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Unlocking opportunities: 
Understanding the  
growing secondary market

Global secondary transaction volume has grown rapidly in recent years. Lexington esti-
mates secondary industry volume reached a record high of $128 billion in 2021 and 
exceeded $100 billion in 2022 and 2023. Several factors are driving this growth, including 
primary fundraising volume, limited partners (LPs) seeking liquidity in the absence of 
distributions, and general partner (GP)-led transactions. In 2024, the secondary market 
remains undercapitalized versus a significant supply of deal flow, setting the stage for  
a robust buyer’s market. 

We begin with a high-level primer on the market, how it works, and its potential benefits  
as an investment strategy. Later, we will explore the opportunities in the secondary market 
in more depth.

A secondary market primer
What is a secondary transaction? Essentially, it is what its name implies. It is a secondary 
transaction in the private equity (PE) market where an existing exposure in a private 
investment fund is either bought or sold. PE funds have long term lockups, typically 
between 10 and 13 years, so investor capital is illiquid. The secondary market offers a 
liquidity option for investors who may need cash, are looking to change their portfolio 
allocation, or re-balance their holdings to return to a target allocation. To do so, they  
work with firms that specialize in secondary market deals, which serve as liquidity providers 
to investors in private assets. This is particularly appealing to institutional investors and 
other LPs looking to manage their portfolios more actively.
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There are two primary types of secondary market transactions. The first is the traditional  
LP transaction, where an original limited partner in a private equity fund may sell one or  
more partnership interests. The LP works with a secondaries firm to negotiate a purchase 
and sale agreement to buy that exposure. The transaction could be for a single partnership 
interest, or it could be a large portfolio of underlying interests. There are many different 
types of deal structures, but the underlying exposures do not change. Beyond having to 
approve the transfer, the GP is essentially a passive party, and the secondaries firm steps 
into the selling LP’s shoes as the new transferee. The economics of the underlying fund  
do not change. 

The second most common transactions are GP-led deals. The GP-led secondary market 
has been getting a lot of press in recent years, as it has been increasingly popular  
with both sponsors and buyers. As with LP transactions, there are many different types  
of GP-led deal structures. The most common transactions include continuation funds  
and tender offers. In these instances, it is the GP initiating the secondary transaction, 
working with a set of buyers to craft a deal to provide liquidity options to a group of LPs  
in an organized way. In these transactions the GP plays an active role, either running a  
tender offer for a fund, or creating a continuation vehicle (CV). 

A CV enables the sale of a single company or a portfolio of companies from an older 
private equity fund into a newly established vehicle. In this way, liquidity can be offered  
to the original investors, while the GP continues to own and add value to the business. 
Original investors typically have the option of taking the liquidity at the negotiated price,  
or they may elect to reinvest into the new CV. GPs often pursue CVs so they can hold 
high-quality assets for longer than the planned life cycle, with the intent of continuing  
to compound capital. 

Why invest in secondaries? 
The attractiveness of the secondary market in private equity can be attributed to several 
factors, and the appeal may vary depending on the perspectives of different market 
participants. Here are some reasons we consider secondaries attractive:

Mitigation of primary J-curve
The J-curve refers to the graphical representation of the typical pattern of cash flows  
that a private equity fund might experience over its life cycle. Private equity involves 
investing in privately-held companies, often with the goal of improving their performance 
and later selling them for a profit.

The J-curve graph (Exhibit 1 on the next page) typically shows a negative cash flow  
during the initial years of the fund’s life, followed by a positive cash flow in later years.  
The horizontal axis represents time, while the vertical axis represents the fund’s cash flow.

