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Sovereign  
Wealth Funds 
Spell Opportunity 
for Private Equity
BY MYRA THOMAS
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W
ith considerable assets at their disposal, 
sovereign wealth funds are fast becoming a 
growing source of capital for private equity—
good news for middle-market PE funds. These 
state-owned investment vehicles, focused on 
returns to boost the economies of their home 

countries, tend to be long-term institutional investors with diverse 
investment portfolios. 

But their diversity presents hurdles for private equity firms looking 
to woo investment. Fund priorities vary, whether for pension obli-
gations, savings, government policy initiatives or social welfare. In 
addition, the size, investment capacity and transparency of SWFs are 
as wide ranging as the cultures creating them.

Compare, for instance, the State Administration of Foreign 
Exchange of the People’s Republic of China—worth $474 billion—
which was set up to help manage China’s foreign exchange reserves, 
with the Alaska Permanent Fund Corporation, a $54-billion fund that 
can spend its profits on any public purpose in the state. 

According to the Sovereign Wealth Fund Institute, some $454.6 
billion was allocated to private equity from sovereign wealth funds 
in the 12 months ended June 2016, up from $432 billion in the 
same period a year earlier. The top five private equity funders were 
Investment Corporation of Dubai, Temasek Holdings (Singapore), 
Mubadala Development Company (UAE–Abu Dhabi), China Corpora-
tion and the Qatar Investment Authority, according to SWFI data.

One thing is clear: as SWFs chase higher-yield investments, private 
equity is getting a boost. And PE firms with a clear understanding of 
how to build relationships with them are winning the business.

“Knowing a prospective (SWF’s) investment objectives, strategy 
and style preferences all help to avoid wasted efforts and resources,” 
says Patrick J. Schena, co-head of the Fletcher Network for Sovereign 
Wealth and Global Capital at Tufts University’s Fletcher School of 
Law and Diplomacy.



middlemarketgrowth.org22

TAILORING THE APPROACH
When private equity is ready to connect, a third 
party is one of the best ways to get an intro-
duction, as well as to narrow information gaps, 
Schena says. Cross-border investment can be 
complicated, so an experienced investment 
banker, global law firm or placement agent can 
help facilitate a deal.

“Because most sovereign wealth funds are 
non-U.S., the logistics of introductions, traveling 
and relationship-building will likely contribute 

to challenges and greater 
investment in time and 
resources,” Schena says, 
adding that it’s important 
to build relationships with 
senior investment staff at 
the SWF. 

SWFs are particularly 
interested in co-invest-
ment opportunities that 
allow them to “sidestep the 
hefty fees that come with 
traditional GP/LP partner-
ship structures,” says Nizar 
Tarhuni, a senior analyst at 

PitchBook, the research firm that tracks private 
capital. “They can really participate in a larger 

chunk of the investment’s upside by holding 
equity in the direct asset being acquired.”

Understanding the SWF’s future liabilities is 
also important, Tarhuni says. For instance, if a 
fund hails from a fairly resource-dependent coun-
try, that fund may need to hedge against potential 
downturns in commodity prices through a pre-
defined minimum level of return, he says. 

THE EARLY BIRD GETS THE WORM
Private equity managers need to begin the 
investor relations process early, Tarhuni says, 
identifying if the SWF can benefit from the PE 
fund’s strategy and if the PE fund can adequately 
manage the outsized commitments SWFs typi-
cally deploy. Meanwhile, SWFs based outside of 
the United States often look to develop rela-
tionships with a private equity firm’s general 
partners before the PE fund actually comes 
to market. 

“Reaching out to them before a fundraising 
is officially launched is often the best way to 
proceed,” says Kelly DePonte, managing direc-
tor for Probitas Partners, an independent global 
placement advisory firm. Stressing the wide 
diversity of SWFs, he says funds should tailor 
their pitches specifically to the SWF and avoid 
standard templates. 

“YOU HAVE TO BE ABLE 
TO EXPLAIN YOUR 
STRATEGY AND  
EXPLAIN IT WELL, AND 
IT ALWAYS HELPS TO 
HAVE CONTACTS.”

MICHAEL MADUELL 
President of Sovereign Wealth Fund 
Institute
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Global PE Buyout Deal Flow with SWF Investor Involvement

Most Active SWF 
Investors in PE Deals

Most Active PE Co-Investors 
with SWFs

ɋɋ �Government of Singapore 
Investment Corporation

ɋɋ Temasek Holdings
ɋɋ Caisse des Depots Groups

ɋɋ �TPG Capital
ɋɋ The Blackstone Group
ɋɋ Bain Capital

Average Buyout size: 

$1,778.34M
Median Buyout size:

$588.40M



Assurance  |  Tax  |  Advisory  |  855.357.5225  |  peinfo@dhgllp.com  |  dhgllp.com/private_equity

private equity

we do a great deal




