
Private Equity in China: Injecting Equity 
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Chinese private equity (PE) funds have emerged as an important force in the country’s 
industrial transformation. There are now an estimated 6,000 PE funds registered in 
China, managing RMB 2 trillion (US$325 billion) of funds, representing 15 per cent of 
the US$2 trillion of assets under management (AUM) by PE firms globally. In contrast 
to earlier years when funding was mostly raised in US dollars, the bulk of new PE funds 
raised in the last three years has been RMB-based. In 2012, 344 PE funds raised a total 
of US$18.1 billion in new funds denominated in RMB, whereas 15 foreign-currency PE 
funds raised US$7.2 billion.

Although Chinese PE funds, on average, are not as professionally managed as leading 
global PE funds, they have succeeded in attracting placements from new high net-
worth investors in China seeking higher and faster returns than what they receive 
from listed equities and bank deposits. In that respect, some important elements of 
the Chinese experiment in developing the capital markets with PE funds should be 
highlighted:  

• Unlocking capital: By allowing China’s insurance companies to invest up to 10 per 
cent of their assets in domestic PE firms, a pool of over US$1 trillion was unlocked 
for PE investments.

• Stimulating RMB-based investment funds: In addition to the participation of 
Chinese pension and insurance funds in the PE market, government policy 
targeted to encourage industrial restructuring and upgrading led to the 
establishment of government-supported industry investment funds that are all 
RMB-based.

• Providing alternate exit channels: The government reopened the small and 
medium sized enterprise (SME) Board and created the Growth Enterprise Board 
in Shenzhen in 2009. A New Third Board was also established in 2012 to provide 
additional exit channels for PE funds.

• Recognizing the importance of specialization: Specialized skills and sector and/
or region-specific knowledge are becoming key factors in ensuring a competitive 
edge in investing.
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As China makes the transition from an export-led 
manufacturing-based economy to one that is more 
domestic demand-driven, there are huge unmet 
capital requirements for industrial re-structuring, 
buyouts, mergers and acquisitions (M&A), and 
investments in long-term projects, infrastructure and 
venture capital. 

Chinese enterprises have traditionally relied on 
banks for financing. However, Chinese banks are 
not universal banks and can only provide loans 
but not equity (except with specific approval). Over 
two-thirds of Chinese bank credit is provided to 
the government, especially local governments, 
and state-owned enterprises (SOEs). Out of more 
than 12.65 million enterprises in China, only 2,498 
companies are listed in China’s stock markets 
in Shanghai and Shenzhen, with another 763 
companies in queue for public listing. China’s formal 
capital market is therefore unable to cope with 
the huge overall demand for capital by Chinese 
enterprises1.  

At the same time, the demand for equity and 
long-term funding continues to increase due to 
the opportunities arising from the restructuring of 
less efficient SOEs, the emergence of Chinese 
entrepreneurs who invest domestically or abroad 
in new ventures, and the growth of new innovative 
start-ups in hi-tech and creative industries. 

By meeting some of this pent-up demand, China’s 
PE market grew from only 10 PE/VC (venture 
capital) firms in 1995 to more than 6,000 by the end 
of 20122. Total PE funds’ AUM reached an estimated 
US$325 billion at the end of June 20133, which 
is nearly 15 per cent of global PE funds’ AUM of 
US$2.3 trillion4. 

1 Shenzhen Stock Exchange public stat data. http://www.szse.cn/main/
marketdata/tjsj/jbzb/
Shanghai Stock Exchange public data. http://www.sse.com.cn/assort-
ment/stock/statistic/overview/;
Information & Consulting data. http://www.businessinfo.net.cn/xin-
huaxin31shengshigongshangminglu.htm
2 Zero2IPO data.
3 The 17th Beijing Hong Kong Economic Cooperation Symposium, 2013; 
and FGI estimation.
4 TheCityUK (2013). Fund Management September 2013.

FUNDRAISING AND INVESTMENT

The rise of China’s PE funds is due to its remarkable 
capacity to raise funds in recent years. China 
accounted for more than half of all capital raised 
by PE funds that were invested in Asia in 2011 and 
20125. There were 369 new PE funds, with funds 
raised in 2012 reaching US$25.3 billion (Exhibit 1). 
Although this was down 34.9 per cent compared 
to 2011, and even lower than the US$61.2 billion 
raised in 2008, it was because the average size 
of funds raised was lower since the number of 
new funds created in 2012 actually reached a 
record high6. This was partly because more and 
more domestic investors started to accept PE 
funds as a new investment channel for active fund 
management.  