In Exhibit 1, we can see the cash flow profile of a traditional private equity fund. The blue 
bars are the capital calls in the beginning stages of the investment, drawn from the  
LPs in the private investment fund. This generally happens in years one through five,  
as the GP deploys capital into portfolio company investments. As those investments begin 
to realize gains, typically in years five through 10, you start to see the distributions come  
off the portfolio, as represented by the teal bars. 
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The orange line represents the J-curve, showing cumulative net cash flow as it dips in  
the early years and rises in the later years of the fund. A secondary strategy can mitigate  
the J-curve effect and generally receives earlier distributions by acquiring interests in 
mature private equity investment funds that are later in the investment period (highlighted 
by the dotted line box in Exhibit 1). In this way, secondary investors are purchasing assets 
closer to their harvest stage and potentially at a discount to market value. 

Attractive portfolio diversification
Secondary portfolios are typically broadly diversified by sponsor, fund, sector, strategy, 
geography, industry, company and vintage year. This broad diversification may  
dampen volatility, which can effectively reduce specific idiosyncratic risk of individual 
portfolio companies. 

Reduced investment risk 
By purchasing interests in private investment funds on the secondary market later into 
their PE lifecycles, secondary investors can typically see where most of the capital has 
been invested. In this way, the blind pool risk is mitigated. Blind pool risk refers to the 
potential uncertainties and risks associated with investing in a private equity fund without 
knowing the specific companies or projects the fund will invest in.

Secondary investors have fundamentally more information. An investor knows which 
companies are performing and which are not and is able to re-underwrite identified assets 
with an understanding of the macro environment in which they are investing. In this way, 
secondary investors can have better price discovery. 

Global secondary market meaningfully undercapitalized
We believe there are attractive opportunities in today’s secondary market for investors. 
There exists a supply and demand imbalance between the demand for liquidity in  
private investments and secondary buyer capital available to provide that liquidity. 
Secondary firms are positioned to fill this liquidity gap. 

Exhibit 1:  
The J-Curve Pattern
Illustrative Annual Cash 
Flows for a Private Equity 
Partnership

Source: Lexington estimates. Presented for illustrative purposes only. There is no assurance that any estimate, forecast or projection will  
be realized.
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This shortage of secondary capital has persisted for much of the industry’s existence— 
but is especially acute today (Exhibit 2). For example, the ratio above the bar representing 
2024 is 1.3x, meaning just a little over one year of deal flow. This shortage of dry powder 
suggests that secondary buyers may have a pricing advantage in today’s market. 

Growing inventory and increasing turnover drive secondary  
market growth
Active portfolio management of illiquid investments and the growth of GP-led transactions 
have driven the secondary industry’s compounded growth rate of 13% per year since 2011 
(see Exhibit 3). 

Exhibit 3: Global 
Secondary Market 
Growth
Global Secondary Market 
Transactions Sale Price + 
Unfunded Commitments  
2011-2024E
As of October 2024

Sources: Dow Jones Private Equity Analyst/LP Source, Invest Europe, AVCJ, LAVCA, Preqin, and Lexington estimates. CAGR = Compound Annual 
Growth Rate. 2024E reflects Lexington estimates as of October 2024. 

Exhibit 2: Limited 
Liquidity in the 
Secondary Market 
Secondary Dry Powder 
(Years of Transaction 
Volume)
2008–2024E

Sources: Lexington estimates (secondary transaction volume), Preqin (dry powder). 2024E reflects Lexington estimates as of October 2024. Years 
of transaction volume is based on end of year dry powder divided by preceding year deal volume. Bottoms up dry-powder analysis excludes dry 
powder for dedicated infrastructure and real estate secondary funds. Additional secondary capital raised is dependent on fundraising conditions 
over the near to medium-term. There can be no assurance that historical trends will continue. 
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The secondary market has largely tracked the growth of the private equity industry, and  
we believe there is significant runway ahead. Exhibit 4 illustrates this dynamic. We can  
see the growth in fundraising in primary PE markets since 2011, compounding annually  
at 10% through 2023. Those assets are the inventory that eventually comprise the 
secondary market. 

