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Abstract: This paper examines the evolution and current status of private equity (PE) fund manage-
ment in China, highlighting the industry's transition from informal, fragmented practices to a par-
tially institutionalized system. Key challenges in this process include fragmented regulatory over-
sight, inconsistent policies, weak corporate governance, limited investor protection, talent shortages, 
and structural market inefficiencies. Drawing on international experiences from the United States 
and Europe, the study identifies lessons in regulatory frameworks, governance standards, profes-
sionalization, and market development that are applicable to China. The paper further outlines fu-
ture directions for the institutionalization of Chinese PE funds, emphasizing improvements in legal 
and regulatory systems, enhanced governance and transparency, long-term capital mobilization, 
talent development, and sustainable market practices, including ESG integration. Strengthening in-
stitutional frameworks is essential not only for mitigating risks and protecting investors but also for 
fostering the long-term stability, efficiency, and competitiveness of China's private equity industry. 
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1. Introduction 
Private equity (PE) funds have become an increasingly significant component of 

China’s capital market over the past two decades. As the economy has shifted from reli-
ance on traditional investment channels to a more diversified and market-oriented struc-
ture, PE funds have played an important role in financing innovation, supporting small 
and medium-sized enterprises, and fostering industrial upgrading. With the rapid expan-
sion of this sector, China has emerged as one of the largest private equity markets in the 
world, attracting both domestic and international investors. However, this growth has 
also revealed structural weaknesses, particularly in governance, regulation, and transpar-
ency, which threaten the sustainable development of the industry. 

The central research question of this paper is why the institutionalization of PE fund 
management is necessary for China at its current stage of market development. Institu-
tionalization, in this context, refers to the establishment of standardized rules, profes-
sional practices, and governance frameworks that reduce systemic risks while enhancing 
investor confidence and market efficiency. Similar to how digital construction and con-
tinuous integration frameworks standardize complex processes to improve efficiency and 
accountability in other industries [1,2], PE funds also require robust institutionalization 
to ensure sustainable growth. Without such foundations, expansion may lead to misallo-
cation of resources, insufficient investor protection, and reputational risks that undermine 
the credibility of the broader financial system. 

This paper is structured as follows. Section two outlines the evolution and current 
status of PE fund management in China. Section three identifies the key challenges hin-
dering the institutionalization process. Section four draws on international experiences to 
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provide comparative insights from mature PE markets such as the United States and Eu-
rope. Section five discusses future directions for strengthening institutionalization in 
China, focusing on regulatory reforms, governance enhancement, capital structure im-
provement, talent development, and sustainable growth strategies. The final section con-
cludes by summarizing the challenges and emphasizing the strategic importance of insti-
tutionalization for the long-term health of China’s capital markets. 

2. Evolution and Current Status of Private Equity Fund Management in China 
The development of PE funds in China can be traced back to the early 1990s, when 

the country began experimenting with market-oriented financial instruments as part of its 
broader economic reforms. Initially, the industry lacked a clear legal identity, and many 
PE activities were conducted under the umbrella of trust companies or foreign-invested 
venture capital firms [3]. During this early stage, the policy environment was character-
ized by ambiguity, with overlapping jurisdictions among regulators and an underdevel-
oped legal framework. Nevertheless, the rapid growth of China’s economy and the need 
to channel private capital into high-growth sectors provided fertile ground for the emer-
gence of PE funds. Foreign capital inflows also played a catalytic role, bringing global 
practices of limited partnership structures and governance norms into the Chinese market. 

A more formalized stage of development began in the mid-2000s, when regulatory 
authorities started to recognize the role of PE funds in supporting innovation and entre-
preneurship. The establishment of a national industry association (CSIFA, later restruc-
tured as AMAC) marked an important milestone in building a registration and supervi-
sory system for fund managers. Regulatory authorities gradually introduced require-
ments on fund raising, information disclosure, and investor qualification, laying the 
groundwork for a more transparent industry environment. These measures reflected a 
growing awareness of the need to balance market vitality with risk control [4]. 

In recent years, the institutionalization of PE fund management has entered a more 
accelerated phase. The implementation of relevant regulatory frameworks has provided 
a clearer legal foundation for both fund managers and investors. Registration systems 
have become more standardized, with AMAC playing a central role in overseeing com-
pliance. At the same time, industry practices have started to align more closely with inter-
national standards, particularly in areas such as fiduciary duties, reporting requirements, 
and governance structures. Nevertheless, transparency and governance quality remain 
uneven, particularly among small- and medium-sized firms. This situation is comparable 
to challenges in other industries where inconsistent internal control mechanisms limit ef-
ficiency and accountability [5,6]. 

