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Bl PA Insights: The Asian Opportunity

Last year’s global equity market uncertainty, higher interest rates, escalating trade
tensions and geopolitical crosscurrents largely masked what may be a particularly
attractive time to consider private market investments in Asia.

Volatility among Asian equity markets increased dramatically in 2018,
national market indexes dropped steeply and the Chinese economy
has been impacted by a trade war with the U.S. In turn, slowing do-
mestic demand and tightening liquidity are impacting China’s ongoing
transition from an investment- and export-led economy to one driven

by service industries and domestic consumption. Across the region, Key Contacts
the U.S. dollar’s strength continues to have adverse economic conse-
quences. Jonathan English
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Asia in general (and China in particular), however, began experiencing 850 3184 9219

a valuation adjustment at the start of 2018, i.e., several quarters before

a similar retrenchment began in the U.S. Indeed, many markets were Michael Liu

already in bear territory long before the U.S. equity markets decided Senior Vice President
to finally react to the arrival of post-peak earnings growth, rising wage miiu@portad.com
pressures, narrowing fixed income spreads and declining oil prices. +852 3184 9218

For China, the trade war with the U.S. has exacerbated the slowdown
in economic activity; recent weak readings in manufacturing metrics
and new export orders illustrate the impact. In fact, China’s purchas-
ing manager’s index fell below the key 50 level late last year and has
stayed there since, suggesting the possibility of economic contraction
for the first time since mid-2015."

As valuations on public markets in Asia have adjusted downward, so
have those for private companies. Lower purchase price multiples
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are a welcome development for private equity
managers in Asia with available capital to de-
ploy. Asian buyout and venture capital funds
entered last year with a record $246 billion in dry
powder?. An additional $37.8 billion was raised
through September of last year, according to
Private Equity International, with more than half
going to pan-Asian mega-funds?.

Ongoing concerns about valuations, and fears
that the China/U.S. trade spat would intensify,
kept many private equity investors from re-bal-
ancing their portfolios toward Asia and other
emerging markets as prices fell last year. Taken
together, this resulted in significant pent-up de-
mand for deal flow, decreased transaction veloc-
ity/liquidity, lower exit multiple expectations, and
delayed exits. Conversely, we believe the current
environment for private investments in Asia is
increasingly attractive from a capital deployment
perspective.

The long-term optimism on Asia is merited. Al-

though Asian private markets are perhaps more
illiquid and often subject to greater volatility than

Meet the Members of Our Asia Team

their developed-economy peers, the secular
long-term trends in the region are attractive to
investors uninterested in timing the ebbs and
flows of publicly traded instruments. When
viewed strategically, Asia’s macro fundamentals
are anchored by a young and tech-savvy demo-
graphic that boasts rising incomes and promises
greater domestic consumption.*

The Millennial Factor
2017 Population Aged 25-39 (mil.)

Euro Area 63
us. 66
India 318
China 332
Asia 818

Source: United Nations World Population Prospects 2017.
See Endnote #4 for more information
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Market Conditions

The current Asian private equity market is

much more sophisticated and mature than in
prior years. Investment activity has shifted from
minority growth investments — which typically
have limited exit avenues available - to control
and joint-control deals. Lower valuations and an
increase in deal opportunities, coupled with an
improved transaction mix should lead to a stron-
ger, more robust recovery.

With the rising prevalence of shared control
transactions, entrepreneurs and management
teams are more willing to accept the influence of
operating partners employed by private equity
sponsors. Operating partners typically have
years of experience in multinational corporations
and bring large, global operating networks with
them. Often, they apply their technical skills at
a local level, instill industry best practices and
potentially make substantial improvements to a
company’s top and bottom lines.

In addition to the increase of available buyout
opportunities in developing Asia, another inter-
esting development is the emergence of a viable
secondary market. As the Asian private equity
asset class continues to mature, the secondary
opportunity set has expanded to include not
only tail-end fund positions but, increasingly,
funds that are either finishing their investment
periods or are entering their harvesting cycles.

Secondaries present an interesting investment
opportunity for many private equity investors
looking to increase exposure to Asia. Second-
ary transactions can provide an efficient way to
gain initial exposure to the Asian private equity
market while mitigating J-curve effects and
shortening hold periods that typically accompa-
ny primary investments.

Moreover, secondaries may allow investors to
purchase fully or partially seasoned assets at
discounted valuations. Secondary fund manag-
ers are able to price in the region’s risk factors,
including currency movements, impact of trade
tensions, valuation dynamics and viability of
capital markets. Given the recent market volatili-
ty, secondary funds have gained the attention of
investors, and we’re optimistic that the second-
ary market in Asia will continue to offer attractive
opportunities.

