investment, while undeployed capital 

of growth funds, venture capital, and other private equity1 has seen the strongest 

growth since 2016 (Preqin, 2017c, p.10). The towering pile of dry powder reflects a 

challenging environment currently faced by GPs. High levels of dry powder fuel the 

already intense competition among GPs for attractive target companies resulting in 

rising entry multiples (see Figure 15). Apart from that, GPs face a growing competition 

from deep-pocketed strategic buyers and LPs making direct investments (Bain & Com-

pany, 2017, pp.18-19). 

  

                                                        
1 Other Private Equity includes Balanced, Co-Investment, Secondary and Turnaround funds. Real Es-

tate is not included.  
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Figure 16: Average LBO purchase price multiples 

Source: Bain & Company, 2016, p.13. 

LBO entry multiples reached record or near-record levels in the US and Europe at 

more than 10x EBITDA in the beginning of 2016. According to a recent Preqin survey, 

the majority of buyout fund managers view deal pricing as the biggest challenge facing 

the private equity industry in the near future (Preqin, 2017f, p.6). This surge in prices 

combined with the strong competition for assets makes it hard for GPs to put their dry 

powder into action even though they have enough cheap credit readily available. An-

other concern is the bearish market outlook expecting a looming recession that puts 

the current market prices into question (Bain & Company, 2017, pp.18-19). In such an 

environment, it is even more difficult for GPs to estimate how assets acquired today 

will achieve target returns.  
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2.2.3 Performance 

Figure 17: Private Equity – Median Net IRRs and Quartile Boundaries by Vintage Year 

Source: Preqin, 2017c, p.10. 

As illustrated in Figure 17, 2005 and 2006 vintage fund performance suffered the most 

from the economic downturn following the financial crisis of 2008. However, market 

recovery (by the end of 2010) caused a general rebound of fund returns of vintages 

2007 to 2012, suggesting that private equity performance has started again to pull 

away from public market performance. Top quartile funds even have increased their 

lead widening the gap to the median and bottom quartile (Bain & Company, 2016, 

p.30). The large variation in returns between top quartile funds and the bottom quartile 

funds, as illustrated in Figure 17, highlights the importance of a careful PE fund selec-

tion. With 14.2%, 2012 vintage funds have the highest median IRR in the examined 

period (Preqin, 2017c, p.10). 
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2.3 Private Equity in Emerging Markets 

The term “emerging countries” was first used by the International Finance Corporation 

in the 1980s to describe nine specific developing countries. However, since then, the 

term has been broadened to refer to all developing countries, not just a few with rela-

tively well-developed domestic equity markets. Currently, to be considered an 

emerging market, a country must meet two criteria. The first is to be in an international 

stage, moving from a closed to an open economy and having embarked on a reform 

platform. The second is to present a fast pace of economic growth, undertaking efforts 

to improve its economic performance in order to close the gap with the developed 

nations (Talmor & Vasvari, 2011, p.58-59). Emerging markets include all countries in 

Africa, Asia (excluding Hong Kong, Japan, and Singapore), Central & Eastern Europe, 

Latin America (South and Central America, the Caribbean) and the Middle East (ex-

cluding Israel) (Preqin, 2016, p.2). 

2.3.1 Fundraising  

Figure 18: Emerging Markets-Focused PE Fundraising, 2008 – 2017 YTD (as of May 2017) 

Source: Preqin, 2017e, p.3. 
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Emerging markets-focused private equity fundraising has experienced a downward 

trend in recent years, both in terms of the total number of funds closed and the aggre-

gate capital raised. It also decreased in relation to the total global fundraising (see 

Figure 18). Since 2011, when PE fundraising focused on emerging markets reached 

its peak, with 482 funds closed and $87bn raised, representing 51% of all funds and 

40% of capital raised globally, its relative share and absolute value have declined con-

tinuously. 2016 saw 187 emerging markets-focused fund close raising $45bn. This 

represents only 20% of all funds and 12% of capital raised - the lowest relative share 

in the examined period. So far, 2017 does not indicate a trend reversal, with only 61 

EM-focused funds closed and $16bn in capital raised (Preqin, 2017e, p.3). 

Figure 19: Emerging Markets-Focused PE Fundraising by Geographic Focus, 2008 - 2017 YTD 

(as of May 2017) 

Source: Preqin, 2017e, p.3. 

With 85% of the total capital raised in 2017, Emerging Asia is a dominating force in the 

private equity landscape in emerging markets. Although its relative share has steadily 

increased since 2014, the absolute value has declined by 40% in the same period. 

Possible reasons for this development are China’s revised growth expectations and 
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commodity price declines combined with economic downturns in other emerging mar-

kets such as Latin America, or the geopolitical tensions in Central and Eastern Europe. 

Latin America is the second largest region in terms of EM-focused private equity fund-

raising representing only 4% of capital raised in 2016 (Preqin, 2017e, p.3). 

Figure 20: Emerging Markets-Focused PE Fundraising by Fund Type, 2008 - 2017 YTD (As of May 

2017) 

Source: Preqin, 2017e, p.3. 

Figure 20 shows emerging market-focused private equity fundraising by fund type from 

2008 to 2017.  In terms of funds closed, venture capital represents the largest number 

with 1,511. However, the most capital was raised by growth funds with $188bn as 

compared to $128bn raised by venture capital funds. According to the Preqin report 

(2017e), there has be a shift in PE fundraising for emerging markets in recent years. 

While fundraising was dominated by growth funds from 2008 to 2012 (followed by buy-

outs and VC), venture capital raised almost 40% of the total capital since 2013, while 

growth funds and buyouts raised significantly less (Preqin, 2017e, p.4). 
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Figure 21: Fund Manager Views on Institutional Investor Appetite for Private Equity by Investor 

Location (2016 - 2017) 

Source: Preqin, 2017e, p.5. 

Figure 21 shows fund manager views on the development of institutional investor ap-

petite based on a recent Preqin survey (2017e, p.5). It becomes apparent that the 

appetite of institutional investors for private equity has increased across regions in 

2016. Especially Asia experienced a strong increase in demand from institutional PE 

investors. 
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2.3.2 Investments 

Figure 22: Strategy Preferences of Emerging Markets- vs. Developed Markets-Based Investors 

in Private Equity 

Source: Preqin, 2017e, p.7. 

Figure 22 compares the strategy preferences of emerging markets and developed mar-

ket based PE investors. It is possible to see that buyout funds are preferred by 

investors in developed markets while investors based in emerging markets favor ven-

ture capital funds as well as growth fund vehicles. The greatest difference in preference 

can be observed for fund of funds, which are used to a significantly larger extent by 

investors based in developed markets (Preqin, 2017e, p.7). 
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Figure 23: Emerging Markets-Focused Private Equity Assets under Management, 2005 – 2006 

Source: Preqin, 2017e, p.8. 