The circles in the chart represent the turnover rate in each vintage year. The turnover rate 
represents the percentage of capital that has transacted in the secondary market from 
that year. For example, we can see in 2011 that $289 billion in capital was raised in that 
vintage year, and about 13% of that transacted through the secondary market. You can  
see the orange circles trend down and to the right, as turnover rate naturally increases  
as vintage years mature. The vintages on the right of the chart were raised more recently, 
and in fact are the largest vintages ever raised in the private equity market. These are not  
yet mature enough to see turnover into the secondary market. The expectation is that as 
these more recent vintages mature, there will likely be an increase in secondary volume 
over the next five to 10 years. 

Recent uptick in discounts
Discount rates have been rather steady over the last 10+ years, but 2022 and 2023  
saw elevated discounts (Exhibit 5). Factors driving the increase include recent market  
volatility and an expectation for declining net asset values (NAVs), which could result  
in more conservative underwriting by secondary buyers, and hence higher discounts.  
In addition, investors are increasingly seeking liquidity as portfolio distributions decline, 
so there is increased volume of portfolio sales as secondary industry dry powder reaches 
historic lows. 

Exhibit 4: Future Vintage 
Years Indicate Potential 
for Solid Growth in 
Secondary Markets
Capital Committed to 
Private Investment Funds & 
Turnover % 

Sources: Dow Jones Private Equity Analyst/LP Source, Invest Europe, AVCJ, LAVCA, Preqin, and Lexington estimates. CAGR = Compound Annual 
Growth Rate. Turnover percentages are based on Lexington estimates as of October 2024. 2024E reflects Lexington estimates as of October 2024. 
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The global secondary market has grown over the past three decades primarily as a result 
of the increased supply of capital committed to private investment funds, the trend 
towards more active management of these commitments, the desire among select inves-
tors for earlier liquidity, and the expansion of the sponsor-led opportunity set. In today’s 
environment, LPs are seeking liquidity in the absence of distributions and are rebalancing 
portfolios versus allocation limits, while GPs are facing pressure to provide liquidity  
options to their limited partners. As such, we believe the backdrop for the secondary 
market continues to remain attractive. 

Exhibit 5:  
Secondary Pricing
Weighted Purchase 
Discount to Market Value
2002–2024E

Lexington estimates (database includes over 50,000 private equity and alternative interests). Presented for illustrative purposes only.  
There can be no assurances that projections will prove to be accurate, or that historical trends will continue. 2024E reflects Lexington estimates  
as of October 2024.  
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Given the long-term, illiquid nature of private investment funds, secondary firms may be able to 
purchase fund interests at a discount to market value. While a large discount does not necessarily 
signify an attractive deal, discounts may provide mitigation to the downside if values decline. 
Some factors that may contribute to secondary market discounts include market conditions, 
portfolio composition, and fund life stage.