Overall, the evolution of PE fund management in China reflects a trajectory from 
informal, fragmented practices toward greater institutionalization. Table 1 summarizes 
the main stages of this evolution, highlighting the regulatory environment, industry char-
acteristics, and key milestones at each stage. The current status can be described as one of 
partial maturity: while basic legal and supervisory frameworks are in place, significant 
challenges remain in ensuring consistency, professionalism, and investor protection. This 
transitional stage provides both opportunities and pressures for the industry to move to-
ward a more fully institutionalized model. 

Table 1. Evolution of Private Equity Fund Management in China. 

Stage Period Policy Environment Industry Features 
Institutionalization Pro-

gress 
Early 

Explora-
tion 

1990s–
early 
2000s 

Ambiguous regulation, 
fragmented oversight 

Trust companies, 
foreign VC partici-

pation 

Informal structures, lim-
ited legal recognition 
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Formali-
zation 

Mid-
2000s 

Recognition of PE’s role 
in innovation and en-

trepreneurship 

Growth of domestic 
PE firms, foreign 

partnerships 

Establishment of AMAC, 
introduction of registra-

tion requirements 

Acceler-
ation 

2013–pre-
sent 

Securities Investment 
Fund Law, improved 
regulatory framework 

Rapid increase in 
fund numbers and 

AUM 

More standardized regis-
tration, partial alignment 

with global practices 

3. Key Challenges in Institutionalization 
3.1. Regulatory and Legal Fragmentation 

Despite notable progress, the regulatory and legal framework for private equity (PE) 
in the region remains fragmented. Multiple regulatory authorities oversee different as-
pects of the industry, often resulting in overlapping jurisdictions and inconsistent enforce-
ment of rules. Regional disparities further exacerbate the problem, as different jurisdic-
tions may implement divergent policies that create uncertainty for fund managers and 
investors. Moreover, alignment with international standards is limited, which can hinder 
cross-border investment and restrict the adoption of globally recognized governance and 
operational practices. Addressing these regulatory inconsistencies is essential to provide 
a predictable legal environment that can support sustainable growth [7]. 

3.2. Corporate Governance and Transparency Issues 
Corporate governance and transparency continue to be major concerns. Many PE 

firms operate with weak internal control systems, making them vulnerable to operational 
risks and potential mismanagement. Conflicts of interest, such as related-party transac-
tions or preferential treatment of certain investors, are not always effectively mitigated. 
Information disclosure practices are often insufficient, with limited transparency on fund 
performance, risk exposure, and management decisions. Improving governance struc-
tures, implementing standardized reporting practices, and enforcing fiduciary duties are 
critical steps to build trust among investors and enhance the credibility of the industry [8]. 

3.3. Capital Accumulation and Investor Protection 
Capital accumulation and investor protection present persistent challenges. Attract-

ing long-term, patient capital remains difficult due to market uncertainties and perceived 
risks. Institutional investors, such as pension funds and insurance companies, are often 
hesitant to commit large sums without robust legal protections and clear exit mechanisms. 
In addition, retail investors may face limited avenues to understand fund structures, eval-
uate risks, and monitor performance [9]. Existing investor protection mechanisms are un-
derdeveloped, and exit channels, including secondary markets and buyout opportunities, 
are still constrained. Strengthening investor protection, improving disclosure, and diver-
sifying exit options are essential for increasing confidence and capital inflow. 

3.4. Talent Shortages and Professionalization Constraints 
The scarcity of qualified professionals limits the professionalization of China’s PE 

industry. High-end talent capable of performing complex investment analysis, risk assess-
ment, and portfolio management is in short supply. Furthermore, systematic training pro-
grams, certification schemes, and international collaboration initiatives are not yet fully 
established. Without a strong talent pipeline, firms may struggle to implement advanced 
investment strategies, manage risks effectively, and adopt global best practices. Promot-
ing talent development and creating clear career pathways are therefore critical for the 
long-term sustainability of the sector [10]. 
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3.5. Market Structure Challenges 
The structural characteristics of the regional PE market also pose obstacles. The in-

dustry is highly fragmented, with many small funds competing in a crowded and rela-
tively homogeneous market. This fragmentation can lead to excessive competition, re-
duced returns, and duplication of investment efforts. Moreover, smaller funds often lack 
the scale to attract top-tier investors or invest in high-growth opportunities. Encouraging 
consolidation, supporting larger-scale fund operations, and promoting diversification in 
investment strategies are necessary to create a more resilient and efficient market ecosys-
tem. 

