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A reality check 
The private equity (PE) industry 
finds itself in a stark position. After 
navigating the pandemic, sponsors 
have been presented with a new set 
of challenges this year. The war in 
Ukraine has rattled investors across 
asset classes, worsened already frayed 
supply chains and pushed up energy 
costs. In turn, this has compounded 
inflation levels and eroded consumer 
confidence. Stock markets have fallen 
across the board as valuations have 
reverted to the mean after a year of 
exuberance in 2021. So far, 2022 has 
been a reality check.

However, PE funds remain well 
capitalised. The industry has 
outperformed for investors, who 
have channelled capital back to 
managers. GPs delivered a pooled 
internal rate of return (IRR) of  
27% in the first nine months of 
2021, according to McKinsey’s Global 
Private Markets Review 2022, with 
annual fundraising reaching a new 
record of US$1.2trn last year. 

This dry powder is now available 
at a time when entry prices look 
considerably more compelling across 
several sectors. Financial sponsors 
are tuning out of the daily macro 
noise and homing in on where they 
see opportunity.

Against this backdrop, we carried 
out a survey of mid-market 
European GPs to understand their 
thinking at this uncertain stage 
in the market cycle and how they 
intend to position themselves. Our 
findings show that respondents 
whose last fund was worth 
€500m or more, in particular, are 
surprisingly bullish in today’s 
environment, more so than their 
smaller counterparts. 

Naturally, there is a lot of focus  
on risk right now. The recent 
market sell-off has dented 
existing portfolio valuations 
and 2021 is likely to be an 
underperforming vintage for 
limited partners. The very real 
prospect of stagflation will be 
new for many, if not all, GPs 
across Europe. Sky-high energy 
and other input costs are a drag 
on growth and the European 
Central Bank (ECB) has pledged to 
tighten monetary conditions just 
as the likelihood of a recession 
has increased. This threatens to 
further increase debt servicing 
costs and traditional lenders  
and capital markets will be  
wary of backing new deals in 
exposed sectors.  

Then there is the prospect of 
regulatory creep. The European 
Union is imposing environmental, 
social and governance (ESG) 
standards on asset managers, 
while antitrust scrutiny is rising, 
threatening the successful closure 
of deals. These are challenges  
that the industry will have to 
manage amid the current  
market dislocation.

There is a lot for fund managers 
to think about. But one thing is 
clear: those with capital ready to 
deploy now are well-positioned 
to benefit from lower-entry 
multiples and stand to win once 
conditions stabilise. After the 
exuberance of recent times, the 
European PE industry is once 
again returning to the time-
honoured values of discipline and 
research so that it can proceed 
with caution, whilst deploying 
with conviction.

FOREWORD
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Despite choppy market 
conditions, mid-market PE 
is planning for a busy year
Financial markets have taken a bruising 
in 2022, a fact that can be seen across 
bonds and equities, while M&A figures 
are down significantly on last year’s 
breakout performance. PE activity is also 
down. Credit conditions have tightened 
even before the ECB has taken action to 
hike rates and reduce its balance sheet.

Those seeking leverage for large deals 
in Europe are not finding it easy to find 
lenders with an appetite to provide that 
debt. In June, Bloomberg estimated that 
more than US$25bn worth of European 
transactions were facing setbacks due to 
a credit market pullback. For example, 
banks are said to be struggling to sell 
down £6.6bn worth of debt arranged 
to back Clayton Dubilier & Rice’s take-
private of UK supermarket chain Wm 
Morrison Supermarkets. 

However, we find that the European PE 
industry is remarkably bullish despite 
these headwinds. What separates 
financial sponsors from their corporate 
counterparts is their higher appetite 
for, and familiarity with, risk. PE is a 
cycle-hardened asset class that is well 
practised in making the most of market 
dislocations such as we are seeing right 
now. For many, it is a time to buy.

Most respondents in our survey expect 
the level of new acquisitions they make 
to increase or stay the same in the 
coming year. There is a notable split, 
however, among different fund sizes: 
42% of respondents whose last fund 
was worth €500m or more anticipate 
a significant increase in the number 
of acquisitions they make next year, 
compared with only 7% among those 
whose last fund was worth €50m or less.

If GPs chasing larger deals struggle 
to secure debt packages from banks 
and high-yield bond markets over the 
coming months, private debt funds 
are likely to take further market share. 
At the same time, funds may make far 
higher equity contributions to deals 
and then refinance these when credit 
conditions ease. This will depend on 
how inflation plays out. A large minority 
hold the contrarian view that inflation is 
already topping out and that the ECB and 
other central banks will have to pivot 
sooner than expected.