Discounts in the context of secondary PE markets
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IMPORTANT NOTICE FROM LEXINGTON
The information provided herein is being provided on a confidential basis for informational and discussion purposes only and does not constitute 
an offer to sell or a solicitation of an offer to purchase a limited partner interest in any investment fund sponsored by Lexington. Any such offer or 
solicitation shall be made only pursuant to a confidential private placement memorandum which will describe certain risks and other matters 
related to an investment in the relevant investment fund. Unless specifically stated to the contrary or as the context otherwise requires, all 
references herein to “Lexington” shall refer to Lexington Partners L.P. and its affiliated entities.
The information contained herein should be treated in a confidential manner and may not be reproduced or used in whole or in part for any 
purpose other than those described above.
There can be no assurance that historical trends presented, referenced or implied herein will continue during the life of any Lexington fund  
or investment.
Certain information contained herein has been obtained from sources outside Lexington. While such information is believed to be reliable for 
purposes used herein, no representations are made as to the accuracy or completeness thereof.
Lexington’s Proprietary Database: Lexington has assembled a proprietary database, which is compiled from various sources, including, without 
limitation: third party agents, publications, public filings, industry sponsors and market participants. Lexington’s database includes over 50,000 
private equity and alternative interests.
Forward-Looking Statements: Statements contained herein (including those relating to current and future market conditions and trends, in 
respect thereof) that are not historical facts are based on Lexington’s current expectations, estimates, projections, opinions, and/or beliefs.  
Certain information contained herein constitutes “forward-looking statements,” which can be identified by the use of forward-looking terminology 
such as “may,” “will,” “should,” “could,” “expect,” “anticipate,” “project,” “estimate,” “intend,” “continue,” “target,” “pro forma,” “plan” or “believe”  
or the negatives thereof or other variations thereon or comparable terminology.  Due to various risks and uncertainties, actual events, results or 
the actual performance of any investment may differ materially from those reflected or contemplated in such forward-looking statements or,  
for the avoidance of doubt, in the views or opinions of Lexington expressed herein. Moreover, no assurance can be given that the events, 
conditions, trends or themes described herein will occur or continue, particularly since they will often depend upon future events outside of the 
control of Lexington.
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WHAT ARE THE RISKS?
All investments involve risks, including possible loss of principal. 
Equity securities are subject to price fluctuation and possible loss of principal. Fixed income securities involve interest rate, credit, inflation and 
reinvestment risks, and possible loss of principal. As interest rates rise, the value of fixed income securities falls. Low-rated, high-yield bonds are 
subject to greater price volatility, illiquidity and possibility of default. Floating-rate loans and debt securities are typically rated below investment 
grade and are subject to greater risk of default, which could result in loss of principal. 
Alternative strategies are complex and speculative, entail significant risk and should not be considered a complete investment program. 
Depending on the product invested in, such investments and strategies may provide for only limited liquidity and are suitable only for persons 
who can afford to lose the entire amount of their investment. Private investments present certain challenges and involve incremental risks as 
opposed to investments in public companies, such as dealing with the lack of available information about these companies as well as their 
general lack of liquidity. There also can be no assurance that companies will list their securities on a securities exchange, as such, the lack of an 
established, liquid secondary market for some investments may have an adverse effect on the market value of those investments and on an 
investor’s ability to dispose of them at a favorable time or price.
International investments are subject to special risks, including currency fluctuations and social, economic and political uncertainties, which 
could increase volatility. Active management does not ensure gains or protect against market declines. 

IMPORTANT LEGAL INFORMATION
This material is intended to be of general interest only and should not be construed as individual investment advice or a recommendation or 
solicitation to buy, sell or hold any security or to adopt any investment strategy. It does not constitute legal or tax advice. 
The views expressed are those of the investment manager and the comments, opinions and analyses are rendered as of the publication date and 
may change without notice. The underlying assumptions and these views are subject to change based on market and other conditions and may 
differ from other portfolio managers or of the firm as a whole. The information provided in this material is not intended as a complete analysis of 
every material fact regarding any country, region or market. Past performance is not necessarily indicative nor a guarantee of future 
performance. 
Any research and analysis contained in this material has been procured by Franklin Templeton for its own purposes and may be acted upon in 
that connection and, as such, is provided to you incidentally. Data from third-party sources may have been used in the preparation of this material 
and Franklin Templeton (“FT”) has not independently verified, validated or audited such data. Although information has been obtained from 
sources that Franklin Templeton believes to be reliable, no guarantee can be given as to its accuracy and such information may be incomplete or 
condensed and may be subject to change at any time without notice. The mention of any individual securities should neither constitute nor be 
construed as a recommendation to purchase, hold or sell any securities, and the information provided regarding such individual securities  
(if any) is not a sufficient basis upon which to make an investment decision. FT accepts no liability whatsoever for any loss arising from use of this 
information and reliance upon the comments, opinions and analyses in the material is at the sole discretion of the user. 
Products, services and information may not be available in all jurisdictions and are offered outside the U.S. by other FT affiliates and/or their 
distributors as local laws and regulation permits. Please consult your own financial professional or Franklin Templeton institutional contact for 
further information on availability of products and services in your jurisdiction.