Dry powder of emerging market-focused funds is continuously increasing in the ob-

served period, except for 2014. In September 2016, a new record level was achieved 

with $173bn in dry powder in emerging markets, which equals 31% of the total assets 

under management. It seems that the challenging environment which is observable in 

developed markets, with a strong competition for assets and an overheated market, 

i.e. the abundance of available capital but not enough attractive assets, is also appar-

ent in emerging economies.  
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2.3.3 Performance 

Figure 24: Emerging Market-Focused Private Equity Funds: Median Net IRR and Quartile Bound-

aries by Vintage Year 

Source: Preqin, 2017e, p.8. 

In emerging markets, 2008 and 2009 vintages experienced the lowest performance 

with a median IRR of 7.3% and 7.6% respectively. This can be again attributed to a 

lagged impact of the global financial meltdown of 2008. With respect to the gap be-

tween top quartile and bottom quartile fund performance, we can observe a similar 

development as in developed markets with a widening spread over time as 2012 vin-

tage funds in the bottom quartile took a hit. With 19.3%, the gap in emerging markets 

is even larger than in developed markets where the 2012 vintage gap amounts to ap-

proximately 15%. This strong variation makes clear that the GP choice is even more 

important for PE investors in emerging markets in order to achieve their target returns. 
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3 RELATED LITERATURE 

The increasing importance of private equity as an alternative asset class has drawn 

considerable interest in finance research as evidenced by Kaplan and Schoar (2005), 

Phalippou and Gottschalg (2009), Diller and Kaserer (2009), as well as Harris, Jen-

kinson and Kaplan (2014), among others. However, research on private equity 

performance in emerging markets is still scarce and inconclusive. One reason for that 

is the fact that private equity in emerging markets is a relatively new phenomenon and 

therefore, it is difficult to obtain information on individual fund performance due to the 

lack of transparency and consistency of publicly available buyout data. Different data 

sets may vary considerably across studies with respect to quality and selection bias. 

On the other hand, it can also be observed that studies based on the same data source 

reach different conclusions. This suggests that variations may also result from different 

research designs such as performance measurement, different analyzed time periods, 

or methodological problems (Scarpati & Ng, 2013, p.48). The theoretical framework of 

this thesis can be divided in four broad parts. The first part focuses on information 

asymmetries as a driving force for returns in emerging markets. The second part dis-

cusses several macro and micro factors in emerging markets that drive private equity 

returns. The third part draws the attention to fund-specific characteristics before focus-

ing on performance persistence in the fourth part. Based on this theoretical framework, 

hypotheses are developed and later tested in the subsequent empirical analysis.   

3.1 Information Asymmetries 

Information asymmetries become apparent in every economic transaction where one 

party has an information advantage over another. Private equity investments generally 

include significant information asymmetries between LPs, GPs, and the shareholders 

of the target company (Sommer, 2013, p. 35). One reason for this is that it is particularly 

difficult to acquire information in private equity markets. Thus, the widely accepted no-

tion of market efficiency underlying public equity market research, i.e. that there are no 

asymmetries of information among market participants, does not hold for the private 

equity market (Scarpati & Ng, p. 9). In fact, the most significant difference between 

public and private equity markets is the level of information asymmetries between in-

vestors and company management. By taking advantage of this information 
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inefficiency (through pre-investment screening and post-investment monitoring), pri-

vate equity firms create value (Sommer, 2013, pp. 36-37). When analyzing information 

asymmetries in the context of private equity, most researchers use a theoretical ap-

proach, while only a few run an empirical analysis. Sommer (2013) and Berg & 

Gottschalg (2005) analyze information asymmetries in private equity from a value add 

perspective. However, while Sommer differentiates between buyouts and venture cap-

ital funds focusing on the change of informational asymmetries over time, Berg & 

Gottschalg distinguish between two different sources of asymmetric information: in-

sider information and superior market intelligence. The authors consider both factors 

as a potential source of value add in private equity transactions (2005, p. 12). 

Private equity funds prefer to invest in companies that are subject to significant infor-

mation asymmetries, as they give GPs the opportunity to create value (Sommer, 2013, 

p. 39). Through advanced pre-deal screening and post-deal monitoring processes, 

GPs can take advantage of those information asymmetries mitigating adverse selec-

tion (Sommer, 2013, pp. 36-37). According to Sommer, the potential for value creation 

is higher in venture capital investments as VC targets are typically young companies 

in dynamic industries where information asymmetries are particularly obvious (2013, 

p. 37). Buyout funds are also associated with information asymmetries, but less severe 

than venture capital firms, since the typical buyout target is usually an established 

business with stable cash flows in a mature industry (Sommer, 2013, p. 37). Neverthe-

less, buyouts deals still experience greater asymmetries than acquisitions of listed 

companies, as stock exchanges provide a market price (Sommer, 2013, p. 38). As 

mentioned above, Berg & Gottschalg (2005) consider insider information and superior 

market intelligence as a potential value driver in private equity transactions. Particularly 

in management buyouts, insider information plays an important role since the manage-

ment becomes an equity investor and thus can directly benefit from the information 

advantage (Berg & Gottschalg, 2005, p. 12). However, buyout firms also have a strong 

organizational and people network within the industry. The strong ties to a wide range 

of companies and top management enable them to build up substantial industry ex-

pertise with access to superior market information resulting in a competitive advantage 

(Berg & Gottschalg, 2005, pp. 14-15). In this context, one might assume that private 

equity funds specialized in particular industries and regions could build more specific 

market expertise that they could translate in superior returns.  
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In their study, Aigner et al. (2008) analyze the impact of industry expertise empirically 

assuming that more specialized expertise in particular financing stages, industry sec-

tors, or regions, leads to better performance. For this purpose, they use a sample of 

71,822 single cash flows between 1971 and 2007 that can be attributed to 358 Euro-

pean and US funds. Their specialization hypothesis suggests a negative relationship 

between the level of diversification and the rate of return (IRR and PME). Their regres-

sion analysis yields mixed effects of specialization on fund performance. While the 

authors found a positive relationship between the diversification across financing 

stages and number of deals and performance, they found no significant impact of in-

dustry and regional specialization (Aigner et al., 2008, pp. 80-81). Their findings are in 

line with results from Ljungqvist and Richardson (2003), Lossen (2006), and Brigl et 

al. (2008).  

This thesis aims to test if this hypothesis also holds in emerging markets, particularly 

with respect to the local market knowledge. Emerging market focused private equity 

funds face large information asymmetries driven by uncertain legal conditions and a 

challenging business environment (Johan & Zhang, 2016, p.135). One might therefore 

assume that specialized market knowledge in terms of an industry or country focus 

would allow PE funds to gain a competitive edge and achieve higher returns. In addi-

tion, local GPs – e.g. private equity firms located in the same region as their portfolio 

companies – could exploit information asymmetries in the market and generate higher 

returns. Based on the preceding elaboration on information asymmetries, the following 

hypotheses were developed: 

H1: Local GPs achieve higher returns by exploiting information asymmetries. 