Why Portfolio Advisors?

Over the fourteen years that Portfolio Advi-
sors has been active in Asia, there have been
a number of economic cycles. We focus on
experienced managers with whom we have
longstanding relationships and who have deep
market knowledge as well as an understanding
of local nuances.

Because Asian markets are diverse and still
developing, local knowledge is especially im-
portant. It can be very challenging to see the
region’s opportunity set in total, across markets,
cultures and countries. Building a robust, dedi-
cated portfolio of Asian private equity managers
requires an understanding of the issues from a
local perspective. Through our office in Hong
Kong, Portfolio Advisors (Hong Kong) Limited,
we have developed the local knowledge and
presence to source, evaluate, gain access to
and capitalize on a variety of investment oppor-
tunities throughout the region.

Understanding a manager’s capabilities and
conducting deep dives into how the principals
will source, research and monitor investments
are among the key attributes we carefully dil-
igence when considering a fund opportunity.
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Investors unfamiliar with Asia often don’t under-
stand the nuances involved in researching Asian
managers. Does the GP have experience buying
well? Are they conscientious when entering po-
sitions? Can they structure downside risks prop-
erly through redemption rights or other mech-
anisms? Can they add any value to an asset
once they’ve acquired it? Importantly, have they
demonstrated an ability to exit through multiple
jurisdictions, methods and structures?

The PA Advantage

» Local knowledge - 14 years in the Asia Pacific Region
» Relationships with 45+ general partners across 115+
investments
» Experience managing through multiple cycles
and economic environments
» Early mover in the Asian Secondaries space
» Access to global PA platform

Even within Asia, local issues can differ widely
from country to country. Managers need to be
familiar with each national culture, their respec-
tive legal, tax and regulatory environments,
various economic trajectories and crosscurrents,
and any number of disparate investment cli-
mates in order to fully understand each specific
country and the opportunities it may hold.

Local expertise becomes crucial in evaluating
one market over another. Global investors trying
to manage a portfolio of Asian private equity
exposures are thus faced with not only having to
stay abreast of their individual general partners
and respective positions, but also tracking the
dynamic environments across each market in
which they’re active.
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There may even be differences within a country’s
various regions — nations like China and India
have broad regional diversity that essentially
results in sub-markets inside each country, and
requires an even more granular understanding of
local perspectives. In order to invest effectively
and properly diversify, practitioners must be able
to view a market from a boots-on-the-ground
perspective, developing an inherent understand-
ing of what makes sense.

In our case, we anchor our Asian fund-of-funds
portfolios with pan-Asia managers we know

well and who have successfully gone through
both bull and bear markets, and supplement
them with managers who deliver the requisite
single country expertise and experience. Private
equity investing in Asia requires a unique mix of
fortitude, foresight, experience and patience. We
believe that blending these characteristics in a
consistent approach to Asian private equity can
lead to attractive risk-adjusted returns.

We believe experienced general partners with
local knowledge, an ability to source proprietary
transactions at reasonable entry valuations,
typically, with little to no acquisition leverage,
an ability to add operational value to portfolio
companies and a demonstrable track record of
exiting investments through multiple methods
and geographies offer the most attractive risk
and reward propositions in Asia.

As an asset class whose performance relies on
discipline and focusing on strategic value gen-
eration, private equity presents a compelling op-
portunity set and we believe the next few years
will be an attractive period for new primary,
secondary and co-investment opportunities in
the region. The seeds are in place for Asian pri-
vate equity to have a strong recovery. A slowing
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economy and continued trade tensions have brought
valuations meaningfully lower over the past several
quarters. Structural and fundamental improvements in
human capital, governance and corporate profession-
alism bode well for the next phase of growth among
Asian general partners and their portfolio companies.
Comprehensive local knowledge, combined with more
than a decade of deep investment experience, should
be key advantages in prudently deploying capital in
this evolving and dynamic region. &

Endnotes and Chart Citations

1) “Purchasing Managers Index for February 2019”, National Bureau of Statistics of China, http://www.stats.gov.cn/en-
glish/PressRelease/201903/t20190301_1651561.html

2) “Preqin Asian Private Equity & Venture Capital Special Report”, http://docs.preqin.com/reports/Preqin-Special-Re-
port-Asian-Private-Equity-September-2018.pdf, page 7.