Issued in the U.S. Franklin Resources, Inc. and its subsidiaries offer investment management services through multiple investment advisers registered with the SEC. Franklin Distributors, LLC and 
Putnam Retail Management LP, members FINRA/SIPC, are Franklin Templeton broker/dealers, which provide registered representative services. Franklin Templeton, One Franklin Parkway, San Mateo, 
California 94403-1906, (800) DIAL BEN/342-5236, franklintempleton.com. 
Canada: Issued by Franklin Templeton Investments Corp., 200 King Street West, Suite 1500 Toronto, ON, M5H3T4, Fax: (416) 364-1163, (800) 387-0830, www.franklintempleton.ca.
Offshore Americas: In the U.S., this publication is made available only to financial intermediaries by Franklin Distributors, LLC, member FINRA/SIPC, 100 Fountain Parkway, St. Petersburg, Florida 
33716. Tel: (800) 239-3894 (USA Toll-Free), (877) 389-0076 (Canada Toll-Free), and Fax: (727) 299-8736. Distribution outside the U.S. may be made by Franklin Templeton International Services, S.à r.l. 
(FTIS) or other sub-distributors, intermediaries, dealers or professional investors that have been engaged by FTIS to distribute shares of Franklin Templeton funds in certain jurisdictions. This is not 
an offer to sell or a solicitation of an offer to purchase securities in any jurisdiction where it would be illegal to do so.
Issued in Europe by: Franklin Templeton International Services S.à r.l.—Supervised by the Commission de Surveillance du Secteur Financier—8A, rue Albert Borschette, L-1246 Luxembourg.  
Tel: +352-46 66 67-1, Fax: +352-46 66 76. Poland: Issued by Templeton Asset Management (Poland) TFI S.A.; Rondo ONZ 1; 00-124 Warsaw. South Africa: Issued by Franklin Templeton Investments SA 
(PTY) Ltd, which is an authorized Financial Services Provider. Tel: +27 (21) 831 7400, Fax: +27 (21) 831 7422. Switzerland: Issued by Franklin Templeton Switzerland Ltd, Stockerstrasse 38,  
CH-8002 Zurich. United Arab Emirates: Issued by Franklin Templeton Investments (ME) Limited, authorized and regulated by the Dubai Financial Services Authority. Dubai office: Franklin 
Templeton, The Gate, East Wing, Level 2, Dubai International Financial Centre, P.O. Box 506613, Dubai, U.A.E. Tel: +9714-4284100, Fax: +9714-4284140. UK: Issued by Franklin Templeton Investment 
Management Limited (FTIML), registered office: Cannon Place, 78 Cannon Street, London EC4N 6HL. Tel: +44 (0)20 7073 8500. Authorized and regulated in the United Kingdom by the Financial 
Conduct Authority. 
Australia: Issued by Franklin Templeton Australia Limited (ABN 76 004 835 849) (Australian Financial Services License Holder No. 240827), Level 47, 120 Collins Street, Melbourne, Victoria 3000. 
Hong Kong: Issued by Franklin Templeton Investments (Asia) Limited, 62/F, Two IFC, 8 Finance Street, Central, Hong Kong. Japan: Issued by Franklin Templeton Japan Co., Ltd., Shin-Marunouchi 
Building, 1-5-1 Marunouchi Chiyoda-ku, Tokyo 100-6536, registered in Japan as a Financial Instruments Business Operator [Registered No. The Director of Kanto Local Finance Bureau (Financial 
Instruments Business Operator), No. 417]. Korea: Issued by Franklin Templeton Investment Advisors Korea Co., Ltd. 3rd fl., CCMM Building, 101 Yeouigongwon-ro, Yeongdeungpo-gu,  
Seoul Korea 07241. Malaysia: Issued by Franklin Templeton Asset Management (Malaysia) Sdn. Bhd. & Franklin Templeton GSC Asset Management Sdn. Bhd. This document has not been reviewed 
by Securities Commission Malaysia. Singapore: Issued by Templeton Asset Management Ltd. Registration No. (UEN) 199205211E, 7 Temasek Boulevard, #38-03 Suntec  
Tower One, 038987, Singapore.
Please visit www.franklinresources.com to be directed to your local Franklin Templeton website.


