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Funds of funds have long acted as an important conduit for the fl ow 
of capital into the private equity industry. They provide a means 
of accessing the asset class for investors that lack the fi nance, 
knowledge or experience required to select and participate in funds 
directly. They also represent a key and signifi cant source of capital for 
private equity fund managers, often making repeat investments with 
the same fi rm. This duality has meant that in the wake of the fi nancial 
crisis and a slump in overall private equity fundraising, the importance 
of funds of funds has grown while the managers of such vehicles have 
themselves faced diffi culties in raising capital.

Fundraising Market

The fundraising environment for all private equity vehicles remains 
tough, with diffi cult conditions seen in 2009 persisting throughout 
2010. Managers are bringing fewer vehicles to market and targeting 
less capital than during the industry’s peak years of 2006-08, while the 
number of funds closing and the amount of capital secured have also 
declined in the past couple of years.

A drop in the market share of funds of funds in 2010 indicates that it has 
been a particularly diffi cult year of fundraising for managers of these 
vehicles (see Fig. 1). The capital raised by funds of funds represented 
just 6% of the 2010 market total at the time of publication in November 
2010, compared to an average of almost 11% over the previous fi ve 
years. Although the current market share is likely to increase by year-
end, with December traditionally being a comparatively strong month 
for closes of funds of funds, it is unlikely to match the market share 
(12%) these vehicles held in 2009.

Changes in Investor Motivation

In the current market, some of the key reasons for investors 
participating in funds of funds are less compelling than they have 
been in the past. The attraction of fund of funds managers as 
providers of exposure to top-tier and diffi cult-to-access funds, for 
example, is no longer as relevant. The oversubscription of private 
equity funds that was seen in the asset class a few years ago is 
rare in today’s market, making it easier for investors to participate 
directly in their chosen funds without the need to invest via fund of 
funds vehicles. Some managers are also dropping the minimum 
commitment levels, allowing smaller investors to adequately diversify 
their portfolio without using funds of funds.

The pool of new fund of funds investors is also smaller than in recent 
years. Some investors that invested in fund of funds in the past to gain 

experience of the asset class now feel that they have the necessary 
knowledge to commit to private equity funds directly, avoiding the 
additional fees attached to fund of funds investments. At the same 
time, fewer new investors, which have historically represented a 
strong source of capital for fund of funds, are entering the asset class 
for the fi rst time as a result of market uncertainty. Conditions are 
therefore very challenging, and fi rms are having to work harder than 
ever in order to identify and attract new limited partners.

Performance of Funds of Funds

The performance of funds of funds has improved recently – the one-
year horizon IRR to March 2010 was 10.5% compared to 0.2% and 
-12.0% to December 2009 and December 2008 respectively – but 
the long-term returns offered by these vehicles are considerably less 
attractive compared to those of direct investment funds: as at March 
2010, the fi ve-year horizon return for funds of funds was 5.5%, while 
the average across all private equity fund types was 16.8%.

Investor Appetite – Existing Investors

Preqin’s October 2010 survey of 148 fund of funds investors 
indicates that half intend to make new commitments to funds of 
funds in the next three years, while an additional quarter will consider 
making new commitments in this period. As evidenced by the current 
fundraising market, however, investors are generally being more 
cautious than ever when making new commitments. One-third of 
survey respondents that plan to commit to a fund of funds in the next 
three years expect to do so in 2011, but 51% are yet to decide on the 
timing of any new activity (see Fig. 2).

Even for those fund of funds managers that do not have a new fund 
in the market, the indication is that they will need to carefully consider 
investor relations in order to secure re-up commitments in the future. 
Although investors commonly have long-established relationships 
with fund of funds managers, our survey also shows that just over 
half of respondents will remain open to investing with teams they 
have not made allocations to in the past.

Fund of Funds Managers: Changes in the Market

Mergers, acquisitions and spin-outs of management teams are 
themes that are not unfamiliar in the private equity fund of funds 
market (a number of the currently active fi rms were formed following 
such transactions), but 2010 has seen more activity than usual, with 
several prominent players involved. Consolidation was inevitable 
given the market contraction that has followed several years of 

Market Overview
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considerable growth. The tough fundraising environment 
of the last two years has intensifi ed competition for 
investor commitments, with the number of fund of funds 
previously coming to the market now unsustainable (196 
vehicles targeting $67 billion were on the road in Q4 
2008, compared to 146 vehicles targeting $45 billion in 
November 2010).

