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Competition for generating excess returns continues to grow given meager long-term capital market returns.  The 
20-year return on global equities (the MSCI ACWI) was a mere 4.5% through the end of 2018.   In our search for 
managers who can exploit inefficiencies to produce alpha, emerging managers have become a growing area of 
focus for our investment team.  First-time funds and new managers are often perceived as riskier and structurally 
disadvantaged compared to their established peers.  In this letter, we address issues regarding emerging 
managers and discuss how we evaluate these investments.  In short, we believe that investing in emerging 
managers using a disciplined framework can yield strong, risk-adjusted returns.   
 
What is an Emerging Manager? 
 
There is not a widely-accepted definition of “emerging managers.”   Some investors define emerging managers as 
brand-new launches, while others focus on small assets under management (AUM).   At Makena Capital, we 
broadly view emerging managers as experienced investors who begin operating under a new organizational 
umbrella.  Our precise definition varies depending upon the asset class.  Within private asset classes we define an 
emerging manager as having two or fewer fund offerings.  For liquid assets, we view an emerging manager as a 
firm that is less than three years old, or one with an AUM of $500 million or less.  Emerging managers don’t always 
look alike and can vary across multiple dimensions, including strategy, fund size, and the extent of their General 
Partners’ experience. For example, emerging managers in venture capital tend to raise smaller funds than do those 
in the buyout and growth equity asset classes, which makes the speed of due diligence crucial given limited 
capacity.  
 
Emerging Managers: Quantifying their Edge 
 
Industry data show why first-time funds deserve close attention. Our analysis of 1,100 private funds, across the 
private equity, real estate, venture capital, and natural resource asset classes, finds that first-time funds offer an 
average premium of 250 basis points over non-first-time funds (see chart below).   
 

 
 

 

Average number of first-time funds, per year, from 1995–2015 = 52 
Average number of non-first-time funds, per year, from 1995–2015 = 272 
Aggregation of private fund data across multiple sources: Burgiss Private iQ, PitchBook, Makena analysis 
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Importantly, the dispersion of returns is larger for first-time funds than for more established funds, highlighting 
the importance of sound manager selection.  This emerging manager “premium” is also evident among hedge 
funds.  Separate research shows that younger hedge funds tend to outperform their more seasoned peers by 200–
300 basis points over long periods of time.1   Age and success often lead to AUM growth, which is typically the 
enemy of returns. Unsurprisingly, the same research shows that smaller hedge funds generate 150–250 basis 
points of outperformance compared to larger funds.  
 
 
Why Emerging Managers? What is the Value Proposition?  
 
The rationale for investing in emerging managers might seem obvious, but our long history of sourcing and 
sponsoring these funds has reinforced our conviction in why these managers offer attractive risk-adjusted returns.  
Why do these managers produce better returns? 
 

1. Motivated talent that is hungry and focused on improvement. Emerging managers are especially motivated 
to perform; and, when building their own firms, newer managers are determined to learn from prior 
experiences and incorporate lessons-learned into their processes.  This entrepreneurial spirit and drive 
for excellence is highest early in a firm’s existence—and such organizations tend to attract like-minded 
talent.  

2. Strong alignment of interests. Because first-time funds are generally smaller than their established peers, 
the General Partner (GP) tends to be more aligned with their Limited Partners (LPs).  More specifically, 
the smaller fund size means that emerging managers can’t profit handsomely from management fees; 
instead, the lion’s share of their economics derive from earned incentive fees, benefitting both LPs and 
GPs. 

3. Deeper relationships. Partnering with emerging managers leads to deeper relationships with GPs, 
generating multiple benefits. First, we are often one of the first calls for proprietary co-investments, advice 
on governance issues, potential new ideas, and market intelligence. This has a compounding network 
effect, which further solidifies our role and reputation as an LP of choice.  Makena often serves as an 
informal advisor, partnering with our emerging managers to share industry best practices on everything 
from communications to portfolio construction.  Second, deeper relationships increase transparency into 
our partners’ portfolios and organizations, allowing us to conduct better up-front and ongoing due 
diligence.  

4. Favorable terms. Being an early investor comes with advantages, such as the opportunity to negotiate 
preferred terms or access to co-investments, especially if an LP has the brand recognition and expertise to 
help an emerging manager jump-start the business. We have a long track record of working with emerging 
funds, positioning us favorably to be founding LPs with best-in-class first-time managers.  

5. Runway to grow capacity. Partnering with emerging managers early in their life-cycle generates goodwill 
with the GP and typically results in guaranteed rights to increase capacity with the manager as they 
become more successful and sought after by other LPs. This is especially relevant for capacity constrained 
strategies.  

6. Small size performance advantage. The larger a fund gets, the harder it can be for a manager to generate 
alpha.  Emerging managers tend to keep their fund sizes more reasonable. Backing these managers early 
in their life-cycle enables us to scale into meaningful exposure across multiple vehicles despite their small 
fund sizes.  

7. Targeted strategies. Our research shows that managers with highly focused strategies tend to perform 
best.  Often, the emerging managers we support launch their own funds after demonstrating a core 
competency—sector, asset, or otherwise—at a prior firm.   

