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Expectations for the second 
half of 2013

The first half of the year brings back some momentum

A few large deals in the second calendar quarter of 2013 brought some cheer to the 
private equity markets, after an extremely disappointing first quarter.  The aggregate 
deal value of 4.72 billion USD for the first half of 2013 now compares favourably with 
the first half of 2012, showing a 15% growth.  These numbers include the1.26 billion 
USD investments in Bharti Airtel by the Qatar foundation.  Deal volumes however 
shrunk significantly from 266 deals in H1 of 2012 to 166 deals this year.  The first half 
also saw exits worth 2.51 billion USD in 52 deals, up by 68%, as compared to 1.48 
billion USD worth exits in 2012 first half in 54 deals.  

As we enter the second half of the year (H2), a key question is what it holds for the 
private equity industry.  India’s macro-economic environment does not hold a lot of 
promise; the current account deficit at over 5% is worrisome as is the fiscal deficit. 
–Headline Inflation has proved to be sticky and remained at above 7% for most of 
2012-13, though it moderated at the end of the fiscal to below 5%.  In the 12 to 18 
months leading up to H2 2013, India has been steadily losing its attractiveness as 
an investment destination.  Foreign investors continued to look at India as an ‘also 
ran’ with significant bureaucratic, political and policy issues. FII investments have 
fired the Indian markets over the last few months and they tumbled at the first signs 
of a pull back of the quantitative easing (QE) in the US, taking the rupee in its tow. 
This has hurt private equity investors of 2007 -09 vintage the most, as they were in 
various stages of planning their exits. 



Enough in stock to cheer up the second half

Does H2 still hold any promise then from a PE standpoint? It possibly does, for 
the following reasons.

• Just as the falling rupee has made exits challenging, fresh investments   
are cheaper. Though this is not a good rationale to invest in India, but 
for investors mulling over a deal over the last few months, this can be an 
added advantage.

• PE funds started to spend a lot more time with their investments from 2008-
2009 and onwards and in some cases got expertise from their operational 
partners to the benefit of their investees. Few such successful investments 
are expected to come for divestments in the near future, and are likely to be 
candidates for secondary transactions.  Another factor for relative optimism 
is the recovery of the US markets and active crisis control in Europe, both 
of which in combination should mean some level of strategic interest on 
potential exits.

• In comparison to the previous year or so, the government seems to have 
shed the self inflicted state of inertia, in terms of actual, anticipated FDI 
policy changes, moving on stuck projects and domestic policy matters.  
While these steps are unlikely to aid an immediate recovery on the CAD 
and overall macro-economic situation, in the expectation is that it will help 
get some confidence back among the foreign investors.  This will be very 
important from a PE standpoint while hopefully aiding fund raising for 
India, particularly for infrastructure funds.  

• Interest rates in India continue to remain high, and as bank balance sheets come 
under greater scrutiny, carrying out greater diligence when disbursing money, 
it opens an opportunity for PE funds as well.  Structured financing is already 
a larger opportunity for PE funds than originally anticipated. A number of PE 
funds have set up non banking financial companies to cater to this. 

• Rural demand has been on the upswing in recent times. While product 
profiles, price-points, distribution mechanisms may all vary significantly; 
rural demand is emerging as a factor that cannot be ignored. Though 
identifying scalable business models may not be easy, this could be yet 
another opportunity for PE funds.

In summary, there seems to be hope as we set into the second half of the year.  All 
of the above is however predicated on a 6 to 7% GDP growth over the next year. A  
sustained slow down can on the contrary hurt the subject of investments more than 
the PE funds themselves, something that India could ill afford at the moment.
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(*Source: investment data – Venture Intelligence & PwC Research)
(**Real Estate Deals are not included)