H2: Focused private equity funds achieve higher returns (geography & industry)  

3.2 Performance in emerging markets - macro and micro factors 

Although emerging countries represent approximately 85% of the global population, 

their financial markets are much smaller in relation to their GDP than those in devel-

oped countries. In recent years, capital markets of emerging economies have grown 

considerably. However, given the small base, the growth in absolute figure has been 
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relatively modest. Thus, emerging economies which do not have well-developed finan-

cial markets, are still facing a considerable need to finance essential infrastructure 

investments (see also Charvel, 2012, p. 53). As a result, private equity funds are in-

creasingly drawing their attention to this need for financing in emerging markets, 

particularly from non-listed companies (Talmor & Vasvari, 2011, p.57).  

As Talmor and Vasvari acknowledge, an analysis of the private equity landscape in 

emerging markets is particularly difficult as there is a considerable variation in charac-

teristics across countries (2011, p.57). In fact, macroeconomic conditions, political 

volatility, legal infrastructures, economic liberalization, the maturity of the local PE in-

dustry, and most importantly the economic growth potential, could not be more diverse 

across emerging markets. Therefore, emerging market focused GPs must consider 

this heterogeneity in their investment decision (Talmor & Vasvari, 2011, p. 58). Con-

sequently, any generalizations made in the context of this thesis on drivers of private 

equity performance are subject to challenge. That said, this part of the theoretical 

framework tries to synthesize the most important factors associated with PE perfor-

mance in emerging markets from existing literature and develop respective hypotheses 

which will be tested in the empirical part.   

Most of the research about private equity in emerging markets follows a descriptive 

approach examining the evolution and the current state of the PE industry and dis-

cussing potential factors for investments and performance in a descriptive analysis. As 

already mentioned above, this can be explained by the fact that PE in emerging mar-

kets is a relatively new phenomenon and, therefore, data on investments and 

performance is scarce.  

Talmor and Vasvari discuss potential drivers and risks of private equity investing as 

well as the market structure and investment characteristics followed by a comparative 

analysis of emerging market regions including China, India, Brazil, Central and Eastern 

Europe, Sub-Saharan Africa and the Middle East and north Africa (2011). The authors 

find a higher variation of PE returns in emerging markets relative to developed markets. 

Apart from a continuing upward trend of capital inflows, they further expect fundraising 

and investments to remain more cyclical in emerging countries (2011, p.78). Following 

a similar theoretical approach, Leeds identifies essential elements for a developing 

private equity industry including supportive government policies and legal frameworks, 
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efficient financial markets, stable macroeconomic and political conditions, acceptance 

of international best practices (CG) and skilled talent within PE funds and the portfolio 

companies (2015, p. 57). Similar factors for PE growth in emerging markets were found 

by Klonowski (2011). Looking at private equity from a macro-perspective, the author 

finds that a shift to more market-based economies combined with economic liberaliza-

tion drives the growth of PE in EM (Klonowski, 2011, p. 37). In another study, 

Klonowski stretches the importance of a local footprint of global private equity firms 

investing in emerging markets. According to the author, it is essential to develop local 

contacts and foster local relationships along with creating a strong proprietary deal 

flows and establishing a local talent base (2013, p. 36). Ribeiro & Carvalho put the 

focus of their research on the Brazilian private equity industry using data of 65 Brazilian 

and international buyout and venture capital funds. In a comparative analysis between 

Brazil and the US, they find that the Brazilian PE industry exhibits fewer LBOs due to 

credit constraints, more concentrated investments in advanced stages of corporate 

development, and more diversified investments of funds across industries (2008, pp. 

123-124).  

More recent studies build on the previous body of literature and conduct an empirical 

analysis based on more reliable fund return data. This group of authors including Mi-

nardi, Kanitz & Bassani (2014), Gohil (2014), and Sannajust, Arouri & Chevalier (2015) 

among others, study the effect of macroeconomic, financial, governance and industry 

variables on PE performance of investment and performance drivers in emerging mar-

kets. Minardi et al. use fund level data from a private database (Spectra-Insper) of a 

Brazilian fund of fund (2014). In their analysis, the authors do not consider macroeco-

nomic factors, but focus on fund specific characteristics. Their sample contains gross 

return data (IRR and MoM) of 172 Brazilian and international funds from 1990 to 2013. 

The empirical results show that funds investing exclusively in one country outperform 

geographically diversified funds. However, the difference between the groups is not 

significant (Minardi et al., 2014, p. 49). Sannajust et al. study the effect of a large set 

of variables (in addition to classical drivers – fund characteristics, financial ratios, own-

ership structure) including macroeconomic, financial, governance, and industry 

variables on PE (LBO) performance in Latin America using a sample of 36 transactions 

between 2000 and 2008. The findings indicate that macroeconomic variables have a 

significant impact on private equity value creation (Sannajust et al., 2015, p.102). As 
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expected, GDP growth as well as industry growth have a significant positive impact on 

performance. The authors also find a significant positive effect of stock market perfor-

mance on PE returns (Sannajust et al., 2015, p.117). However, given the small sample 

size as in other emerging market studies, the significance of the results has to be 

questioned.  

Building on the findings of the related literature about emerging market-specific factors 

we will include the GDP growth in EM and the MSCI EM stock market index in the 

regression model. 

3.3 Performance and fund characteristics 

The most influential studies in the context of private equity performance are those of 

Kaplan & Schoar (2005) and Phalippou & Gottschalg (2009). They examined the cor-

relation between fund characteristics including fund size and sequence number, capital 

inflows and the performance of preceding funds with the fund’s current performance. 

Kaplan and Schoar (2005) analyzed cash flow data for 746 funds from 1980 to 2001 

derived from Venture Economics. In their study, performance is measured by the Pub-

lic Market Equivalent (PME) exploring its correlation with fund size and the funds’ 

sequence number through regression analysis (p.1803). The authors found that larger 

funds and funds with a higher sequence number have significantly higher PMEs. How-

ever, the relationship of fund size is concave, suggesting that performance increases 

with fund size up to a point where funds become too large and performance declines 

(Kaplan & Schoar, 2005, p.1804). Phalippou and Gottschalg (2009) confirm a positive 

correlation between performance and fund size, but find no evidence of a concave 

relationship in their study based on cash flow data from Thomson Venture Capital from 

1980 to 2003 and a DPI multiple as a performance metric (p.21). Using data from 

Cambridge Associates complemented by fund cash flow data from limited partners 

(LP), Higson and Stucke (2012) observed that funds with vintage years from 1980 to 

2008 outperformed the S&P 500 by more than 5% per year. Furthermore, the returns 

of U.S. buyout funds in their sample display extreme cyclicality over time. Consistent 

with Kaplan and Schoar’s findings (2005), the authors also document a significant 

cross-sectional variation in performance. More recently, Harris, Kaplan & Jenkinson 

(2014) based their analysis on the same data set as Kaplan & Schoar (2005), but found 
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no significant relationship between fund size and performance for buyout funds. Re-

garding venture capital returns, however, the relationship was strongly positive. The 

reviewed literature on fund characteristics and performance leads to the following hy-

potheses:  