Changes in the ownership of some fund of funds units 
have also occurred as a result of fi nancial groups 
increasingly seeking to focus on core operations. New 
regulations, such as the Dodd-Frank Act in the US, that 
place constraints on alternative investment activities 
of banks have been introduced in 2010. Although 
regulations have proved less severe than many 
expected, some banks have sought to dispose of private 
equity fund of funds arms.

As the fundraising climate remains uncertain, further 
consolidation is likely to occur in 2011. Similarly, as 
fi nancial institutions continue to restructure and adapt 
to new legislation, further sales of fund of funds units to 
management teams and external parties could be seen. 

The Road Ahead

Despite recent changes in the market, funds of funds 
continue to play an important role in the private equity 
industry. The best managers of these vehicles will 
continue to attract capital in future and we expect the 
market to improve over the coming years. As in the past, 
the structure and inherent advantages of funds of funds 
mean that they will attract investors entering the asset 
class for the fi rst time, as well as small investors that 
start to think about returning to the market after fi rst 
participating during the boom years.

Other benefi ts that derive from participating in funds of funds, 
including diversifi cation and superior fund selection, are diffi cult 
for investors to successfully replicate when acting alone and are 
particularly important amid continuing fi nancial and economic 
uncertainty.

The ability of top managers to provide exposure to niche and 
emerging markets is also something that continues to be valued by 

investors. Funds of funds are likely to place greater emphasis on 
regions outside of North America and Europe in the next few years 
as they seek to expand their client base while benefi ting from the 
attractive long-term growth rates anticipated in some markets, such 
as China and India.

Fig. 2: Investors’ Expected Timeframe for Next Commitment to a Fund of Funds

 Source: Preqin
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Current Fundraising Market 

• As shown in Fig. 3, 146 fund of funds vehicles are on the 
road as of November 2010, seeking an aggregate $45 billion 
in commitments. This represents a decrease in the number of 
vehicles seeking capital as of the same point in both 2009 and 
2008, when 168 and 196 funds of funds were raising capital 
respectively. 

• As of November 2010, private equity funds on the road are 
targeting an aggregate $567 billion, with fund of funds vehicles 
accounting for 8% of this total, the same proportion as in 2009 
and 2008.

• The majority of funds of funds in market are targeting North 
America as their primary geographical focus. 77 fund of funds 
vehicles primarily focused on North America have an aggregate 
target of $28.7 billion. This represents over 60% of the global 
total sought by funds of funds and 53% of the total number of 
fund of funds vehicles in market. 

• European-focused funds of funds are seeking aggregate 
commitments of $7.7 billion across 41 vehicles as of November 
2010. At the same point last year 53 funds of funds were seeking 
a total of $13.3 billion. In terms of the market share, Europe-
focused vehicles represent 28% of the total number of funds on 
funds on the road compared to 32% last year. 

• As shown in Fig. 4, fund of funds managers that are 
headquartered in North America have 77 vehicles on the road, 
seeking a total of $30.1 billion in commitments. European fund 
managers are seeking $10.7 billion in commitments for 56 
funds of funds, representing a 24% market share in terms of 
target commitments. Fund of funds managers based in Asia and 
Rest of World have 13 vehicles on the road seeking $4.1 billion as 
of November 2010, which accounts for 9% of the capital targeted by 
funds of funds globally. 

• $3.5 billion in aggregate commitments is being targeted by fund of 
funds managers raising their maiden vehicles, accounting for 8% of 
the total capital sought by funds of funds as of November 2010.

• 57% of funds of funds in market will target buyout funds, 44% will invest 
in venture funds, 21% distressed debt funds, and 16% mezzanine 
vehicles. Among other targeted fund types are special situations, 
infrastructure and real estate vehicles.
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Geographical Preferences 

• Fig. 5 shows the breakdown of fund of funds managers by the 
location of their main offi ce. 46% of fund of funds managers are 
headquartered in North America. Europe accounts for 41% of 
fund of funds managers. 

• A growing number of fund of funds managers are based outside 
North America and Europe. In 2009, 11% of managers were 
to be found in Asia and Rest of World; in 2010, this has risen 
to 13%. A number of new fi rms have been established outside 
North America and Europe over the past year and are raising 
their fi rst funds of funds.

• Funds of funds have long been seen by investors as a useful 
way of accessing new markets and geographies. By investing 
in emerging markets through funds of funds, investors can not 
only benefi t from managers’ local knowledge and expertise but 
also gain diversifi ed exposure to new geographies and build up 
their own knowledge and understanding of these markets.

• Just over three-quarters of active fund of funds managers (77%) 
invest in emerging markets, an increase from the 71% reported 
last year.