PE firms invested US$54.4 billion from 2006 to 
20107. In 2012, the total sum was US$19.8 billion, 
28.3 per cent lower than the investments of 
US$27.6 billion in 2011, but double the boom years 
of 2007 and 2008 (see Exhibit 1). While buyout 
funds dominate the global PE market, 56 per cent of 
PE funds in China are growth capital.

On the other hand, in 2012, initial public offering 
(IPOs) in Shanghai and Shenzhen raised $16.4 
billion, which was surpassed by PE funds with 

5 Ernst & Young. Private Equity Roundup – China, Q4 2012.
6 Zero2IPO group. China PE Annual Report 2012.
7 Zero2IPO group. China PE Annual Report 2012; Bain & Company, Inc. 
Global Private Equity Report 2012.
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Exhibit 1 Year-on-year Comparison of Fundraising of 
PE Funds in China from 2006 to 2012

Source: Zero2IPO Database, Jan 2013, www.zbdchina.com
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US$19.8 billion invested in 680 projects8. This trend 
is similar to that in the U.S. In 2012, there were 
2,083 PE fund investments involving US$347.3 
billion, compared with 94 IPOs that raised US$31.2 
billion for new corporate listings9. IPOs can be 
viewed as the successful exit for PE investments in 
projects undertaken at the early development stage 
of growth companies, when they can move from 
private equity injection to public equity funding. 

However, there are a number of issues that keep 
the number and size of PE deals relatively low, for 
example, the valuation mismatch between buyers 
and sellers. Sellers are young entrepreneurs who 
are only willing to sell minority shares and tend to 
hold out for the high trading multiples commanded 
at market peaks. However, the current volatile 
and lower public equity market has made PE firms 
reluctant to pay high prices for minority investment 
positions that offer limited ability to influence the 
direction of the company.

Exhibit 2 shows the number of PE deals and total 
investment value from 2006 to 2012. In 2012, the 
largest deal was the US$3.9 billion investment in 
Alibaba10. Other than this deal, there were only 34 
others whose size exceeded US$100 million each, 
indicating that most investment deals made in 2012 
were still on a small scale.

8 Zero2IPO Group. China PE & VC Annual Awards 2012.
9 Zero2IPO group. China PE Annual Report 2006-2012; China Venture 
data.
10 Zero2IPO. China PE Annual Report 2012.

INDUSTRY BREAKDOWN OF PE INVESTMENT

In terms of investment by sector, the Internet 
industry ranked first due to one mega deal, Alibaba. 
The second largest sector was the real estate 
industry with investments of US$3.2 billion, followed 
by the energy and mineral industry at US$2.3 billion 
and the financial sector at US$2.2 billion (see 
Exhibit 3).  

SECTORAL INVESTMENT FUNDS

In recent years, PE funds have become specialized 
in certain sectors or industries because the skills 
base is critical. For example, there are groups 
that specialize in green, new energy and energy 
efficient industries and hi-tech, information and 
new material industries. Other funds may focus on 
specific regions or sectors where specialist skills 
are required, such as the winery fund of China, 
Bright Stone Investment Management Group LMT, 
because the local government of Maotai, the famous 
liquor-producing city, was interested in supporting its 
winery industry.

Exhibit 2 Year-on-year Comparison of Investments of 
PE Funds in China from 2006 to 2012

Source: Zero2IPO Database, Jan 2013, www.zbdchina.com
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Not all PE funds are privately owned and funded. 
Some of the industry investment funds have 
government backing, with ownership or investment 
by the Ministry of Finance, policy banks and large 
SOEs. The first government-backed PE fund is 
Bohai Industrial Investment Fund Management 
Company, with RMB20 billion under management. 
Its shareholder includes China Life Insurance 
Company and the National Social Security Fund.

THE RISE OF RMB FUNDS

A powerful driver for fundraising has been the 
increase in RMB-denominated funds. Government 
policies to boost domestic investment activity have 
made it easier to raise RMB funds from deep-
pocketed Chinese institutional investors. These 
funds enjoy advantages over foreign currency 
funds in terms of stronger deal sourcing, greater 
liquidity and fewer regulatory obstacles. According 
to Zero2ipo Group’s ranking, Chinese PE firms 
such as Kunwu Jiuding Capital, CITIC Private Fund 
Management Company and Hony Capital (Beijing) 
have exceeded Carlyle Group, Kohlberg Kravis 
Roberts and Blackstone in terms of fundraising, 
number of investments and investment returns11.