H3: Fund size has a negative impact on fund performance  

H4: GP experience has a positive effect on fund performance 

3.4 Performance Persistence 

After fund specific performance drivers, the persistence of PE returns is another topic 

which is researched extensively in private equity literature. Kaplan & Schoar’s (2005) 

previous findings suggesting return persistence of fund managers have recently been 

challenged by new studies. Using cashflow data of 13,523 deals by 865 buyout funds, 

Braun, Jenkinson & Stoff (2017) observed a substantial decline in the persistence of 

subsequent funds as the private equity industry has matured and become more com-

petitive. The authors state that the pattern in private equity is similar to most other 

asset classes where past performance is a poor predictor of future returns. Gohil’s 

analysis covering 104 portfolio company investments in India confirms this finding 

(2014, p. 70). The study indicates that even top-performing funds fail to achieve con-

sistently higher returns. Given a larger sample emerging market fund return data, the 

following hypothesis was developed:  

H5: Performance persistence does still exist in emerging markets 

To test the hypotheses, a quantitative analysis will be conducted, which can be divided 

in two parts. The first part investigates the relationship between fund performance and 

fund characteristics including the GP location, fund investment focus, fund size, se-

quence number, and the fund manager’s age at vintage. The key objective here is to 

determine significant performance factors in emerging markets. The second part aims 

to find evidence for persistence in the performance of emerging market private equity 

funds, in other words if there exists an autocorrelation with the return of the preceding 

fund raised by the same fund manager.  
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4 DATA AND METHODOLOGY 

4.1 Data  

4.1.1 Data Collection 

One of the key challenges when analyzing private equity performance data is that the 

data is by definition private and, therefore, publicly available fund-specific information 

is scarce. However, several commercial data providers have emerged more recently 

focusing on this specific research area. Apart from commercial databases, researchers 

also often cooperate with institutional investors such as fund of funds to gain access 

to proprietary databases. Nevertheless, it is important to notice that no database is 

exhaustive, and providers use different strategies to gather data. This paper focuses 

on fund level data since LPs typically focus on fund level information rather than indi-

vidual portfolio firm data when making their investment decision. For the purpose of 

this thesis, the Preqin database covering over 2,700 fund managers in developed and 

emerging markets was used. 

The full emerging market dataset consists of fund level data of 220 buyout and venture 

capital funds with an investment focus on Asia, Eastern Europe, Latin America and 

Africa, from 1995 to 2017. In particular, this thesis collected individual fund return data 

net of fees including the IRR, the distributed to paid-in multiple (DVPI or DPI), and the 

total value to paid-in multiple (TVPI or net multiple), as well as fund characteristics 

including the name of the GP, fund type (BO and VC), fund size, sequence number, 

age of the partnership at vintage, the geographic and industry focus, GP location of 

emerging market funds derived from the Preqin database. The age of the partnership 

at vintage, which will be used as a proxy for the fund manager’s experience, is deter-

mined by including the year of establishment. To ensure an analysis free of data 

distortions, the J-curve effect is removed (see Ch.2) by only considering fund vintages 

until 2013. Otherwise the return data would be distorted by negative fund returns of 

recent vintages. In addition to that, blend funds are removed from the sample. These 

are funds that are categorized under emerging market focused funds yet mostly invest 

in developing countries. These adjustments result in a final sample of 174 funds. Fi-

nally, the data for economic variables such as the economic growth rate of emerging 
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markets are collected from the World Bank. Financial market data (MSCI EM) are re-

trieved from Bloomberg.  

When analyzing the data, it is necessary to consider potential selection bias and data 

collection issues driving the results. The selection bias is addressed by many research-

ers in private equity as GPs are less likely to report poorly performing funds (Kaplan & 

Schoar, 2005, p.1811). Since performance is not only based on realized but unrealized 

returns, reported performance can also be influenced by the GP’s accounting (Barber 

& Yasuda, 2017, p. 177). In addition to that, underperforming first time funds never 

raise subsequent funds, as investors focus on strong track records when making their 

investment decision, and thus only funds with good returns can stay in the market and 

raise follow-on funds leading to an upward selection bias in our sample (Braun, Jen-

kinson & Stoff, 2017, p. 282). To address this issue, Braun et al. adjust their sampling 

strategy by removing the first ten investments by each GP, which equals the average 

number of realized deals by first time funds in their sample (2017, p. 282). Another way 

to overcome this selection bias is to use a maximum likelihood estimate (Cochrane, 

2005, p. 4). However, these adjustments can only be made when having access to 

portfolio company level data (single cash flows). Since this study focuses on fund level 

data, the possibility that our findings reflect the performance of PE funds that are above 

average, remains (Achleitner, Braun & Puche, 2005, p.111). 

4.1.2 Descriptive Statistics  

In a preliminary step, the descriptive statistics of the sample is analyzed to get an 

overview of the private equity performance with respect to fund characteristics across 

markets, fund types, fund sizes, fund sequence, GP location, investment focus and 

time. Table 1 depicts the key descriptive statistics for the 174 emerging market-focused 

funds in the sample including the median, mean, first and third quartiles, and standard 

deviation for the fund volume (fund size), the IRR, and the DPI multiple.  

Panel A reports descriptive statistics for the full fund size as well as for different emerg-

ing market regions and fund types. From 1995 to 2013 EM focused fund experienced 

a considerable variation in committed capital with a median volume of $211.3m and a 

mean of $727.4m, indicating that the fund size data is positively skewed as the majority 

of funds is relative small in size and the mean is driven by a few very large funds. The 
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median IRR of the sample is 9.9% and the mean is 9.6%. The analysis shows that a 

large proportion of fund returns can be found around the mean plus or minus one 

standard deviation. Although a normal distribution is approximated, here the distribu-

tion exhibits fatter tails indicating that while some funds had to write off their 

investments entirely, others “hit the homerun”. This stretches the importance of select-

ing the right fund manager when investing in emerging market private equity. The 

investment focus of emerging market PE funds includes Asia, Latin America, Emerging 

Europe, and Africa. Highly diversified funds across regions are excluded from the sam-

ple. 56% of the funds in the sample focus on investments in Asia, 20% in Emerging 

Europe, 18% in Latin America, and 6% in Africa. Funds focused on Emerging Europe 

and Asia show the largest average volumes with $935.6m and $786.5m, respectively, 

while Africa-focused funds have the smallest size in the sample with $414.2m. Asia 

focused PE funds outperform the full sample with a median IRR of 11.8% and mean 

13.1% although their positive skewness suggests a bias towards lower performing 

funds. Latin America focused funds are at the lower end of the sample with a negative 

average return of -1%. This observation is confirmed by the DPI multiple statistics 

showing a mean multiple of 1.6x for Asia-focused funds and 1.2x for funds investing in 

Latin America. 67% of the funds in the sample are buyout funds while 37% are venture 

capital funds. Buyout funds, which make up for 67% of the sample, have a much larger 

volume with $1182.8m as compared to venture capital funds with a mean fund size of 