These challenges collectively underscore the importance of continued regulatory re-
finement, enhanced corporate governance, strengthened investor protection, talent devel-
opment, and market consolidation. Table 2 summarizes the key challenges facing the in-
stitutionalization of PE funds in China, highlighting issues related to regulation, govern-
ance, capital, talent, and market structure. Addressing these obstacles is essential for fos-
tering a mature, stable, and globally competitive private equity industry. 

Table 2. Key Challenges in the Institutionalization of Private Equity Funds in China. 

Challenge Category Specific Issues 
Regulatory & Legal Frame-

work 
Multiple regulators, inconsistent policies, limited interna-

tional alignment 
Corporate Governance & 

Transparency 
Weak internal controls, conflicts of interest, insufficient dis-

closure 
Capital & Investor Protec-

tion 
Difficulty attracting long-term capital, limited investor pro-

tection, constrained exit channels 
Talent & Professionaliza-

tion 
Shortage of qualified professionals, underdeveloped training 

programs 
Market Structure Fragmented funds, intense competition, high homogeneity 

4. International Experiences and Lessons 
4.1. Regulatory Frameworks in Developed Markets 

The institutionalization of private equity (PE) fund management has been evolving 
for decades in developed markets such as the United States and Europe, providing valu-
able lessons for the regional PE sector. In these regions, regulatory frameworks are gener-
ally well-defined, with clear legal identities for funds and comprehensive investor protec-
tion mechanisms. For example, the United States relies on the Investment Advisers Act 
and the Securities Act to regulate fund managers, enforce fiduciary duties, and ensure 
transparency in fundraising, investment activities, and reporting. Similarly, European 
countries have implemented the Alternative Investment Fund Managers Directive 
(AIFMD), which establishes harmonized standards for risk management, governance, and 
disclosure across member states. These regulatory frameworks provide stability, reduce 
operational risks, and enable cross-border investment. 

4.2. Governance and Transparency Practices 
A key feature of mature PE markets is the standardization of governance practices. 

Clear fiduciary responsibilities, robust internal controls, independent oversight, and con-
sistent disclosure requirements mitigate conflicts of interest and improve accountability. 
Regular reporting, independent audits, and transparent communication with investors 
are common practices in both the U.S. and European markets. These practices enhance 
investor confidence and set benchmarks for emerging markets, demonstrating how trans-
parency and governance contribute to the credibility and stability of the industry. 
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4.3. Professionalization and Talent Development 
Professionalization of fund management is another critical aspect. Developed mar-

kets emphasize formal training, professional certification, and international collaboration 
to cultivate skilled professionals capable of handling complex investment structures and 
managing risk effectively. Programs such as the Chartered Alternative Investment Ana-
lyst (CAIA) designation, combined with on-the-job mentoring and exposure to global best 
practices, ensure a high level of operational competence. For China, similar initiatives can 
help strengthen the talent pool and promote professionalization throughout the PE sector. 

4.4. Market Structure and Operational Practices 
Market structure optimization is essential for sustainable development. In mature PE 

markets, fund consolidation, diversification, and the establishment of secondary markets 
reduce excessive competition and promote long-term growth. Larger, well-diversified 
funds are better positioned to attract institutional capital, participate in high-value invest-
ment opportunities, and implement sophisticated risk management strategies. Lessons for 
regional markets include encouraging fund consolidation, supporting diversified invest-
ment strategies, and developing exit mechanisms to enhance market stability and com-
petitiveness. Table 3 summarizes selected international experiences in PE institutionaliza-
tion, highlighting regulatory approaches, key features, and lessons applicable to China. 

Table 3. Selected International Experiences in PE Institutionalization and Lessons for China. 

Region Regulatory Frame-
work 

Key Features Lessons for China 

United 
States 

Investment Advisers 
Act, Securities Act 

Clear legal identity, fidu-
ciary duties, strong re-

porting standards 

Strengthen legal clarity, en-
force fiduciary duties, im-

prove disclosure 

Europe 
Alternative Investment 

Fund Managers Di-
rective (AIFMD) 

Harmonized risk manage-
ment, governance, disclo-
sure across member states 

Adopt standardized govern-
ance, risk management, and 

reporting frameworks 

Both Mature professionali-
zation 

Formal training, certifica-
tions, international best 

practices 

Develop professional training 
systems, promote interna-

tional collaboration 

5. Future Directions for Institutionalization in China 
Looking ahead, several measures can guide the further institutionalization of private 

equity (PE) fund management in the regional PE sector, addressing both current chal-
lenges and future market opportunities. First, improving the regulatory system and legal 
framework is essential. A clear and consistent set of policies, harmonized oversight across 
multiple regulatory authorities, and alignment with international standards can provide 
a solid foundation for industry growth. Such improvements would reduce legal ambigu-
ities, prevent regulatory arbitrage, and enhance investor confidence, particularly among 
long-term institutional investors such as pension funds, insurance companies, and sover-
eign wealth funds. Lessons from developed markets, including the U.S. and Europe, indi-
cate that robust regional legal frameworks not only protect investors but also facilitate 
cross-border investments and the adoption of global best practices. 