The past two years have seen the very 
largest GPs build up their war chests 
while smaller managers have had a 
comparatively harder time attracting 
capital. Even before the pandemic, there 

Do you expect the number of new acquisitions to increase or decrease in your 
organisation in the next year? (%)

Last fund <€50m

Last fund >€500m

Last fund = €50m–€500m

43 47 37

22 25 28 25

42 26 26 6

Increase signi�cantly Increase slightly Stay the same Decrease slightly Decrease signi�cantly

SECTION 1



5

A view from Joshua Maxey,  
co-founder, Third Bridge

“Larger caps are bullish in the face of adversity

While it’s true that PE deal activity has tapered 
down in the early months of 2022, it’s easy to forget 
that we saw exceptionally strong activity in 2021, 
on the back of huge pent-up demand that carried 
over from 2020. So, we are indexing high and that 
needs to be borne in mind.
There’s a clear bullish outlook among larger PE 
players in contrast to smaller funds, which comes 
from the dry powder overhang that we’ve seen in 
that end of the industry. These players also tend 
to know their universe very well and so they have 
had clear deal pipeline visibility entering this 
year. Those firms tend to have industry specialist 
teams that holistically map out all of the available 
companies in their given space and constantly 
track them, and so are primed to capitalise on a 
buy opportunity.
There is obviously a huge amount of uncertainty in 
the market from a macro perspective. At the same 
time, there is an opportunity for private equity 
investors to enable even stronger value creation in 
portfolio companies. Some valuations have come 
under pressure more recently and investors are 
clearly turning more cautious. We would expect 
bolt-on and roll-up strategies to also continue to 
do well in this market.
What we have seen time and again is that private 
equity is extremely well adapted at turning periods 
of volatility and market dislocation to its advantage. 

Do you expect the average value of new acquisitions to increase or 
decrease in your organisation in the next year? (%)

Increase signi�cantly Increase slightly Stay the same Decrease slightly Decrease signi�cantly

57173 23

362813 21 2

3233526 13

Last fund <€50m

Last fund >€500m

Last fund = €50m–€500m

was a long-term trend among LPs to 
prune and consolidate the number of GP 
relationships they were managing. The 
pandemic accelerated this consolidation. 
Travel restrictions made remote 
fundraising a necessity and well-
established PE houses with longer track 
records and multiple fund strategies 
were the prime beneficiaries of this 
pandemic effect in PE.

This is particularly visible at the very 
top end of the PE scale. In August 2021, 
it was estimated that, globally, 25 of 
the largest PE firms held more than 
US$500bn in dry powder, or close to a 
quarter (22.3%) of the record $2.286trn 
in total committed, undeployed capital 
estimated by Preqin to be on funds’ 
books at the time. These names included 
stalwarts like Blackstone and KKR, who 
have raised monumental buyout funds 
and other strategies.

Not only are mid-market funds set to 
make more acquisitions, but they are 
expected to be even bigger. More than 
half of respondents representing funds 
worth €500m+ expect the average value 
of their new acquisitions in the next 
year to increase. Breaking this down, a 
quarter say they expect this to increase 
significantly and another 35% expect it 
to increase slightly. 

”
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Do you expect the number of your divestments to increase or decrease in 
the next year? (%)

Increase signi�cantly Increase slightly Stay the same Decrease slightly Decrease signi�cantly

283010 30 2

332710 27 3

352926 10

Last fund <€50m

Last fund >€500m

Last fund = €50m–€500m

While the tech sector has sold off in the 
public markets more strongly than any 
other industries in 2022, it’s also where 
PE has been increasingly active in the 
past five years. According to Dealogic, 
the US$284bn in tech deals PE investors 
closed in 2021 accounted for 25% of  
total buyout value and 31% of buyout  
deal count during the year, the largest 
share for any single sector by a 
considerable distance.

Despite – or perhaps because of –  
the recent steep downcycle in tech 
valuations in 2022, financial sponsors 
are likely to take a long-term view and 
remain committed to this space. Tech 
investors are providing life support  
for high-growth but pre- or low-
earnings companies by supplying 
the capital required to navigate any 
recessionary period. 