$117.1m, which is in line with the expectations from the analysis, as elaborated in 

chapter two. Interestingly, however, VC funds not only outperform buyout funds in the 

sample (12.3% vs. 8.7%) but also show a lower variation with 14.6% compared to 

18.9%. This can be attributed to the above-mentioned selection bias as many poorly 

performing VC funds are not included in the sample. The DPI multiple shows a similar 

picture with a 1.8x multiple for VC funds compared to 1.4x for buyouts.  
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Table 1: Descriptive Statistics 

Panal A: Descripitve statistics by regional investment focus and fund type

Median Mean 1st Q 3rd Q SD Median Mean 1st Q 3rd Q SD Median Mean 1st Q 3rd Q SD

Fund Sample 174 211.3 727.4 65.0 756.5 1271.3 9.7 9.9 3.9 17.5 17.6 1.4 1.5 1.0 1.8 0.8

Asia 97 181.3 786.5 50.8 941.3 1217.4 11.8 13.1 6.2 18.6 12.6 1.5 1.6 1.2 1.9 0.6

Latin America 32 317.9 426.7 92.4 536.3 443.1 6.2 -1.0 -6.1 9.5 26.7 1.0 1.2 0.8 1.3 1.2

Emerging Europe 35 221.0 935.6 104.7 547.7 1899.5 8.1 9.4 -2.2 14.6 16.7 1.4 1.5 0.9 1.9 0.7

Africa 10 389.4 414.2 70.7 678.5 329.4 15.7 9.0 9.7 21.9 21.6 1.7 1.6 0.8 2.5 0.9

Buyout 116 473.2 1182.8 150.1 1286.5 2125.6 9.5 8.7 1.8 16.4 18.9 1.3 1.4 1.0 1.7 0.6

Venture Capital 58 58.3 117.1 20.1 133.8 150.1 11.5 12.3 5.1 18.5 14.6 1.5 1.8 1.2 2.1 1.0

Panal B: Descripitve statistics by fund size and sequence number

Median Mean 1st Q 3rd Q SD Median Mean 1st Q 3rd Q SD Median Mean 1st Q 3rd Q SD

< $100 mn 54 31.9 39.5 18.4 59.3 24.5 11.5 11.9 3.2 18.8 17.8 1.6 1.7 1.0 2.2 1.2

$100mn - $250mn 38 150.0 155.0 124.1 190.9 41.7 10.1 13.4 5.2 21.5 14.1 1.3 1.4 1.1 1.7 0.6

$250mn - $500mn 22 372.4 380.7 323.0 421.0 62.5 8.8 3.4 5.8 15.5 27.3 1.4 1.4 1.0 1.8 0.6

$500mn - $1bn 26 686.5 702.5 551.4 836.5 161.4 8.1 1.5 -2.4 15.5 28.5 1.2 1.3 0.9 1.7 0.6

>$1bn 34 2000.0 2755.8 1423.0 3800.0 1747.4 11.1 9.5 4.2 15.6 10.3 1.3 1.3 1.1 1.5 0.4

1st time fund: I 63 69.5 251.1 29.4 187.3 594.8 10.7 10.4 3.8 15.9 15.4 1.5 1.6 0.9 2.1 1.0

II - III 65 317.5 741.8 122.1 821.5 1100.0 9.7 9.3 4.2 19.5 18.5 1.4 1.4 1.1 1.7 0.6

IV - V 33 625.0 1222.2 285.0 1398.0 1501.2 9.4 9.0 5.1 16.8 16.8 1.3 1.5 1.1 1.7 0.8

>V 13 789.9 1789.9 127.5 1884.7 2379.8 7.5 14.6 -5.8 21.9 25.1 1.2 1.3 1.0 1.5 0.6

Panal C: Descripitve statistics by geographic, industry focus and  GP location

Median Mean 1st Q 3rd Q SD Median Mean 1st Q 3rd Q SD Median Mean 1st Q 3rd Q SD

GP location

Local 110 146.3 389.8 53.4 505.0 563.8 10.0 11.0 3.7 17.6 15.7 1.5 1.5 1.0 1.9 0.8

Foreign 64 479.0 1311.4 139.3 1725.0 1823.3 9.4 8.0 4.1 15.7 20.5 1.3 1.4 1.0 1.5 0.9

Geography

Focused 85 134.5 418.1 53.5 480.0 665.2 11.5 12.8 6.3 17.6 12.3 1.5 1.6 1.1 1.9 0.8

Diverversified 89 340.5 1022.6 90.8 1168.7 1599.4 8.1 7.3 -0.2 16.3 21.0 1.3 1.4 0.9 1.7 0.7

Industry 

Fucused 33 66.0 154.5 30.0 154.5 196.5 6.4 5.0 -1.5 13.5 15.4 1.3 1.5 0.9 1.8 1.2

Diversified 141 320.7 863.4 90.0 957.5 1376.4 10.8 11.1 5.5 18.2 17.9 1.4 1.5 1.0 1.8 0.7

Panal D: Descripitve statistics by vintage year 

Median Mean 1st Q 3rd Q SD Median Mean 1st Q 3rd Q SD Median Mean 1st Q 3rd Q SD

1995 3 60.0 81.9 45.5 107.3 52.7 2.8 2.8 -8.6 14.1 22.7 1.6 1.3 0.9 1.9 0.8

1996 2 262.0 262.0 217.6 306.5 89.0 8.9 8.9 2.6 15.2 12.6 1.6 1.6 1.2 2.0 0.8

1997 5 100.0 97.8 29.9 164.0 67.2 10.4 17.1 8.1 32.8 17.4 1.6 1.5 1.3 1.7 0.4

1998 7 330.0 318.5 75.0 434.9 281.1 8.0 -12.7 -24.3 14.8 41.3 1.5 1.3 0.5 2.0 0.9

1999 6 80.8 132.9 66.4 139.4 131.1 13.9 16.5 11.3 20.5 7.7 1.8 1.5 0.3 2.5 1.2

2000 5 217.0 197.8 35.0 225.0 179.4 0.0 9.4 -5.7 27.7 17.9 0.8 1.4 0.7 2.5 1.0

2001 4 45.0 41.2 29.6 56.6 16.5 9.6 14.9 8.3 18.8 9.3 2.4 3.2 1.7 3.9 2.1

2002 6 7.6 27.6 6.8 23.7 37.7 9.0 11.3 4.4 12.4 16.6 1.7 1.9 1.3 3.0 1.1

2003 3 53.4 46.2 36.3 59.6 19.7 35.1 29.3 24.9 36.6 10.4 2.7 2.4 2.2 2.8 0.5

2004 8 65.1 194.7 29.7 305.1 227.6 7.0 9.7 5.0 11.5 8.6 1.5 1.6 1.3 1.9 0.4

2005 10 271.5 1629.5 138.0 1636.2 2487.6 9.8 10.4 7.3 12.9 4.8 1.6 1.6 1.3 2.0 0.5

