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In an article penned a year ago, we used the word “staggering” to characterize
the growth of the secondaries market over the last three decades, and we
predicted that this growth would continue. Predictions, of course, can be
dangerous. Who would have predicted the economic policy starting with a “T"
would be one of most talked about topics of 2025? Who would have predicted
that England would have a summer filled with sunshine or that M&A volumes
would continue to remain subdued (again)?

In our case, the prediction of secondaries’ continued ascendance seems to have
been correct. In June 2024, many forecasts called for market volumes to exceed
$140 billion by the end of that year.! The figure ended up closer to $160 billion.?
This prompted some market participants to take a more bullish view, predicting
that 2025 market volumes would reach $230 billion. To put this in context,
transaction volume in 2019 was just $88 billion—six years later it looks on track
to reach $230 billion, a compound annual growth rate (CAGR) of 17%+. The word
“staggering” feels justified.

With cumulative deal volume over the last five years reaching $645 billion, and
investor capital raised during the same period only $294 billion, there is still a
significant capital mismatch (Figure 1). There is also consensus in the market that
the capital overhang ratio is at its lowest yet, with some estimates putting it as
low as 1.3x.°

Figure 1: Transaction Volumes Continue to Exceed Fundraising
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Sources: Pitchbook; Jefferies. Data on capital raised as of March 31, 2025.
Data on transaction volumes as of June 30, 2025.

1. Source: Jefferies. As of June 30, 2024.
2. Source: Evercore H1 2025 Secondary Market Report.
3. Source: Evercore H1 2025 Secondary Market Report.
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Against this backdrop, it's worth revisiting two key
questions to assess how the landscape has changed
and evolved over the last 12 months:

1. Will fundraising sufficiently keep pace
with expected transaction volumes?

Fundraising got off to a fast start in 2025. During
the first half of the year, the total capital raised
exceeded $80 billion, up from $40 billion during
the same period in 2024. The following trends
have also persevered: (i) funds are becoming
even larger, (i) funds are exceeding their target
sizes (some by more than 40%), and (iii) new
investors are entering the market (retail capital
and insurance capital) to supplement existing dry
powder. Underscoring the impact of these trends,
market estimates suggest that up to $200+ billion
will be raised in the next 12 months.

Figure 2: Secondaries Year-on-year Fundraising

H1 H2
2020 43.00 6591
2021 45.28 27.25
2022 28.54 26.47
2023 42.46 79.44
2024 40.22 52.73
H12025 80.84

Source: Secondaries Investor. As of June 2025.

The use of collateralized fund obligations (CFOs)
has unlocked an additional source of investor
capital, with a record number of new issuances
providing broad-based support for secondary
fundraising initiatives. These instruments allow
certain investors to invest in rated debt (rather
than equity), which is much more capital efficient
and allows for investment at scale. These vehicles
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also allow sponsors to tailor solutions for investors
seeking higher returns than what a traditional LP
investor may be targeting.

So, while forecasts suggest fundraising will still fall
short of total volumes, the gap in 2025 is likely to
narrow and will ease some pressure on the capital

overhang ratio in the short term.

Is the secondary market adequately
capitalized for the significant growth
expected in years to come?

Macroeconomic and geopolitical uncertainty have
kept traditional M&A deal volume subdued, with
current activity hovering near historic lows (exit
activity is down 25%* year-on-year). This dearth
has served as a tailwind to the secondaries market,
driving strong growth in LP and GP led volumes as
investors and buyout managers look to counteract
the lack of liquidity.

When it comes to assessing the secondary market's
current capitalization, the capital overhang ratio
is one indicator to determine whether an industry
is adequately capitalized and well positioned to
sustain volume growth.

Capital Overhang Ratio = Available Capital
(current dry powder plus near-term fundraising
[A] + level of debt available [B]) / Secondary deal
volume [C].