Seller’s regret 

Turning to the exit side of the PE 
investment lifecycle, there is once again 
a gulf between funds of different sizes. 
More than half (55%) of respondents 
representing funds worth €500m+ expect 
the number of divestments they make 
in the next year to increase, including 
26% who expect the number to increase 
significantly. In contrast, only 10% of 
respondents representing funds worth 
under €50m and funds worth between 
€50m and €500m expect the number 
of divestments they make to rise 
significantly in the coming year.

The sharp risk-off tilt in recent 
months could be seen as a missed 
opportunity for sellers, but even with 
some valuations coming down in 
2022, not all sectors have been equally 
affected. Notably, commodity-linked 
assets have surged in value.

What’s more, for deals made before 
2020, multiples and the underlying 
financials of strong assets in many 
cases will be higher today than at the 
sponsors’ entry point, so they will 
still be divestment candidates today.

There is some evidence that sponsors  
have been selling ahead of schedule  
into last year’s M&A rally to raise cash  
for investments. 

Those prescient enough to sell in the 
past 12–18 months will have been 
rewarded with the liquidity to repay 
their LPs and make further deals with 
newly raised funds now that there are 
compelling buy opportunities in play.

“ Changes in the deal lifecycle 
have been sought as part of 
a wider diversification effort. 
We finalised exits prior to 
the usual holding period to 
generate more liquidity for 
new opportunities.

”

Investment director of a 
Norwegian mid-market firm
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The landscape is 
shifting, again
Mid-market PE houses are adjusting their 
strategic thinking as shifts in the market 
drive dramatic changes through the industry 
and firms strive to stay competitive in an 
increasingly challenging environment.

These firms are broadening their horizons. 
Competition for assets in long-established 
markets such as the US and, to a lesser 
extent, Europe is a perennial challenge for 
GPs, especially in the upper end of the market 
where deals are heavily mediated, and the 
pool of opportunities is smaller. A solution 
to this is moving into a less well-charted 
territory, whether that be an underinvested 
country or a niche sub-sector. 

Almost two-thirds (61%) of respondents 
whose last fund was worth €500m or more 
plan to prioritise diversifying into new 
geographic markets in the next year, with 
52% saying they will focus on entering new 
industries. At the other end of the scale, 
no managers whose last fund was worth 
€50m or less expect to focus their efforts 
on diversifying into a new geographical 
market, while 17% plan to diversify into  
new industries.

The promise of outsized returns that 
comes with breaking new ground 
inevitably introduces its own unique 
set of challenges, from the political and 
regulatory landscape to any potential 
economic weaknesses in parts of the world 
they have yet to set foot in.  

This is where prepping with the help of advisors 
can pay dividends. 

One would expect smaller GPs to have a firmer 
focus on their home markets, given their size 
and limited resources. However, only 17% of 
respondents whose last fund was worth €50m 
or less anticipate cracking new sectors for 
investments. This shows that smaller fund 
managers are more likely to stick to their tried-
and-tested formulas. Either because they feel 
no need to change tack or because to do so 
would require a larger team. Whatever the case, 
nervous GPs are bound to question whether they 
are playing too conservatively in a world that is 
being so rapidly disrupted by everything from 
technology to geopolitics.

Mid-market GPs need to divest to keep their PE 
funds and fundraising lifecycles in motion. But there 
are other reasons to sell and the motivation for 
harvesting assets at this stage in the market cycle 
very much depends on the manager in question.

SECTION 2

What do you plan to focus on the most in the next year? (Select top two) (%)

Specialising in existing geographies Specialising in existing industries

Diversifying into new industriesDiversifying into new geographies

6872 28 32

83100 17

614839 52

Last fund <€50m

Last fund >€500m

Last fund = €50m–€500m

“ We are connecting with  
consultants in these new 
geographies. We want to be 
completely aware of the risks and the 
actual range of opportunities in these 
new geographies before we proceed.

”

Partner of a UK firm whose last fund 
raised between €2.5bn and €5bn
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Over two-thirds (70%) of respondents
whose last fund was worth €50m or less 
say raising capital is one of the reasons 
they plan to divest in the coming year, 
compared with 47% of those representing 
funds worth between €50m and €500m, 
and only 39% of those whose last fund was 
worth €500m or more.

Managers of smaller funds are more 
subject to the internal pressures of the 
PE industry itself, whereas GPs whose 
last fund was worth €500m or more 
afford a wider, more macro and market-
led view. For example, 58% of the 
latter expect to exit in order to counter 
macroeconomic uncertainty. 

Additionally, 45% say raising cash from 
divestments will be spurred by the ability 
to take profits at current valuations (versus 
23% of respondents whose last fund was 
worth €50m or less).