2006 9 125.0 361.9 36.5 425.0 538.0 7.8 -0.9 -5.0 10.9 16.2 1.3 1.3 0.8 1.7 0.7

2007 27 360.0 759.6 106.2 962.5 1084.8 9.3 8.8 5.5 13.7 7.2 1.4 1.5 1.1 1.7 0.6

2008 15 315.0 896.1 136.4 1490.3 1129.9 8.0 9.0 4.3 12.9 9.7 1.5 1.4 1.1 1.6 0.4

2009 6 419.3 496.3 53.1 887.8 460.7 2.0 3.0 -5.8 10.7 9.0 1.3 1.3 0.9 1.8 0.5

2010 9 320.7 482.7 194.6 600.0 412.6 7.9 11.5 6.2 16.9 6.9 1.2 1.4 1.1 1.4 0.4

2011 13 625.0 787.4 124.1 1250.0 710.2 7.3 7.0 -1.3 17.8 10.3 1.0 1.1 1.0 1.2 0.3

2012 18 675.0 1116.5 200.0 1035.0 1773.2 12.4 13.4 -5.4 25.0 23.0 1.3 1.4 0.8 1.4 1.0

2013 18 557.5 1584.7 150.0 3119.9 1768.7 18.6 19.2 10.8 25.0 15.4 1.2 1.4 1.2 1.5 0.3

1995-1999 23 125.0 186.3 45.5 255.0 200.6 10.4 3.6 -3.5 21.8 31.0 1.6 1.4 0.8 2.2 0.9

2000-2002 15 33.6 88.0 7.6 83.5 132.0 8.3 11.4 1.0 23.9 16.0 1.8 2.1 1.0 2.8 1.6

2003-2007 57 159.0 732.1 53.9 563.7 1392.1 9.5 9.1 5.3 13.6 11.3 1.5 1.5 1.2 1.9 0.6

2008-2009 21 315.0 781.9 104.2 1134.0 1002.6 8.0 7.7 1.6 12.9 9.9 1.5 1.4 1.1 1.6 0.4

2010-2013 58 570.7 1089.2 150.0 1400.0 1491.4 13.4 14.1 4.8 21.4 17.0 1.2 1.3 1.0 1.5 0.6

DPI (x)

DPI (x)

DPI (x)

DPI (x)

No. of 

funds

No. of 

funds

No. of 

funds

No. of 

funds

IRR (%)

IRR (%)Fund size ($mn)

Fund size ($mn)

This table presents the basic statistics of the sample of Emerging Market Private Equity funds. Statistics are shown for the full sample of 

174 funds raised between 1995 and 2013 (vintage years). The statistics are divided by region and fund type (Panel A), by fund size and 

sequence number (Panel B), by geographic, industry focus and GP location (Panel C) and by vintage year (Panel D). The statistics 

comprise the median, mean, 1st and 3rd quartiles as well as the standard deviation (SD) for the fund size, the IRR, and the DPI multiple. All 

monetary numbers are denoted in million US dollar.

IRR (%)

IRR (%)Fund size ($mn)

Fund size ($mn)
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Panel B shows the descriptive statistics by fund volume and sequence number. The 

largest group in the sample in terms of funds size are small funds with a volume below 

$100m reflecting 31% of the sample while the rest of the sample is evenly spread 

across the other groups. Small funds also show the highest median returns with 11.5% 

followed by large funds with volumes of over $1000m. In between, a negative relation-

ship becomes apparent between fund size and return. For funds with volumes of 

$100m – $250m the IRR decreases to 10.1%. This pattern continues and becomes 

even more pronounced for fund sizes between $250m and $500m, as well as $500m 

and $1000m, as the IRR drops significantly to 8.8% and 8.1%, respectively. In line with 

the findings of Kaplan & Schoar (2005), the statistics rather suggest a negative rela-

tionship between fund size and performance up to a certain fund volume. This 

indication is further supported by the statistics for the fund sequence number. In the 

second part of Panel B, we can observe a positive relationship between fund volume 

and sequence number. With increasing fund sequence number, both the median and 

mean fund volume increases from $69.5m for first time funds to $789.9m for funds with 

sequence number five or higher. This result is consistent with findings of related re-

search suggesting that the experienced GPs with established track records can raise 

larger funds more easily (Kaplan & Schoar, 2005). Nevertheless, the increase in fund 

size comes along with a considerable decrease in the median fund return with 10.7% 

for first time funds to 7.5% for fund sequences above five. The mean IRR first shows 

a decrease up to sequence numbers IV and V, followed by a considerable increase for 

funds with sequence >V. Surprisingly, first time funds outperform the full sample with 

a mean IRR of 10.4% and a median IRR of 10.7% compared to 9.9% and 9.7%, re-

spectively. They also show a lower variation in returns compared to established funds. 

Theory suggests that this can be explained by the following arguments. One potential 

explanation could be that smaller funds are easier to deploy resulting in higher exit 

multiples. Compared to established GPs, young fund managers may also have a larger 

appetite for returns. In addition to that, smaller funds usually have a focused and con-

sistent investment strategy and are not suffering from a mission drift as more mature 

funds may do. Another reason for the underperformance of established funds could be 

that GPs still have a legacy fund that absorbs their resources.  

Panel C reports the descriptive statistics for the GP location as well as the geographic 

and industry focus. 63% of the funds are raised by GPs which are located in or close 
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to the emerging market in which they invest, while 37% of funds are raised by foreign 

GPs. With a median fund size of $146.3m, local funds have lower volumes compared 

to funds investing from abroad with median fund sizes of $479.0m. One reason for the 

difference in fund size could be that established foreign GPs typically have a larger 

amount of committed capital that they can allocate to emerging market-focused funds 

in order diversify their portfolio. The comparison of returns, however, shows that local 

GPs outperform their foreign counterparts with 11.0% compared to 8.0% in mean IRR. 

This indicates that local knowledge in emerging markets may indeed have an impact 

on fund performance. A very similar pattern becomes apparent when looking at the 

geographic focus of funds. Geographically focused funds tend to have smaller fund 

sizes with $134.5m on average (median) accompanied by a higher median IRR with 

11.5% compared to funds which are diversified across regions with a median fund 

volume of $340.5m and an IRR of 8.1% respectively. Industry diversification, on the 

other hand, has the opposite effect on fund performance. Funds which are diversified 

across industries display higher average returns with 11.1% compared to fund with a 

clear industry focus (5.0% IRR). A closer look in the sample reveals that 61% of the 

focused funds are VC funds that are predominantly investing in the technology sector 

which could be a potential driver for this result.  

