The private equity market
Currently, private equity has considered to be an important component of many institutional products and it is widely used in investment..

The private equity market is an important source of funds for start-ups, private middle market companies, firms in financial distress, and public firms seeking buyout financing (Fenn,Liang,and Prowse,1997,p1-105)

Private equity means money invested in companies is not listed on a public exchange. Therefore it mainly helps an unlisted company finance its seed, its start-up, its growth, its replacement capital or its buyout.

Private equity can be roughly divided into the fields of ,venture capital ,development capital ,mezzanine capital, as well as others such as listing of private equity (private investment in public equity, or PIPE), non-performing loans (distressed debt), infrastructure and, real estate investments (real estate) in the broad sense. So venture capital is a subset of a lager private equity asset class to some extent. However, venture capital is excluded in the narrow definition since there are some differences between venture capital and private equity. Traditionally, in the USA, venture capital only refers to investment in start-up and early stages while private equity refers to the investments in more mature corporate lifecycle. However, in Europe, the term venture capital is synonymous with the term private equity, and it is used to cover all stages.

Private equity has some characteristics which can be listed as follows:

Firstly, private equity raises wide range of funding sources mainly through small number of institutional investors and high net worth individuals, such as leveraged buyout funds, strategic investors, pension funds, insurance companies. Specifically, unlike publicly traded securities, private equity are usually unregistered investment and its financial reporting policies are not governed by SEC or other policing body, therefore the information disclosed is limited to investors not known to the public .Secondly, private equity is a medium to long-term investment, ranging from 3 to 5 years or more. Thirdly, it is generally illiquid, because there is no ready market for non-listed companies' licensors to make a deal with buyers on equity directly. Fourthly, it mainly takes equity investment not debt investment. Fifthly, compensation for the investors in private equity typically realized by one of the following avenues: An initial public offering (IPO), a merge or acquisition with another firm, or a recapitalization. Sixthly, most private equity funds do not exist in perpetuity compared with other securities, they have limited lifetime which is roughly 8 to 12 years and have a legally bound.

The original form of private equity can be traced to America before 1800 when there were only 6 manufacturing companies among 335 profitable companies. Those companies were financed through being invested by merchants privately rather than raising capital from the public. This is the miniature of private equity. Then J.P. Morgan's acquisition of Carnegie Steel Company for $480 million in 1901 is thought of the first true major buyout today. In the first half of 20th century, private equity investment was the domain of the wealthy and eminent individuals and families. The Vanderbillts, Whitneys, Rockefellers and Warburgs were representative private investors during that period.

However, it was not until 1946 after World War II that the true private equity is considered today to emerge, which was marked by the setting up of the first two venture capital firms-American Research and Development Corporation (ARDC) and J.H. Whitney & Company. Then the passage of 1958 Act in U.S. indicated the first official step to make venture capital legal and professionally-managed. The 1958 Act authorized U.S. Small Business Administration (SBA) to help the financing and management of the small entrepreneurial business in U.S.

Since 1980, the private equity has been growing consistently and fast in the capital market. The Venture Capital Fund of America (VCFA Group), founded in 1982 by Dayton Carr, was seem to be the first investment company which began purchasing private equity interests in existing venture capital and leveraged buyout. During the years following the dot-com crash, a large amount of investors exited from their outstanding commitments to private equity, particularly venture capital, which made private equity an increasingly active sector in those years. During last decade, especially since 2004, the private equity market has been prompted and evolved a lot into a common and efficient area of capital market. However, after the crash in global market in 2008, the secondary market for private market has entered a new phase in which the price level dropped rapidly because of distressed sellers.