Prices in both public and private markets 
have come down substantially in 2022. 
But star performers can command high 
price multiples and many battle-hardened 
companies have come out of the pandemic 
stronger than ever.  

At the other end of the scale are the 
weakest-performing assets and this is 

one motivation for exits on which funds 
of different sizes agree. A majority of 
managers whose last fund was worth 
€500m+ (71%) or €50m or less (73%) say 
that disposing of underperforming portfolio 
companies will be a reason for forthcoming 
divestments over the next year. 

IPO hopefuls 

Companies have been deterred from  
IPOs since Russia’s invasion of Ukraine. 
Many institutional investors that 
participated in last year’s packed IPO 
schedule are underwater on those  
listings and few companies are willing to 
brave a floatation until sentiment improves.

But PE firms in the UK take a more bullish 
view of the IPO opportunity than their 
peers on the continent. As much as 61% 
of PE firms headquartered in the UK say a 
public listing is a potential liquidity event 
they will pursue over the coming year. At 
the other end of the scale, only 33% of 
DACH-based firms say the same.

Two possible reasons for this optimism are 
the UK market’s relative outperformance 
and the greater volume of IPOs processed by 
the London Stock Exchange (LSE) whatever 
the macro picture. The FTSE 100 by 14 June 
was down only 3.6% year to date, versus 
15.4% for the STOXX Europe 600. 

London is also comfortably the most 
active IPO market in Europe. According  
to Dealogic, in Q1 the UK played host to  
35 IPOs worth a combined US$3.9bn. 
While Sweden has seen more equity value 
listed on its market in recent months, its 
volume is lower at 25 IPOs. Meanwhile, 
Germany, France and Italy combined had 
fewer listings than the UK and a lower 
aggregate value.

“ As macroeconomic uncertainty 
increases, we are considering 
more divestments than we 
planned. There are few other 
choices to combat the threats 
in the market.

”

Partner of a UK firm whose last 
fund raised more than €5bn

Are you planning to divest for any of the following reasons in the next year? 
(Select all that apply) (%)
To dispose of weaker-performing assets

To counter macroeconomic uncertainty

To raise capital

Investment lifecycle coming to an end

To help reduce regulatory burden

To take advantage of today’s valuations

To reduce debt

To fund pay-outs to shareholders

Not planning to divest in the next year

Last fund <€50m Last fund = €50m–€500m Last fund >€500m

73

47

70

50

47

23

40

33

51

60

47

49

40

34

28

15

71

58

39

48

19

45

19

13

-
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Diversification versus 
specialisation

Diversification, by geography or strategy, has 
many benefits. It gives GPs greater flexibility 
and opens the pool of available deals that 
can be made. Managers of funds worth 
€500m or more they cite the improved 
growth potential that comes from pursuing 
a diversification strategy. This has played 
out across the industry over the past two 
decades, with the very largest GPs becoming 
multi-asset managers, continuously adding 
fund strategies, growing fee revenues and 
AUM while sharing back-office resources 
– with many ultimately becoming publicly 
listed entities.

Well over half (61%) of the respondents from 
firms with fund sizes north of €500m say 
that greater potential for long-term growth 
is among the top two advantages of having 
a diversification strategy. For smaller GPs, 
it’s a different calculus. Being agile enough 
to take advantage of fast-growing markets 
was seen as one of the top reasons to adopt 
diversification –72% of respondents whose 
last fund was worth between €50m and 
€500m and 53% of those from even smaller 
firms cite agility as a primary benefit.

The opposite strategy to diversification is 
obviously specialisation. However, the real 
world is no longer that binary. Witness the 
large, diversified managers who can still 
equip themselves with specialist teams 
and funds. This multifaceted approach can 
give GPs deeper insights into its chosen 
sectors, how best to capitalise on available 
opportunities, and can improve deal 
valuation and execution.

Equally, specialisation is not always by 
design. Some GPs are finding they are having 
to adapt and specialise out of necessity.

One of the top advantages of being a specialist 
fund is that it helps smooth or accelerate 
transactions, a benefit cited by 60% of 
respondents whose last fund was worth 
€50m or less, 57% of whom also pointed to 
the ability to identify hidden value drivers 
that may fly under the radar of non-
specialists. These can help to give specialists 
a competitive edge over funds with a more 
agnostic approach. For GPs managing funds 
worth €500m or more, the main advantage of 
specialising is that it helps ensure that asset 
management is more financially efficient, 
as cited by 49% of these managers.