Second, corporate governance and transparency must be reinforced across the indus-
try. Strengthening internal control mechanisms, formalizing fiduciary duties, and ensur-
ing comprehensive, timely, and accurate information disclosure are critical steps. Firms 
should implement independent oversight committees, regular audits, and standardized 
reporting frameworks to monitor investment performance, risk exposure, and compliance 
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with ethical and legal standards. Improved governance and transparency can reduce con-
flicts of interest, enhance credibility, and create a more stable investment environment, 
ultimately attracting more sophisticated investors. 

Third, attracting long-term capital and developing effective exit channels are essen-
tial for sustainable growth. Patient capital is critical for private equity investments, which 
typically require multi-year horizons to realize value. Policies and market mechanisms 
that encourage long-term commitments, such as tax incentives, flexible lock-up periods, 
and the development of secondary markets, can enhance liquidity and provide diversified 
exit options. Developing robust exit strategies—including public listings, trade sales, and 
secondary market transactions—ensures investment continuity and strengthens the over-
all ecosystem of PE investments. 

Fourth, talent cultivation and professionalization should be prioritized to address the 
shortage of highly skilled fund managers and investment professionals. Expanding for-
mal training programs, establishing professional certification systems, and promoting in-
ternational collaboration can build a workforce capable of handling complex investment 
structures, managing risks effectively, and implementing sophisticated portfolio strate-
gies. In addition, encouraging knowledge transfer through international exchanges and 
partnerships can help domestic firms adopt global best practices and enhance their oper-
ational efficiency. 

Finally, guiding the market toward sustainable development is increasingly im-
portant in the context of global investment trends. Integrating environmental, social, and 
governance (ESG) considerations into investment decisions can ensure that PE activities 
contribute to long-term value creation, societal benefits, and broader economic sustaina-
bility. Incorporating ESG standards not only aligns Chinese PE funds with international 
norms but also helps attract global investors who prioritize responsible and sustainable 
investment practices. By implementing these comprehensive measures, the regional pri-
vate equity industry can achieve higher levels of institutionalization, operational effi-
ciency, and global competitiveness, laying the foundation for a more stable, transparent, 
and sustainable capital market ecosystem (Table 4). 

Table 4. Future Directions for PE Institutionalization in China. 

Direction Key Measures 
Regulatory & Legal Improve-

ment 
Harmonize policies, strengthen oversight, align with in-

ternational standards 

Governance & Transparency Robust internal controls, fiduciary duties, comprehen-
sive disclosure 

Long-Term Capital & Exit 
Mechanisms 

Encourage patient capital, develop secondary markets, 
diversify exit channels 

Talent Development & Profes-
sionalization 

Formal training programs, certification, international col-
laboration 

Sustainable Market Develop-
ment 

Promote ESG integration, support long-term value crea-
tion 

6. Conclusion 
In conclusion, the institutionalization of private equity (PE) fund management in the 

regional PE sector has made substantial progress over the past three decades, yet the in-
dustry continues to face multiple, interrelated challenges. Key obstacles include frag-
mented regulatory oversight across multiple authorities, inconsistent and sometimes con-
flicting policies, weak corporate governance frameworks, limited mechanisms for inves-
tor protection, shortages of skilled professionals, and structural inefficiencies within the 
market. These challenges can restrict the growth potential of PE funds, hinder the inflow 
of long-term capital, and limit the adoption of global best practices. 
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At the same time, these challenges coexist with significant opportunities. The re-
gional PE industry can benefit from the experiences of developed markets, aligning with 
international regulatory and governance standards, attracting patient and institutional 
capital, and fostering the professionalization of fund managers. Additionally, encourag-
ing market consolidation, promoting diversified investment strategies, and integrating 
sustainable investment practices such as environmental, social, and governance (ESG) 
considerations can help ensure long-term value creation and societal benefits. 

Strengthening institutional frameworks, enhancing transparency and governance, 
investing in talent development, and optimizing market structures are therefore critical 
steps for the ongoing evolution of China’s PE sector. The institutionalization process is 
not merely a regulatory or operational requirement; it is a strategic imperative that under-
pins the long-term stability, efficiency, and global competitiveness of the broader capital 
markets in the region. By addressing these challenges and leveraging available opportu-
nities, the regional private equity industry can continue to mature into a resilient, profes-
sional, and internationally aligned sector, contributing to the sustainable development of 
the broader financial system. 
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