Prior to 2007, most PE funds were US dollar-based 
funds, which comprised more than 90 per cent of 
all funds in China. This percentage dropped to 34.6 
per cent by 200912. In 2012, altogether 354 RMB 
funds raised a total of US$18.1 billion, compared 
with 15 foreign currency funds that raised US$7.2 
billion. Foreign currency funds, however, were able 
to raise capital nine times larger than their local 
counterparts13.  

The rise in RMB funds was due to the following 
factors:

• The government policy of stimulating industry 
structural adjustment and upgrading led to 
government funds supporting the 

11 Zero2IPO Group. China PE & VC Annual Awards 2012.
12 Zero2IPO group. China PE Annual Report 2006-2012; China Venture 
data.
13 Zero2IPO. China PE Annual Report 2012.

• establishment of industry investment funds that 
are all RMB-based.

• The global financial crisis reduced both the scale 
and inflow of foreign funds.

• Chinese pension and insurance funds’ 
participation in PE market. Beginning in 2010, 
more insurance funds and pension funds 
entered into the PE market, boosting the share 
of RMB funds.

• The reopening of the SME board and the 
establishment of the Growth Enterprises Market 
(GEM) in 2009 provided additional exit channels 
for PE funds.

EXIT CHANNELS FOR PE

IPO was the major exit channel for PE investments 
in China. Chinese PE funds tend to rely more 
heavily on IPO rather than trade sale as the exit 
route compared to PE funds in other markets for the 
following reasons: 

• Most of the founders or entrepreneurs of 
companies are still young and are heavily 
involved in the business, and are not willing to 
sell any controlling interest. As a result, PE funds 
generally hold minority shares. Thus, it is more 
feasible for PE funds to exit through IPO rather 
than trade sale, which requires the majority 
shareholder’s agreement to exit together. 

• Another reason for the heavier reliance on 
IPO is that the M&A market in China is less 
developed because entrepreneurs are still busy 
focusing on organic growth and are less willing 
to give up controlling interest.

• As China’s regulatory environment is not very 
conducive to trade sales, particularly those 
involving foreigners, IPOs continued to be the 
preferred exit for PE-backed companies.
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Based on limited data, the return on PE investment 
has been high in China. The 2009 peak in the 
SME board and GEM in Shenzhen created 
significant returns for PE investors. According to 
Zero2IPO Group’s data, the annualized return for 
PE investment through domestic listing on the 
SME board or GEM was 127.1 per cent in 2009, 
compared with an annualized return of 56 per cent 
through public listing on foreign stock markets.

Before the IPO suspension in late 2012, Chinese PE 
funds had meaningful liquidity. Greater China 
accounted for less than half of PE–backed 
investments in Asia’s emerging economies between 
2007 and 2011, yet it generated about 80 per cent of 
all exit activity and 90 per cent of the region’s IPOs 
(see Exhibit 4). 
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Exhibit 4 China’s IPO Market Provides Meaningful Liquidity for PE Exits (2007-2011)
China accounts for a disproportionate share of exits vs investments IPOs dominate exits in Asia and China dominates IPOs

However, the suspension of IPOs in 2012 had a 
large impact on China’s PE funds’ liquidity and 
performance. With the IPO suspension still in place, 
the loss of the exit channel reduced the level of PE 
fundraising and investment activity in 2012. Partly 
to support the PE industry, the CSRC approved the 
establishment of a “New Third Board” in Beijing on 8 
July 2012. This share transfer system is specifically 
focused on equity share transactions of new 
emerging industry companies or hi-tech companies 
in Beijing, Tianjin, Shanghai and Wuhan. It 
encourages companies with “two high and six new” 
concepts (i.e., high growth, high tech, new economy, 
new services, new agriculture, new material, new 
energy and new business model) to obtain listings. 
At the end of June 2013, there were 212 listed 
firms with a total number of 5.82 billion shares, and 
US$6.4 billion (RMB 40.2 billion) in market value14. 

14 17th Beijing Hong Kong Economic Cooperation Symposium, Oct 
2013; News from XinhuaNet.com (http://news.xinhuanet.com/for-
tune/2013-11/13/c_125694602.htm)

The New Third Board is like a nursery for hi-tech 
firms that cannot achieve the listing requirements of 
the Shanghai or Shenzhen exchanges. It provides 
these enterprises with an exit for PE investments as 
an alternative to IPO or M&A.