 

                                                        
1 eVestment Emerging Managers Report, 2015.  
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Emerging Managers: Makena Capital’s Experience 
 
To capitalize on these seven value propositions, Makena has actively sourced and invested in emerging managers 
since its inception.  It is important to note that we do not have an explicit target to emerging managers.  Rather, 
our process of identifying these funds is exclusively bottom-up.  Decisions to add emerging managers to the 
portfolio are made in direct competition with non-emerging managers.  We will never invest with a manager 
simply on the basis of its “emerging” status.  While we believe in the promise of emerging managers, we only invest 
with those having a differentiated, demonstrated, and repeatable investment process.  Across strategies and 
vintages, the Makena team has backed many successful first-time funds, many of which continue to be high-
conviction managers in which we are material investors across multiple funds. 
 
As we reflect on our experience, we have found two conditions that improve our odds of success when investing 
with emerging managers. The first situation is when we were an investor with the GP at his or her prior firm. 
Information (e.g., track records) on first-time fund managers is more difficult to find and corroborate.  Having pre-
existing relationships with such investors provides us with an enormous edge in understanding their capabilities 
and contributions made at their prior firms.  This positions us one step ahead of our competition when such 
managers decide to spin out.  More than a third of our total emerging manager commitments have been with fund 
managers with whom we were a prior investor.   Knowing and working closely with such GPs lets us understand 
their strengths, as well as areas where they may benefit from our counsel.  
 
The second condition that has improved our success with emerging managers is when the new manager is a 
team carve-out.  Teams that have worked together before launching a new fund face less organizational risk than 
ones without a strong history of collaboration.   The new organization’s investment philosophy and process can 
be quickly integrated and understood by all members of the team, allowing them to quickly “hit the ground 
running.”  Team carve-outs also reflect a positive signal as the new fund is leaving with the support of his or her 
prior organization and top lieutenants.  More than half of the emerging managers we have supported have been 
team carve-outs.   Investing in team carve-outs has also improved returns. Finally, combining both conditions is 
the most attractive of all. Investing in emerging managers in which we were invested in their prior funds and 
that were team carve-outs has added 530 basis points of performance compared to other emerging managers.  
 
Emerging Manager Takeaways 
 
While the allure of emerging managers is clear—strong alignment of interests; deeper relationships; 
demonstrated performance premium; the potential advantages of smaller, more targeted funds — they are not 
without risk.  Evaluating emerging managers requires expertise and experience.  Since 2006, Makena has 
developed and refined our bottom-up approach to investing in emerging managers, building meaningful 
relationships with nearly 100 emerging managers and identifying success signals and critical lessons along the 
way.  Although we will continue to evaluate and invest in emerging managers, it is crucial that we maintain our 
long-term investments with premiere established managers as well.  These established managers will provide us 
with the best opportunity set for future emerging manager talent. 
 
Sincerely, 

The Partners of Makena Capital Management 
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Makena Capital Management, LLC (“Makena”) prepared this document solely for the person to whom it has been given for informational 
and discussion purposes only. This document and the information contained herein are strictly confidential and may not be reproduced, 
distributed or communicated, in whole or in part, to any third party without the express approval of Makena. Makena reserves the right at 
any time to amend or change the contents of this presentation without notice to you. 
 
Under no circumstances should the information presented be considered an offer to sell, or a solicitation to buy, any security referred to in 
this document.  Such offer or solicitation may only be made pursuant to the current offering documents for the Makena Fund (the “Fund” 
or “Funds”) which may only be provided to accredited investors and qualified purchasers as defined under the Securities Act of 1933 and 
the Investment Company Act of 1940. This document should be read in conjunction with, and is qualified in its entirety by, information 
contained in the Funds’ offering documents. 
 
Makena believes that the research used in this presentation is based on accurate sources (including but not limited to economic and market 
data from various government and private sources and reputable external databases), but we have not independently verified those 
sources, and we therefore do not guarantee their accuracy. The opinions, projections, and estimates contained herein reflect the views of 
Makena only and should not be construed as absolute statements and are subject to change without notice to you. 
 
Certain statements in this presentation may constitute forward-looking statements that should not be relied upon as representations of the 
future performance of any Makena Fund. The past performance of any Makena Fund is not necessarily indicative of future results. The 
projected performance results presented in this document, if any, are hypothetical and for informational and illustrative purposes only and 
should not be construed as a guarantee of actual or future performance results of any Makena Fund. Actual performance results may vary 
significantly from projected performance results due to many factors, including, but not limited to, new issue eligibility, different liquidity 
terms, timing of investment and other factors.   
 
Certain performance numbers in this presentation may be unaudited, preliminary and based on estimates.  Final reported and audited 
performance numbers may vary considerably from these estimates. Estimated gross and net performance numbers could change materially 
as final performance figures and underlying investment costs and fees are determined and allocated. Unless otherwise noted, performance 
is shown net of underlying manager fees and net of the standard Makena fees per the applicable limited partnership agreement, including 
any incentive fees earned or estimated that a “day one” investor would pay. Asset class performance is shown net of underlying manager 
fees but gross of Makena fees. Please refer to the offering documents of the Makena funds for complete information regarding fees and 
expenses.  Past performance is not indicative of future results. 
 
Comparison of the performance of any Makena Fund to a benchmark or benchmarks is for illustrative purposes only and the performance 
of the Makena Funds may differ materially from the performance of the benchmarks due to diversification, asset allocation, volatility or 
other factors.   
 
If MSCI data is presented be aware that MSCI has not approved, reviewed or produced this report, makes no express or implied warranties 
or representations and is not liable whatsoever for any data in the report. You may not redistribute the MSCI data or use it as a basis for 
other indices or investment products. 


