nternational
nvestments




International Investments
in Private Equity

Asset Allocation, Markets, and Industry
Structure

Peter Cornelius

n)\ f‘i~ T{/L'

- _ﬁ\ - ..i‘:’r. s
;jﬁ T EHL
gy

$

. AMSTERDAM - BOSTON « HEIDELBERG « LONDON « NEW YORK « OXFORD
" L ies PARIS « SAN DIEGO - SAN FRANCISCO = SINGAPORE « SYDNEY « TOKYO

ELSEVIER Academic Press is an imprint of Elsevier



Academic Press is an imprint of Elsevier

30 Corporate Drive, Suite 400, Burlington, MA 01803, USA
525 B Street, Suite 1800, San Diego, CA 92101-4495, USA
84 Theobald’s Road, London WC1X 8RR, UK

First edition 2011
Copyright © 2011 Elsevier Inc. All rights reserved

No part of this publication may be reproduced, stored in a retrieval system or transmitted in any form or by
any means electronic, mechanical, photocopying, recording or otherwise without the prior written
permission of the publisher

Permissions may be sought directly from Elsevier’s Science & Technology Rights Department in
Oxford, UK: phone (+44) (0) 1865 843830; fax (+44) (0) 1865 853333; email: permissions @elsevier.com.
Alternatively you can submit your request online by visiting the Elsevier web site at http://elsevier.com/
locate/permissions, and selecting Obtaining permission to use Elsevier material

Library of Congress Cataloging-in-Publication Data
Cornelius, Peter, 1960-

International investments in private equity : asset allocation, markets, and industry structure /

Peter Cornelius. — st ed.

p. cm.

Includes bibliographical references and index.

ISBN 978-0-12-375082-2

1. Private equity. 2. Investments, Foreign. I. Title.

HG4751.C75 2011

332.67°3—-dc22

2010038319

British Library Cataloguing in Publication Data
A catalogue record for this book is available from the British Library

ISBN: 978-0-12-375082-2

For information on all Academic Press publications visit
our website at books.elsevier.com

Printed and bound in USA

111210987654321

Working together to grow
libraries in developing countries

www.elsevier.com | www.bookaid.org | www.sabre.org

N N 7 JOOK b} - -
FLSEVIER - BOOKAI Sabre Foundation

International



International Investments in Private Equity



For Heike and Paul



Foreword

After the recent dramatic events in the private equity industry—such as the boom of
the mid-2000s and the collapse in the wake of the financial crisis and the attendant
recession—its future remains uncertain along many dimensions. Nonetheless, two
predictions about the industry’s evolution can be made with confidence.

First, much of the future growth in venture capital and private equity activity is
going to take place outside its traditional hubs of the United States and continental
Europe (especially Great Britain). In particular, it is likely that the industry’s focus
will be increasingly on the emerging markets. The trend toward increased global-
ization of the private equity industry was evident from the first days of the 21%
century. The industry downturn has only accelerated this trend, and although there
will be growing pains in many markets, there are many reasons to conclude that
private equity investing will increasingly be a global enterprise.

A related change will be a shift in the ranks of who is raising private equity.
According to the Emerging Market Private Equity Association, 26 percent of the total
amount invested by private equity funds in 2009 went to companies based in emerging
markets, but only 9 percent of funds was raised by groups based in these markets.
Going forward, it is likely that emerging market-based groups will gain a much larger
share of the global private equity pool.

Second, the model of “loose governance” by limited partners, who have tradi-
tionally relied on incentive compensation to ensure that the general partners “do the
right thing,” may have reached its limits. The disappointments brought about by the
bursting bubbles of the late 1990s and mid-2000s have opened the door to tough
questions about the behavior of general partners, and whether carried interest still
serves as a sufficient spur to good behavior. As a result, we are likely to see increased
attention—and perhaps a fundamental rethinking—of the way in which private equity
groups are governed and rewarded. In particular, there is likely to be a much greater
emphasis on performance measurement and evaluation.

This book is a very timely one along both these dimensions. First, unlike so many
texts that implicitly take a national view of the industry, International Investments in
Private Equity assumes a global perspective throughout. Second, the volume
emphasizes an analytic view throughout, highlighting cutting-edge research and
quantitative methodologies that can address many of the concerns raised by current
and potential investors in the asset class.

It is also worth noting that it is hard to think of a more perfect author for a text like
this than Peter Cornelius. Peter combines many years of experience grappling with



xii Foreword

thorny global macroeconomic questions, a substantial understanding of the practi-
calities of the private equity industry, and a deep interest in the sometimes fascinating,
sometimes befuddling realm of academic research into this arena. (Peter is one of the
few practitioners I know who is interested and engaged after 2 days of presentations
of academic papers, a task I often struggle with!) As such, this book can build a bridge
between perspectives that are not often seen in conjunction with each other.

Josh Lerner
Harvard Business School, Boston, Massachusetts
June 10, 2010
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