Knowing a market inside out is undeniably 
a benefit even in the best of times, but it 
can be a boon when conditions are rougher. 
This applies both to the deal sourcing stage 
and to deal execution.

“ Considering the market fluctuations 
of the past two years, we are 
becoming more specialised 
gradually. We are not taking extreme 
steps towards specialisation but 
by overcoming pandemic-related 
threats, slower changes in our 
investment management process are 
being considered and adopted.

”

Managing partner at a Belgian firm with a 
fund in the €100m–€500m range

“ We are prepared even when  
the conditions in existing 
geographies and industries have 
been unpredictable. We gauge the 
important trends influencing profits 
and supply chain management.

”

France-based partner at a fund that raised 
between €2.5bn-€5bn

UK

France

Benelux

Denmark, Norway, 
Sweden

DACH

When divesting assets, which strategies do you expect to pursue in the 
next year? (Select all that apply) (%)

De-SPACSpin o�IPO Carve-outMinority stake M&A saleMajority stake M&A sale

39

39

55

43

50

61

39

50

38

33

26

13

14

24

21

9

17

14

19

8

39

48

36

29

38

13

35

27

48

21

*Answers are split based on PE firms headquartered in the respective regions.

*
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Agility to take advantage of 
fast-growing markets

More balanced approach to risk

Greater potential for 
long-term growth

Wide pool of potential investors

Provides greater investor 
con�dence

What do you consider to be the top advantages of having a 
diversi�cation strategy? (Select top two) (%)

53

40

47

40

20

72

47

30

36

15 23

39

48

61

29

Last fund <€50m Last fund = €50m–€500m Last fund >€500m

Helps smooth/accelerate 
transactions

Helps identify hidden value drivers

Greater potential for long-term 
growth

Asset management is more 
�nancially e�cient

Provides greater investor con�dence

What do you consider to be the top advantages of having a 
specialisation strategy? (Select top two) (%)

60

57

36

17

30

47

51

34

36

32 19

48

39

45

49

Last fund <€50m Last fund = €50m–€500m Last fund >€500m

Q11
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Risk factors: Regulations 
and supply pains 
The PE mid-market may be bullish about 
its near-term dealmaking activity, but 
that does not obscure the myriad risks 
that present themselves at this precarious 
stage in the market cycle. GPs have 
much to think about, from geopolitical 
flare-ups to the inflation outlook and 
the dampening effect on demand of 
monetary tightening as central banks 
look to contain spiralling price inflation.

There is also the regulatory outlook  
to consider.

ESG issues are playing an ever-larger 
role in compliance for asset managers, 
including PE firms. In March 2021, the 
European Commission (EC) introduced its 
Sustainable Finance Disclosure Regulation 
(SFDR), requiring investment managers 
to disclose the ‘principal adverse impacts’ 
of investment decisions on sustainability 
factors as they relate to environmental, 
social and anti-bribery and corruption 
matters. SFDR applies to any GPs that 
market funds to EU investors and are 
regulated by the Alternative Investment 
Fund Managers (AIFM) Directive, regardless 
of where they are headquartered, and has 
been mandatory for AIFMs with more than  
500 employees since 10 June.

Also currently in play is the EC’s proposal 
for a Directive on Corporate Sustainability 
Due Diligence. If adopted, it will require 
companies over a certain size to conduct 
thorough due diligence on their entire 
supply chain’s environmental and human 
rights impacts, a major challenge for GPs, 
who hold multiple companies.

The US has been slower than Europe 
regarding ESG matters. No formal rules have 

been set yet, but Securities and Exchange 
Commission (SEC) chair Gary Gensler is 
pushing for greater transparency. The SEC 
estimates that there are somewhere in 
the region of 800 registered investment 
companies with more than US$3trn in AUM 
claiming to work towards ESG goals. Gensler 
wants to guard against greenwashing 
and misleading claims, by introducing 
standardisation and definable targets. All 
of this means extra legwork for PE fund 
managers in the months and years ahead.

SECTION 3

“ We have become more cautious 
about any extreme regulatory 
changes after the Brexit 
uncertainty. We are constantly 
monitoring changes in the 
regulatory environment so that 
we can adapt accordingly.