Generally speaking, the higher the capital overhang
ratio, the more capital there is available to sustain
future deal volume. More specifically, a higher
overhang ratio may lead to heightened competition
for new deals, potentially driving pricing up as
discounts shrink and decrease investor returns. A
low overhang ratio, on the other hand, may curtail
further market growth.

4. Grant Thornton Private equity mid-year review 2025: Insights for what's next. As of June 2025.
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Today, the capital overhang ratio in the secondary market has fallen to 1.3x, its lowest level since 2021.5
This suggests that despite a strong growth trajectory, undercapitalization is a potential concern for
further growth. Without additional fundraising or use of leverage, some estimates suggest there are
only 12-18 months of dry powder available—which is considerably lower relative to other private market
segments. Going forward, our calculations suggest the capital available (before the use of debt) as a
percentage of deal volume in the secondary market is likely to remain between 1.16x and 1.48x. For
context, capital overhang ratios for many other private market asset classes fall between 1.8x and 2x.

BREAKING DOWN THE CAPITAL OVERHANG RATIO
A breakdown of the secondary market's capital overhang ratio and the current drivers of each
component provides further context:

[A] Fundraising
This is likely to exceed $200 billion in 2025 given the lack of M&A, increased investor allocation, and the
introduction of new investor types.

[B] The level of debt available to a secondary manager

Secondary managers have access to various forms of financing tools to assist with portfolio management,
acquisitions and distributions, as well as to manage their own capital overhang ratios. The introduction of
non-bank capital has been, and will continue to be, critical to filling the funding gap that has resulted from
the balance sheet constraints on traditional banks.

[C] Deal volume

Secondary market volume neatly matches NAV growth offset by seven years.® This growth in NAV
suggests the value of secondary transactions may double from around $200-230 billion forecast in 2025
to more than $400 billion in 2030.7 Ensuring that there will be sufficient capital available to absorb this
volume is a key consideration for market participants.

Figure 3: Potential NAV Growth Suggests Further Expansion of Secondaries
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Sources: Preqin database, Assets Under Management by Date. As of January 22, 2024. Greenhill Global
Secondary Market Trends & Outlook. As of January 2024. Evercore FY 2023 Secondary Market Survey
Results—Highlights. As of January 2024.

5. Source: Jefferies. As of June 30, 2024. Read with Evercore H1 2025 Secondary Market Report.

Sources: Preqin database. As of January 2024. Greenhill Global Secondary Market Trends & Outlook.

As of January 2020. Evercore FY 2023 Secondary Market Survey Results-Highlights. As of January 2024.
7. Sources: Preqin; Greenhill; Evercore. As of February 6, 2024.
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"Funds are becoming even larger and exceeding their target
sizes as new investors are entering the market. Underscoring
the impact of these trends, market estimates suggest up to
$200+ billion will be raised in the next 12 months.”

Key Takeaway

The secondary market continues to grow in leaps and bounds, and raising capital remains
a primary consideration for managers seeking to benefit from the expected increase in deal
volume. On this front, the market has demonstrated success as (1) new investor types, such
as retail and insurance, have entered the market, and (2) existing investors have increased
their allocations. The inherent diversification potential and steady cash flows characteristic
of this market, coupled with the ability to now gain exposure to the market through
investment grade offerings, should continue to drive these trends.

That said, deal volumes are expected to continue to outpace capital raising going forward
as the secondary market expands across both asset classes and product offerings. While
there is enough capital currently to absorb these short-term volumes, there are questions
around whether sufficient dry powder can be sustained over the next two to five years.

It is also clear that secondary sponsors will be required to actively manage their own
capital overhang positions to ensure they can continue to share in the expected increase
in transaction volumes. But it is often the "B in the capital overhang equation that doesn't
receive the attention it deserves—and, indeed, it may be the capital market teams (rather
than investor relations) that become the crucial component in helping secondary sponsors
raise different forms of capital to sustain future growth.
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