REGULATION

There is no specific law that regulates the PE 
market in China. Currently, PE funds straddle 
regulations under the Securities Law, Company 
Law and Investment Fund Law, among others. 
Furthermore, different regulatory agencies are 
responsible for different types of PE funds (see 
Exhibit 5).
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In 2006, domestic insurance companies were 
allowed to enter the PE market in China. Since then, 
insurance companies have become more and more 
active in the PE market:

• In 2010, the China Insurance Regulatory 
Commission (CIRC) allowed China’s insurance 
companies to invest up to 5 per cent of their 
assets in domestic PE firms, unlocking a pool of 
US$1 trillion in capital for PE.

• In July 2012, CIRC increased the allocation to 
10 per cent of their total assets.

• In October 2012, CIRC allowed China’s 
insurance companies to invest in foreign PE 
funds.

However, insurance companies are not allowed to 
invest in the PE arms of non-insurance financial 
institutions. This reduces the choices of investment 
options for insurance companies, especially since 
China’s largest domestic PE firms are affiliated with 
other financial institutions. 

On the other hand, the legal documentation system, 
including both fund and deal documents, for PE in 
China has improved to be more in line with global 
standards. This is due to the influx of foreign PE 
firms, the foreign educated Mainland Chinese who 
have worked with foreign banks and PE firms joining 
or setting up their own Chinese PE fund, and the 
establishment of law firms of international standard. 

THREE KEY FACTORS WILL CONTINUE TO 
DRIVE PE FUNDRAISING IN CHINA

• Rise of emerging markets: Emerging markets 
represent only 4 per cent of U.S.-based 
investors’ equity portfolios, despite accounting 
for 36 per cent of global GDP and 68 per cent 
of global GDP growth15. This under-allocation 
would mean that there will be portfolio 
diversification towards emerging market funds.

• Limited access for investments into public 
markets:  Currently, foreign investments in 
publicly traded stock are subject to exchange 
controls, except through Qualified Foreign 
Institutional Investor quotas. Such quotas 
are increasing, but until the capital account is 
opened up, there is limited external demand for 
Chinese equities.

• Pension reform: The National Social Security 
Fund (NSSF) announced in June 2012 that it 
would increase its PE allocation by more than 50 
per cent, from US$3.1 billion to US$4.8 billion by 
the end of 2012. As the NSSF’s charter allows it 
to invest up to 10 per cent of its RMB 870 billion 
(US$139 billion) in PE, there is considerable 
room for investment16. 

Recently, a number of funds have shifted out of the 
standard growth capital or buyout model into 

15 Ernst & Young. Private Equity Roundup – China, Q4 2012.
16 Ernst & Young. Private Equity Roundup – China, Q4 2012.
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distressed asset investments. These are beginning 
to look at the non-performing assets of banking and 
non-bank financial institutions. A total of US$4.6 
billion of such funds was raised, targeting distressed 
opportunities across China and other parts of Asia17. 

CONCLUSION 

The emergence of a vibrant PE industry in China 
demonstrates that there is an alternative channel of 
new investments for financing Asia’s transformation 
from an old industrial base to a new green economy 
model of higher energy efficiency, lower pollution 
and more knowledge-based service structure. 

A robust PE industry in Asia will require putting 
into place the building blocks that will make them 
competitive on a global scale: 

• Size is an advantage in the PE industry because 
buyout deals are getting larger and call for 
higher injection of capital and ability to raise 
higher amounts of debt.

• Specialization is becoming necessary to give PE 
firms a competitive edge. 

• As Asian corporations begin to move into foreign 
direct investment, local PE firms will have the 
opportunity to enter into partnership with larger 
foreign PE companies.

• It is important to have higher standards of public 
disclosure and transparency of fund operations 
and performance for industry credibility. 

• The success of the PE industry will depend on 
its value creation in helping screen companies 
of good quality and growth potential, and 
supporting the restructuring of Asian industries 
into the high growth era. 

17 Ernst & Young. Private Equity Roundup – China, Q4 2012.



Asian Perspectives  Global Issues |  8Private Equity in China: Injecting Equity into Entrepreneurial Growth

Disclaimer

The views expressed in this report are those of the author and do not necessarily reflect those of 
the Fung Global Institute. The author is solely responsible for any errors or omissions.