”

Partner at a UK-based firm that raised 
more than €2.5bn in its last fund

A view from Joshua Maxey,  
co-founder, Third Bridge

“
Managing the rising regulatory burden
The regulatory burden on private equity is 
increasing across what we see as three core 
themes: ESG, antitrust and fee transparency. Every 
portfolio company these days has to be validated 
against ESG scores, and this is becoming a much 
bigger feature in deals, including in the early 
stages of vetting opportunities and selecting which 
companies to acquire. There’s no point spending 
time analysing a deal only for it fall at the final 
hurdle on an obvious ESG shortcoming, when 
that deal could have been filtered out early on. 
We have also recently seen the introduction of the 
SFDR which has added a compliance and investor 
transparency dimension.
Antitrust is also gaining more attention. 
Competition authorities and even politicians have 
demonstrated a greater willingness to intervene on 
certain deals, particularly those made by overseas 
investors in strategically important sectors such 
as defence. Companies are also staying private 
for longer, so are gaining scale. The upshot being 
that acquisitions and roll-ups pursued by PE funds 
are more likely to draw the scrutiny of authorities 
concerned by the over-consolidation of markets.
Despite antitrust being more relevant to larger 
funds, it is smaller GPs that are most concerned by 
regulation overall. These fund managers typically 
feel the heat because they lack the army of 
compliance personnel that large, blue-chip firms 
have on their benches. That is a simple function of 
resources and experience.

”
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Regulatory hurdles 

Large funds are already well adapted 
to the compliance challenge, which is 
a steadily ramping target. The greater 
the assets under management, the more 
financial resources are available to face 
this challenge across numerous funds 
simultaneously. Smaller fund managers 
don’t benefit from this economy of scale.

Our survey shows that two-thirds of 
those representing funds worth €50m or 
less expect a more aggressive regulatory 
environment to be one of the big factors 
that will have the greatest impact on their 
activity. Funds worth between €50m and 
€500m are far less likely to agree – just 
23% cite this as an issue, compared with 
more than half (52%) of funds worth 
€500m or more.

For mega managers, the concern is less 
about following the evolving ESG rules 
of regulators and more about the burden 
of ever-increasing antitrust scrutiny. 
Foreign direct investment (FDI) has come 
under the microscope in recent years, 
China being the focal point. However, 
since the pandemic authorities are 
widening their focus beyond China and 
several EU member states have signalled 
their willingness to obstruct foreign deals 
they see as posing a potential threat to 
national interests.

While PE deals do not typically face 
the same level of scrutiny as corporate 
M&A, since funds are not operational 
companies, large deals or add-
ons involving major companies in 
already heavily consolidated markets 
or strategic sectors can draw the 
attention of authorities. As PE firms’ 
portfolios grow in scope, antitrust 
regulators increasingly assess vertical 
links between the target and the other 
portfolio companies of the GP. A more 
hawkish temperament on the part 
of authorities since the pandemic 
means that PE firms may be liable to 
pay sizeable fines for violations of 
EU antitrust law committed by their 
portfolio companies.

What’s more, even if smaller deals are 
approved with relative ease, greater 
disclosure demands and paperwork in  
and of themselves can prove to be 
burdensome for smaller firms with fewer 
available resources.

“ More aggressive regulations  
are hindering our progress during 
deals. Even if we fulfil all the legal 
or documentation requirements, 
there are additional requests 
made by the authorities.

”

Partner at a small-cap Swiss PE fund

A view from Joshua Maxey, co-founder, Third Bridge

“
Supply chain challenges and opportunities

Larger PE funds are feeling the pinch of today’s supply chain breakdowns more so than 
their smaller counterparts. That should come as little surprise and the same should 
be true of the high rates of inflation that has caught companies off guard. It’s well 
documented that it takes larger companies longer to react. Smaller firms are nimbler 
and can adjust their exposure to inflation more quickly. It is harder to steer a larger 
tanker in a new direction.
What’s interesting is that there are a lot of businesses which are helping in the 
optimisation of supply chain management, applying technologies like robotics, 
advanced data analytics, machine learning and smart warehousing. We expect to see 
private equity funds employ these businesses to better manage their supply chain risk 
and improve the performance of their portfolio companies. More than that, GPs will 
increasingly pursue deals in this exciting space. Investing in tech-enabled supply chain 
management solutions is a big opportunity right now. This is no passing fad either. 
PE funds were continuously stepping up their investment into the space prior to the 
pandemic. This investment thesis has been solidified over the past two years. Over the 
long term, demographic labour constraints indicate that supply chains will remain 
under pressure and private equity is demonstrating that it recognises this fact.