Allocations to Diff erent Fund Types

• Fig. 6 shows how the capital secured by funds of funds that 
closed in 2007-10 is allocated across different types of fund. 
A signifi cantly higher proportion (58%) of the aggregate capital 
raised by funds that closed in 2007 and 2008 is allocated to 
investments in buyout funds in comparison to the proportion of 
capital (49%) allocated by funds of funds that closed in 2009-10.

 
• By contrast, the proportion of capital allocated to other fund 

types, including distressed private equity, natural resources 
and mezzanine funds, has risen from 16% of aggregate capital 
raised by funds closed in 2007-8 to 25% of capital raised by 
funds closed in 2009-10.

• 86% of fund of funds managers named small to mid-market 
buyout funds as particularly attractive at present. Distressed 
private equity funds also received a lot of attention from fund 
of funds managers, with more than half of those polled (56%) 
naming this type of fund. No fund of funds managers felt large 
or mega buyout funds were presenting interesting opportunities 
in the current climate.

Fund of Fund Managers as Investors 
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• Funds of funds have on average accounted for around 11% 
of the private equity fundraising market in previous years. 
However, the proportion of the market held by funds of funds 
has decreased in 2010 to 6% of overall fundraising, half of the 
market share held in 2009.

• Between January and November 2010, 20 funds of funds with 
a primary focus on North America closed with $2.4 billion in 
aggregate commitments. 11 Europe-focused funds raised $3.6 
billion, and six fund of funds vehicles with a primary focus on 
Asia and Rest of World raised $1.9 billion, as Fig. 7 shows.

• While the amount of capital secured by Asia and Rest of World-
focused vehicles in 2010 is at a fi ve-year low, their share of the 
market has almost doubled from 2009. Vehicles with a primary 
focus on Asia and Rest of World account for nearly one-quarter 
of all capital raised by funds of funds in January to November 
2010, up from 13% in 2009. 

• The mean size of funds of funds increased from $289 million in 
2006 to $375 million in 2007, then decreased slightly to $363 
million in 2008, and has continued to decline since, with the 
average amount of capital raised by funds of funds standing at 
$313 million in 2009 and $239 million in January to November 
2010. 

• The highest proportion (38%) of funds of funds that closed in 
2010 raised between $101 million and $250 million in overall 
capital, as Fig. 8 shows. A further 34% of vehicles secured less 
than $100 million in overall commitments. 13% of funds secured 
between $251 million and $500 million, while 9% received total 
commitments in the range of $501-750 million. The smallest 
proportion (6%) of vehicles raised capital in excess of $750 
million.

• 3% of aggregate capital secured by fund of funds managers in 
January to November 2010 was secured by managers raising 
vehicles for the fi rst time. This is a lower proportion than the 
7% of aggregate capital secured by fi rst-time fund of funds 
managers in 2009.

• 12% of funds of funds that closed in 2010 were fi rst-time vehicles. 
This suggests that fi rst-time funds of funds are typically smaller 
in size than vehicles managed by more experienced fi rms. The 
proportion of fi rst-time funds of funds raised in 2009 was at a 
similar level.

                                                       Primary Geographic Focus                        Source: Preqin                                              Fund Size ($mn)                                    Source: Preqin
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Performance
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Fig. 9: Fund of Funds Net IRR Deviation from Median Benchmark
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• Fund of funds vehicles are traditionally viewed as relatively low-
risk investments compared to direct investment funds. Fig.  9 
shows that the majority of funds of funds are collected around the 
benchmark and over half (60%) of all funds of funds have net IRRs 
within +/-5% of their median benchmarks

• The high cluster of funds of funds that can be seen performing 
close to their benchmarks and the few outliers demonstrates 
that funds of funds represent a relatively low-risk strategy.

• Horizon IRRs indicate how the private equity industry is 
performing during defi ned periods (i.e. over one year, three 
years or fi ve years) The one-year horizon returns as of 31st 
March 2010 show that all private equity strategies produced 
positive returns over a one-year period. The private equity 
industry as a whole posted returns of 21.8% over the year to 
March 2010, while funds of funds generated average returns of 
10.5% for the same period.

• Fund of funds investment vehicles typically mature at a slower 
rate compared to direct private equity funds. As an example, 
for funds of funds with vintage year 2002, the median value 
of distributed capital is 56.6% compared to 109.3% for direct 
buyout funds with the same vintage year, while the median 
remaining value is around 80% higher than the 45% for 
vintage 2002 buyout funds

• Fig. 10 shows the median net IRRs and quartile boundaries for 
vintages 1998 to 2008, where all fi rst quartile funds have IRRs 
above the top quartile line and those with IRRs below the bottom 
quartile boundary are fourth quartile funds. More than 75% of 
funds of funds with vintages before 2004 have returns above zero, 
with the median IRR ranging between 5.0% and 11.0% for each 
vintage year. 