Panel D depicts the statistics for vintage years 1995 to 2013. The vintage year of a 

fund describes the start of the investment period, in other words, when the fund starts 

to draw down the committed capital to invest it in portfolio companies. Apart from the 

single vintage years, the table also reports the consolidated vintage years that fall ei-

ther in a recession or a boom period (World Bank, 2017). We do not find evidence for 

anticyclical behavior in fund returns since the median IRR of funds that fall into reces-

sion periods are below the boom vintage returns. Mean returns, on the other hand, do 

not show a consistent pattern. The highest returns were generated by recent vintage 

funds from 2010 to 2013 with a median IRR of 13.4% and mean IRR of 14.1%. The 

strongest variation is reported for by 1995-1999 vintage funds with 31%, whereas 

2008-2009 vintage funds show the lowest standard deviation with 9.9%. Aggregate 

capital inflows to emerging market-focused private equity funds in the sample follow a 

cyclical pattern. During crisis periods the mean fund sizes decrease dramatically while 

in boom phases it is possible to observe high growth rates reflecting the boom and 

bust cycle.   
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4.2 Methodology 

4.2.1 Research Approach 

Following the descriptive statistics, the first empirical part uses a cross-sectional re-

gression analysis to study how the fund’s performance is related to fund and GP 

characteristics. The second part focuses on the persistence of fund returns in emerging 

markets. Thus, we analyze the relationship between the fund’s performance and the 

performance of GP’s preceding fund, by means of an autocorrelative regression. In 

order to ensure the internal validity of our analysis, we conduct several robustness 

tests with model specifications including controlling for fixed effects. In the first part, 

we estimate eight different specifications for the two different return parameters (IRR 

and DPI multiple). In addition to that, we control for year fixed effects taking into ac-

count the fund vintage, the lagged EM GDP growth and the MSCI EM stock market 

index. Similar analyses were conducted by Kaplan & Schoar (2005), Aigner et al. 

(2008), Diller & Kaserer (2009), Harris, Jenkinson & Kaplan (2014), however, primarily 

with the focus on developed markets and other asset classes. 

4.2.2 Empirical model 

This section presents the basic regression models that are used to determine the effect 

of specific fund characteristics on performance in emerging markets. The equation of 

the regression model is 

𝑌𝑖𝑡 =  𝛽0 + 𝛽1𝑋1,𝑖𝑡 + ⋯ + 𝛽𝑘𝑋𝑘,𝑖𝑡 + 𝜀𝑖𝑡 

where 𝑌𝑖𝑡 is the dependent variable IRR of a fund and 𝑋𝑘,𝑖𝑡 represents the respective 

independent variables GP location, Geographic focus, Industry focus, GP age and fund 

sequence number.2 Control variables are also incorporated with MSCI EM and GDP 

growth EM. GP location, Geographic focus and Industry focus are dummy variables 

that take the value of 1 when the GP is located in the investment region or the fund is 

focused, respectively, and 0 otherwise. Fund volume reflects the committed capital 

and GP age represents the years since GP establishment in the vintage year. The fund 

sequence number is the chronological order of the fund of all the funds managed by 

                                                        
2 In the cross-sectional regression analysis, i denotes a certain fund 
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the same GP. To test the robustness of results, the regression is repeated with the DPI 

multiple as the dependent variable. 

In the second part, we analyze the relationship between the fund’s performance and 

the performance of the GP’s preceding fund. To test for performance persistence of 

emerging market focused funds, we use the following autoregressive equation  

𝑌𝑖𝑡 =  𝛽0 + 𝛽1𝑌1,𝑖𝑡−1 + ⋯ + 𝛽𝑘𝑌𝑘,𝑖𝑡−1 +  𝜀𝑖𝑡 

where 𝑌𝑖𝑡 represents the dependent variable IRR of the fund and 𝑌𝑘,𝑖𝑡−1 is the respec-

tive lagged performance measure of the preceding fund of the same GP.3 In this 

approach we follow Gohil (2014) and Braun et. al (2017) among others, with the ex-

ception that the latter authors use cash flow data while our analysis focusses on fund 

level data.  

Before running the regression analysis on fund and GP characteristics, we need to 

check for multicollinearity to ensure that the independent variables are not correlated 

with each other. If this condition is fulfilled, each independent variable 𝑋𝑘,𝑖𝑡 should con-

tain a unique piece of information about the dependent variable 𝑌𝑖𝑡. High 

multicollinearity, on the other hand, leads to inconsistencies in the model as it in-

creases the variance of the coefficient estimates and makes them very sensitive to 

minor model changes. Consequently, the coefficients are unstable and difficult to in-

terpret. In the multicollinearity test, we check the Variance Inflation Factor (VIF) which 

is a more rigorous check for collinearity than the correlation coefficient. If the VIF is 

greater than 5.00, multicollinearity is present. In our sample, the VIF ranges from 1.06 

to 1.39 indicating that the independent variables in the sample are not correlated with 

each other. However, the condition number (Kappa) displays a value of 42.25, which 

is above the critical threshold of 30 suggesting that the model may suffer from multi-

collinearity to a certain extend.   

                                                        
3 In the autocorrelative regression analysis, i denotes a certain GP 
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5 EMPIRICAL EVIDENCE 

5.1 Performance Drivers 

Eight different model specifications have been estimated for the regression on IRR and 

DPI. Columns 1, 3, 5 and 7 present estimates without controlling for year fixed effects 

while columns 2, 4, 6 and 8 include control variables. Our estimates across all specifi-

cations indicate that funds which are focused on a particular industry have significantly 

lower returns which contradicts our finding from the descriptive analysis. Interestingly, 

the robustness test with the DPI shows the exact opposite relationship between indus-

try focus and performance at an even higher significance level. Apart from that, 

specifications I, II, VII and VIII confirm our hypothesis that funds which have a clear 

country focus earn significantly higher returns. Even though the robustness test sug-

gests a similar relationship, the results are not significant except for the last 

specification. Regarding the GP location we do not find significant evidence for a pos-

itive impact on performance. The regression on IRR does not indicate a significant 

correlation between performance and fund volume, GP experience and fund sequence 

number. However, the DPI estimates suggest that the age of a GP has a significant 

negative effect on performance. This indication is also supported by the negative co-

efficient of the fund sequence number, which is also consistent with the results of the 

descriptive analysis. As mentioned above, one potential explanation for the underper-

formance of funds raised by established GPs could be a mission drift, that is the 

deviation of their investment objectives. Therefore, the hypothesis that GP experience 

has a positive effect on fund performance, can be rejected. For both, the IRR and the 

DPI, specification VIII has the best fit with the underlying data with R-squared values 

of 0.106 and 0.363, respectively. This means that 10.6% and 36.3% of the variation in 

the data can be explained by the model. The model fit of this analysis is comparable 

to related studies with R-squared values ranging from 0.01 to 0.21 (Harris, Jenkinson 

& Kaplan, 2014, p. 1873). Overall, the regression results exhibit only a partly consistent 

picture regarding the relationship between GP and fund characteristics and perfor-

mance in emerging markets. This may be owed to the fact that a simple empirical 

model is used or that the model fails to capture existing relationships due to some 

misspecification. Another reason could be the limited sample size. Therefore, further 

tests would be necessary to address potential misspecifications of the model or to use 
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a more complex empirical model to increase the explanatory power apart from increas-

ing the sample size. Nevertheless, the findings confirm the hypothesis that 

geographically focused private equity funds achieve higher returns. 