”
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Supply chains: Weak links

Another major concern for PE managers 
is the state of supply chains, which have 
been in disarray over the past two years as 
the bullwhip effect has played out, causing 
massive fluctuations in supply and demand. 
Adding to these woes, Shanghai, the largest 
seaport city in the world, has just been 
through a major citywide lockdown, adding 
more disruption to an already strained system.

These supply chain snarls are a serious 
concern for large-cap managers and are 
influencing their investment decisions. 

The sample of funds worth €500m+ in our 
survey is  more likely than smaller funds to 
worry about supply chain issues having an 
impact on their activity – 45% think such 
issues will be among the most impactful 
external factors on their activity, compared 
with 34% of funds between €50m–€500m in 
size and only 20% of those whose last fund 
was worth €50m or less.

Few companies can escape these challenges 
given the globalised nature of the 
economy, even if it simply means footing 
higher energy and other input costs. 
However, larger businesses involved in 
manufacturing and other physical items 
tend to have broader geographic footprints 
and have greater exposure to supply chain 
risk overall.

This means that, for GPs, it has become crucial 
to understand all of a potential target’s supply 
chain exposure early in the deal process. 

Every risk, however, presents an opportunity. 
Reflecting this, GPs have been leaning heavily 
into logistics and transport deals over the 
past year. The US$50.6bn invested in 2021 is 
three times more than in 2020, which itself 
represented an annual increase of 30% on 
2019, according to Pitchbook. So far this year 
US$9.1bn has been invested in these deals 
despite the slowdown in buyouts.

Areas like warehouse automation and key 
logistical operations that are currently 
suffering from labour shortages are 
becoming prime targets for PE seeking to 
capitalise on the dislocation. As economic 
activity came back online en masse following 
the onset of the pandemic, demand for 
logistics and distribution services has spiked, 
creating a compelling profit opportunity and 
room to raise prices.

One of the largest buyouts last year was 
Manhattan Mini Storage, an operator of 
self-storage locations in New York City 
that was the target of a US$3bn deal made 
by StorageMart, which is backed by the 
Singapore sovereign wealth fund GIC and Bill 
Gates’s family office Cascade Investment. So 
long as supply chains remain strained, there 
will be private sponsors lining up to assuage 
those pain points with selective investments.

“ It is important that we ascertain  
the supply chain risks and work  
out strategies to diffuse any threats. We are 
increasingly proactive in recognising these 
risks and this will support us in becoming 
more specialised in existing industries.

”

Managing partner at a firm based 
in Germany that raised between 
€1bn-€2.5bn in its last fund

“ These issues need to be 
considered as there are many 
industries which have been 
affected by material shortages. 
We cannot move ahead with our 
decisions unless we calculate 
potential issues in advance.

”

Managing director of a Swedish GP 
whose last fund raised more than €5bn

Which of the following external factors do you expect to have the biggest impact on your 
activity? (Select top three) (%)

Last fund <€50m Last fund = €50m–€500m Last fund >€500m

Q6 Con�ict in Europe / the changing EU landscape

More aggressive regulatory environment

Interest rates / access to borrowing

Supply chain issues

In�ation

COVID-19

Commodity prices

Shareholder activism

Reduction in government support/relief/subsidies

Increased competition with other PE �rms

Increased competition with corporate buyers

40 43 55

40 43 39

20 34 45

37 36 19

37 27 26

30 25 10

3 30 22

16 15 13

10 11

13

19

67 23 52
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Navigating choppy waters 
Central banks have made their intentions 
loud and clear in 2022. Their prime 
target is bringing inflation down. 
Consequently, asset prices are taking a 
hit. These are genuinely novel conditions 
for PE, inflation already reaching heights 
not seen since the 1970s – when the 
leveraged buyout market was in  
its infancy.

Drawing upon this study into how GPs are 
positioning themselves for the months 
ahead and contrasting that with the 
market outlook, we consider what the 
industry can expect from here. 

More large-cap activity on  
the horizon

It may seem counterintuitive that PE will 
be active when M&A is pulling back. But 
the fact remains that PE has been highly 
successful in raising funds over the past 
24 months, large institutions especially so. 
That capital still needs to be deployed and 
GPs are now seeing a generational buying 
opportunity unfolding. While firms may be 
more selective in the types of assets they 
back (think inflation-hedged business 
models or attractively priced high-growth 
companies) deal activity at the higher end 
of the market looks set to be sustained 
relative to the broader M&A market.