• The net multiple is used to illustrate how much capital investors 
have received, or are likely to receive, from their investments. 
The median and weighted multiples are generally closely 
correlated for most vintage years, which demonstrates that the 
larger funds do not tend to perform signifi cantly differently from 
other vehicles.

                                                Vintage Year                                    Source: Preqin         Source: Preqin         IRR Percentage Point Difference from Benchmark
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Listed Funds of Funds

• There are a number of investment vehicles listed on stock 
exchanges conducting private equity investments in the same 
way as traditional private equity partnerships. Some of these 
employ strategies similar to those of unlisted funds of funds, 
chiefl y investing in private equity through primary commitments 
to direct investment funds, as well as participating in secondary 
transactions and direct co-investments.

• Listed private equity funds of funds are generally managed 
by specialist asset managers that are dedicated to alternative 
investments and often manage other, unlisted, funds of funds. 

• One of the benefi ts of listed funds of funds is their ability to 
provide investors with signifi cant diversifi cation across vintage 
years. While the 10-year life span of many unlisted funds of 
funds limits the extent of vintage diversifi cation offered to limited 
partners, listed vehicles are typically able to invest across a 
more prolonged period, which helps to mitigate the effects of 
the ‘J-curve’ and the effects of economic cycles.

• Fig. 11 shows the historic average prices of listed buyout funds, 
venture funds and funds of funds between December 2004 
and September 2010. All share prices are rebased at 100 as of 
December 2004. Buyout and fund of funds share prices reached 
a peak in June 2007 before declining and reaching their lowest 
levels in March 2009. Listed buyout, venture and fund of funds 

vehicles have all experienced similar trends, with the biggest 
decrease occurring in late 2008 and early 2009.

• Since December 2007, all fund types have been trading at 
a discount to net asset value (NAV), reaching their highest 
discount to NAV levels in early 2009. Since then, listed private 
equity share prices have improved and the discounts to NAV 
have reduced.

• To reduce risk and increase diversifi cation, listed funds of funds 
typically seek to gain exposure to markets in various countries 
and regions. As Fig. 12 indicates, a signifi cant proportion of the 
investments of listed vehicles are focused on the traditional 
private equity markets of North America and Europe.

• As with unlisted funds of funds, listed vehicles frequently 
make secondary and direct investments alongside their 
primary commitments to funds. This helps managers bring 
further diversifi cation to their portfolios. The proportion of fund 
portfolios made up of secondary and direct investments varies 
across listed funds of funds, but allocations to each of these 
strategies are typically less than 20%.
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Key features of this publication include:

• Manager Profi les: Detailed profi les for over 230 fund of 
funds managers from around the globe, including fi rm 
and individual contact details.

• Fund Profi les: Vehicle-specifi c details for each 
manager’s most recent and forthcoming funds, with a 
breakdown of investments by fund type, location and 
investment type (primary, secondary and direct).

• Sample Investments & Fund Preferences

• Performance: Key fund performance metrics for over 
600 individual fund of funds vehicles, comparing each 
fund against a fund of funds benchmark and the Preqin 
Synthetic Benchmark 

• Listed Vehicles: Detailed profi les for 25 listed funds of 
funds, including breakdowns of investments

• LP Investors: Detailed profi les for 150 LP investors 
investing in funds of funds. 

• Fundraising: In depth listings of all fund of funds closed 
during 2009 and 2010 and funds currently raising capital. 

• Analysis: Detailed analysis on all aspects of funds of 
funds, of funds managers as investment consultants.

The 2011 Preqin
Funds of Funds Review

The 2011 Preqin Private Equity Fund of Funds Review is the ultimate guide to the PE fund of funds universe, featuring detailed 
profi les for over 230 fund managers, 25 listed funds of funds, over 150 investors, and analysis and data on all aspects of the 
industry. Now into its fi fth edition, the 2011 Preqin Fund of Funds Review has been completely updated to provide the most 
comprehensive and up to date guide available yet.

Maintaining intelligence on the fund of funds sector is essential for all fund of fund managers, private equity fi rms seeking 
capital, investment advisors, institutional investors, placement agents, law fi rms, consultants and other private equity 
professionals.

More information: 
www.preqin.com/foff
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