 Table 2: Fund Regression on Performance in Emerging Markets 

Regression results for GP & fund charactersistics

I II III IV V VI VII VIII

Independent variables 

GP location 0.017 0.012 0.014 0.017

(0.619) (0.601) (0.690) (0.648)

Geographic focus 0.056* 0.055* 0.059* 0.056*

(0.084) (0.086) (0.071) (0.081)

Industry focus -0.069* -0.066* -0.064* -0.055*

(0.069) (0.083) (0.096) (0.084)

Fund volume 0.000 0.000 0.000 0.000 0.000 0.000

(0.449) (0.431) (0.872) (0.814) (0.405) (0.655)

GP age -0.002 -0.003 -0.002 -0.003

(0.239) (0.120) (0.298) (0.157)

Fund sequence 0.003 0.001

(0.721) (0.881)

Controls

Vintage 0.008** 0.010*** 0.009** 0.009**

(0.025) (0.006) (0.013) (0.017)

MSCI EM 0.074 0.082 0.091 0.065

(0.329) (0.275) (0.228) (0.395)

GDP growth EM -0.253* -0.264* -0.273* -0.250*

(0.086) (0.075) (0.069) (0.092)

Controls No Yes No Yes No Yes No Yes

R
2 0.053 0.092 0.011 0.068 0.001 0.051 0.062 0.106

No. of observations 142 142 141 141 141 141 141 141

Robustness Test

I II III IV V VI VII VIII

Independent variables 

GP location -0.118 -0.181 -0.204 -0.153

(0.453) (0.176) (0.221) (0.275)

Geographic focus 0.135 0.207 0.139 0.233*

(0.370) (0.101) (0.358) (0.068)

Industry focus 0.420** 0.422** 0.385** 0.394**

(0.017) (0.016) (0.031) (0.026)

Fund volume 0.000 0.000 0.000 0.000 0.000 0.000*

(0.535) (0.118) (0.552) (0.103) (0.428) (0.092)

GP age -0.021** -0.006** -0.021** -0.021**

(0.020) (0.045) (0.026) (0.041)

Fund sequence -0.103** -0.038**

(0.017) (0.029)

Controls

Vintage -0.107*** -0.109*** -0.108*** -0.109***

(0.000) (0.000) (0.000) (0.000)

MSCI EM -0.316 -0.318 -0.301 -0.271

(0.269) (0.261) (0.287) (0.344)

GDP growth EM 0.336 0.368 0.308 0.241

(0.569) (0.564) (0.596) (0.682)

Controls No Yes No Yes No Yes No Yes

R
2 0.037 0.351 0.032 0.348 0.038 0.350 0.067 0.363

No. of observations 174 174 173 173 173 173 173 173

The dependent variables tested are the IRR (internal rate of return) and the DPI multiple. GP location, Geographic focus, Industry focus, Fund 

volume, GP age and Fund sequence are the indepedent variables in the regression. This data was retrieved from Preqin. MSCI EM and EM 

GDP growth are lagged emerging market specific control variables. Vintage is a control variable for the fund vintage year. GP location, 

Geographic focus and Industry focus are dummy variables that take the value of 1 when the GP is located in the investment region or the fund 

is focused, respectively, and 0 otherwise. Fund volume reflects the committed capital and GP age represents the years since GP 

establishment in the vintage year. P-values are in parantheses. ***/**/* represent the significance at the 1%/5%/10% level.

Dependent variable

IRR

Dependent variable

DPI
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5.2 Performance Persistence 

The table below presents the persistence regression results for the IRR and the DPI 

multiple. Except for the uncontrolled estimate in column I, all coefficients suggest a 

significant and positive relationship between fund performance and the performance 

of the GP’s preceding fund. When controlling for year fixed effects, the coefficients 

remain significant. The estimate of 0.433 suggests that a 1% higher return of the pre-

ceding fund leads to a 43.3 bpts higher return of the subsequent fund. Model IV has 

the highest explanatory power with a R-squared of 0.347 suggesting that 34.7% of the 

variation in the data can be explained by the model. Compared to related research on 

performance persistence, our model exhibits a good fit with the underlying data (see 

Braun et al., 2017, p. 283).   

 

 

Overall, these results corroborate our hypothesis that performance persistence still ex-

ists in emerging markets. Given the low number of observations, these results may not 

reflect the existing relationship to the full extent and therefore have to be treated with 

caution. In a next step, it would make sense to conduct further tests for robustness. 

However, since this study aims to achieve a compromise between completeness and 

tangibility, we leave this issue open for future research.  

Table 3: Performance Persistence in Emerging Markets 

Fund level persistence

I II III IV

Independent variables 

IRRt-1 0.236 0.285*

(0.112) (0.059)

DPIt-1 0.433*** 0.432***

(0.001) (0.001)

Controls

MSCI EM 0.093 0.172

(0.141) (0.565)

GDP growth EM -0.143 -0.680

(0.223) (0.223)

Controls No Yes Yes No

R
2 0.082 0.171 0.309 0.347

No. of observations 64 64 64 64

IRR DPI

Dependent variables

The dependent variables tested are the IRR (internal rate of return) and the DPI multiple. 

The IRRt-1 and DPIt-1 of subsequent funds are the indepedent variables in the regression. 

This data was retrieved from Preqin. MSCI EM and EM GDP growth are emerging market 

specific control variables. P-values are in parantheses. ***/**/* represent the significance at 

the 1%/5%/10% level.
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6 CONCLUSION 

Private equity as an alternative asset class has increasingly drawn interest of interna-

tional investors. However, insight on PE performance in emerging markets is still 

scarce and inconclusive. The empirical findings of this thesis can help investors in their 

investment decision process. 

This paper investigates the performance of PE funds in emerging markets based on 

data of individual fund level returns (net of fees) from 1995 to 2013 obtained from 

Preqin. The research focus of this thesis lies on performance drivers and return per-

sistence. The analysis is divided in two parts. The first part investigates the relationship 

between performance and fund characteristics focusing on the GP location, the invest-

ment focus as well as the fund size, sequence number, and GP experience. The key 

objective is to determine significant emerging market-specific performance factors. 

The second part aims to find evidence for persistence in the performance of emerging 

market private equity funds.  

The distribution derived from our descriptive analysis exhibits fat tails indicating that 

while some funds had to write off their investments entirely, others “hit the homerun”. 

This stretches the importance of selecting the right fund manager when investing in 

emerging market private equity. Funds focused on Emerging Europe and Asia show 

the largest average volumes with $935.6m and $786.5m. In addition, Asia focused PE 

funds outperform the full sample with a median IRR of 11.8% and mean of 13.1% 

although their positive skewness suggests a bias towards lower performing funds. Re-

cent vintage funds from 2010 to 2013 generated the highest returns with a median IRR 

of 13.4% and mean IRR of 14.1%. 

The regression analysis suggests that funds with a clear geographic investment focus 

earn significantly higher returns. The results also indicate a significant negative effect 

of GP age on fund performance which may be the result of a mission drift. Other rela-

tionships between GP and fund characteristics and performance are less clear. Our 

findings further corroborate the hypothesis that unlike in developed markets, perfor-

mance persistence still exists in emerging markets. Therefore, when investing in 

emerging market private equity, LPs should take the regional allocation and focus of 

the fund as well as the performance of the GP’s preceding fund into consideration.  
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