Financing costs to rise

As interest rates are raised in the short 
term, leveraged financing costs will 
follow. This would not be an issue if the 
economy was strong, but the likelihood of 
a recession is now higher than at any point 
since demand was unleashed following 
pandemic lockdowns. Financial sponsors 

will need to be prudent in structuring their 
deals with floating-rate loans, taking 
into account the potential for earnings to 
come under pressure over the next 12–24 
months. Larger funds may struggle to 
access leverage from traditional lenders 
as credit markets continue to tighten and 
contract. This is an issue that could easily 
take on additional significance. 

Choosing an identity

GPs in our research are split on the 
various benefits of diversification versus 
specialisation. What works for one firm will 
not be the same for another. LPs don’t need 
to see a particular winning strategy per se, 
they want to see an approach that works for 
the firm and is methodical and repeatable 
across successive funds. Investors can then 
decide whether that strategy complements 
their existing portfolio. GPs will want to 
understand what it is that makes them a 
success and double down on that. 

Supply chain warnings

Anyone hoping that supply chain 
disruptions would resolve themselves 
quickly should think again. Not only has 
the pandemic caused a breakdown in 
supply lines, but geopolitical tensions 
are also gradually reversing the past four 
decades of globalisation. Global trust 
between countries has deteriorated, 
hindering the smooth distribution of 
supplies, and compounding rising input 
costs. No companies can escape this 
entirely, but it is of particular concern for 
GPs with large, geographically diverse 
companies and will mean inventory 
management risks remain high for the 
foreseeable future.

SECTION 4
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Proceeding with caution, 
deploying with conviction 
PE is not without its challenges. The 
V-shaped recovery that came from the 
ECB’s money-printing programme 
combined with continued supply chain 
disruptions has created an inflation 
crisis. There is no getting away from that. 

Central banks are now stuck between a 
rock and a hard place, as they seek to cool 
prices while economic growth is slowing. 
As asset prices have fallen in the first 
half of 2022, GPs will be reflecting on the 
deals made in the second half of 2020 
and through 2021 as global M&A markets 
rallied like never before. Some of those 
investments will now be underwater. Plus 
the difficult macro conditions of today 
will spell trouble for countless companies 
as financing costs rise and investors 
weigh the likelihood of a recession only 
two years after the pandemic threatened 
to collapse our global economy. We are 
entering a new period of volatility. 

PE’s deep operational expertise and 
ability to steward companies through 
challenging times is about to come to  
the fore.  

More than that, PE funds are 
simultaneously buyers and sellers. The 
seller’s market has now become a buyer’s 
market. Those with capital available to 
deploy after 2021’s record fundraising 
year find themselves in an enviable 
position. Using history as a guide, in 
2008 and 2009, during and immediately 
following the great financial crisis, PE 
significantly outperformed the stock 
market. Meanwhile, top-quartile funds 
in 2009 averaged a return of 61%, one of 
their best years ever. 

Of course, funds will want to proceed 
with caution, there is no doubting that. 
Existing holdings will come under 
pressure as their loan costs rise and GDP 
slows. However, many of these are already 
lean, cost-conscious businesses having 
weathered the worst of a global pandemic.  
The next 12-18 months may present one 
of the best buying opportunities PE will 
see for a long time to come. 

CONCLUSION

A view from Joshua Maxey,  
co-founder, Third Bridge

“
The road ahead: traversing uncertainty

It’s important to differentiate between 
valuations and deal activity. By historic 
standards, deals have been abundant in early 
2022. Clearly, there is going to be a hit on 
valuations and it’s difficult to predict what’s 
going to play out on that front. However, most 
of the investors we are speaking to have not yet 
seen any material slowdown in their deal flow. 
That could be a residual lag or the fact that the 
macro environment is largely going to impact 
valuations while deal activity continues along a 
strong trend line.

High interest rates, ongoing supply issues and 
the prospect of a recession are going to prove 
challenging for many businesses. This means 
that helping companies with their value-
creation strategies is going to be even more 
important now. Private companies benefit from 
lower periodic investor scrutiny and trading 
noise compared with those in public markets. 
This will allow PE to invest in longer-term 
strategic initiatives though this tough period.

This value creation includes everything from 
enabling better hiring and talent acquisition, 
benchmarking and increasing the potential 
of M&A by bringing down valuations to more 
attractive—and arguably more realistic—levels. 
PE funds are intelligent, adaptive investors that 
have proven their mettle over numerous market 
cycles. We believe they will do so once again.

”
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