3) “2018 in Asia: The Rise and Rise of Mega-Funds”, Private Equity International, https://www.privateequityinternational.
com/2018-asia-rise-rise-mega-funds/

4) United Nations, Department of Economic and Social Affairs, Population Division (2017). World Population Prospects:
The 2017 Revision, custom data acquired via website.
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Headquarters:
9 Old Kings Highway South
Darien, CT 06820
Phone: +1 (203) 662 3456

Zirich Office Hong Kong Office
Brandschenkestrasse 47 33/F, Alexandra House
8002 Zurich 18 Chater Road
Switzerland Central Hong Kong
Phone: +41 (44) 200 3500 Phone: +852 (3184) 9210

Headquartered in Darien, CT and founded in 1994, Portfolio Advisors, LLC is an independent, private markets invest-
ment specialist with more than $23 billion in assets under management. The firm also has offices in Switzerland and
Hong Kong. Portfolio Advisors provides tailored private equity, private real estate and private credit investment solutions
through commingled funds and custom advisory solutions via primary partnerships, secondary purchases, co-invest-
ments and direct senior and mezzanine investments. Portfolio Advisors has been an Investment Advisor registered with
the U.S. Securities and Exchange Commission since 1994, and is also a Qualified Professional Asset Manager in the U.S.

© Copyright 2019 Portfolio Advisors, LLC. All rights reserved. For more information or to be added to our research dis-
tribution, please visit www.portad.com or email us at investorrelations@portad.com.
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Disclosure Statement

This material does not constitute an offer or solicitation for any fund sponsored by Portfolio Advisors, LLC (“Portfolio Advisors”) or its
affiliates, or any investment services provided by Portfolio Advisors. No offer of investment services or sale will be made in any jurisdic-
tion in which the offer, solicitation, or sale is not authorized or to any person to whom it is unlawful to make the offer, solicitation or sale.

This document includes information obtained from published and non-published sources that Portfolio Advisors believes are reliable.
Such information has not been independently verified by Portfolio Advisors. Unless otherwise specified, all information is current at the
time of issue. Any opinions expressed are those of Portfolio Advisors. The opinions expressed do not constitute investment advice and
are subject to change without notice. Past performance is not a guarantee of future success and there can be no assurance that inves-
tors in funds will achieve the returns or investment objectives discussed herein. Investments in private funds involve significant risks,
including the possible loss of the entire investment. The information herein is not intended to provide, and should not be relied upon for,
accounting, legal or tax advice or investment recommendations. You should consult your tax, legal, accounting or other advisors about
the matters discussed herein.

Distribution of this information to any person other than the person to whom this information was originally delivered and to such
person’s advisors is unauthorized and any reproduction of these materials, in whole or in part, or the disclosure of any of the contents,
without the prior consent of Portfolio Advisors, in each such instance is prohibited. Notwithstanding anything to the contrary herein,
each recipient of this summary (and each employee, representative or agent of such recipient) may disclose to any and all persons,
without limitation of any kind, the tax treatment and tax structure of (i) any fund described herein and (ii) any of its transactions, and all
materials of any kind (including opinions or other tax analyses) relating to such tax treatment and tax structure.

Before deciding to invest in a fund, prospective investors should pay particular attention to the risk factors contained in the fund doc-
uments. Investors should have the financial ability and willingness to accept the risk characteristics of an investment in a fund. Certain

information contained herein constitutes forward-looking statements, which can be identified by the use of terms such as “may”, “will”,
“should”, “expect”, “anticipate”, “project”, “estimate”, “intend”, “continue”, or “believe” or other variations thereof. Due to various risks
and uncertainties, including those discussed above, actual events or results or actual performance may differ materially from those
reflected or contemplated in such forward-looking statements. As a result, investors should not rely on such forward-looking statements

in making an investment decision.

Nothing set forth in this document is intended to constitute a recommendation that any person take or refrain from taking any course
of action within the meaning of U.S. Department of Labor Regulation §2510.3-21(b)(1), including without limitation buying, selling or
continuing to hold any security. No information contained herein should be regarded as a suggestion to engage in or refrain from

any investment-related course of action as none of Portfolio Advisors, LLC or any of its affiliates is undertaking to provide investment
advice, act as an adviser to any plan or entity subject to the Employee Retirement Income Security Act of 1974, as amended, individual
retirement account or individual retirement annuity, or give advice in a fiduciary capacity with respect to the materials presented herein.
You are advised to contact your own financial advisor or other fiduciary unrelated to Portfolio Advisors, LLC about whether any given
course of action may be appropriate for your circumstances.

© Copyright 2019 Portfolio Advisors, LLC. All rights reserved.
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