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In the winter of 2019, the private 
equity and venture capital industries 
were certain a recession was 
imminent. The bull market run would 
have to end at some point, global GDP 
was slowing, and trade tensions had 
skyrocketed, inverting the yield curve 
and sounding economists’ alarms. 

These were matters of course. 

Fast forward to the fall of 2020 to a world transformed by 
a pandemic that in a handful of months brought a once-
in-a-generation health crisis, transformed entire industries, 
and sent unemployment to levels not seen since the Great 
Depression, all of which wreaked havoc on a global economy 
that is just now beginning to see signs of recovery. 

And while it would be difficult to find a business that was 
not challenged by the impacts of COVID-19, for most private 
equity and venture capital firms, those challenges brought with 
them plenty of opportunities.

At the end of 2019, dry powder globally stood at $2.5 trillion 
across all fund types, in part due to aggressive fundraising 
because of recession fears. Fundraising, it turned out, wasn’t 
particularly challenging. Deploying it, however, was: Deal pace 
slowed as competition for quality deals intensified. 

The pandemic has magnified this challenge. Funds have 
been in triage mode as they moved to shield their portfolio 
companies from the escalating financial fallout. Deals that 
closed during 1H 2020 and were not already in process 
before the pandemic reflect opportunism or strategic 
alignment efforts. 

But private capital is resourceful. Investment vehicles not 
widely used since the Great Recession, such as private 
investment in public equity (PIPE) deals, have reemerged, 
and co-investments and joint ventures are on the rise, as 
are the secondaries market and special purpose acquisition 
companies (SPACs). 

As the global economy recovers, private capital will be well 
positioned to deploy the dry powder it has stored to buy 
quality assets at a discount and align those acquisitions for 
above-average returns. 

ABOUT BDO’S PRIVATE EQUITY PRACTICE
Strategically-focused and remarkably responsive, the experienced, 
multi-disciplinary partners and directors of BDO’s Private Equity 
practice provide value-added assurance, tax and consulting services for 
all aspects of a fund’s cycle, wherever private equity or venture capital 
firms are investing. 

ABOUT BDO 
BDO is the brand name for BDO USA, LLP, a U.S. professional services 
firm providing assurance, tax, and advisory services to a wide range 
of publicly traded and privately held companies. For more than 100 
years, BDO has provided quality service through the active involvement 
of experienced and committed professionals. The firm serves clients 
through more than 65 offices and over 740 independent alliance 
firm locations nationwide. As an independent Member Firm of BDO 
International Limited, BDO serves multi-national clients through a 
global network of more than 88,000 people working out of more than 
1,600 offices across 167 countries and territories.

BDO USA, LLP, a Delaware limited liability partnership, is the U.S. 
member of BDO International Limited, a UK company limited by 
guarantee, and forms part of the international BDO network of 
independent member firms. BDO is the brand name for the BDO 
network and for each of the BDO Member Firms. For more information 
please visit: www.bdo.com.
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https://www.bdo.com/news/2019-december/bracing-for-a-bear-market,-private-capital-readies


Key Takeaways: 

75% of fund managers expect the economy to perform better 
in 2021 ...

With the road to recovery shrouded in uncertainty, deal makers are 
grappling with an unfamiliar landscape. Deal flow will remain comparatively 
muted for the balance of 2020, but, in line with industry expectations, we 
believe M&A will pick up as the economy turns around in 2021.

SCOTT HENDON, National Leader of Private Equity

... Yet 55% are conducting business continuity risk 
assessments in preparation for a second wave of  
COVID-19

Asset prices have dropped 20% from 
pre-COVID levels

GPs are pivoting to venture-focused 
investments and growth equity

Private capital is most concerned 
about risk—both in terms of 
uncovering vulnerabilities 
in the portfolio as well as 
during due diligence of 
an acquisition
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https://www.bdo.com/insights/industries/private-equity/runway-to-recovery-laying-the-groundwork-for-post


Price Dislocation Signals Upside For 
The Opportunistic 
With no historical analogue to show what an economic recovery from a pandemic might look like or when it might take place, 
modeling a business’ future cash flow and revenue stream is an uncertain process. More than three-quarters (77.5%) of PE and VC 
respondents say assets today will trade 10% to 20% lower than they would have pre-COVID, reflecting an institutional perspective 
that the public market remains overvalued.

For PE and VC funds transacting during this time, price dislocation will translate into higher returns. On the flip side, of course, it 
means portfolios are generally down, which will fan the secular trend toward longer holding periods as fund managers wait for 
more favorable exit timing.

8.5%
About the same

2%
More than 50% less

12%
21-50% less

42%
16-20% less

35.5%
10-15% less

HOW WILL ASSETS TRADE TODAY VS. PRE‑COVID?
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The challenges to deal close, however, are many, and despite the headlines, gaps between buyer and seller expectations are not the 
top. Funds have been confronted with conducting due diligence entirely virtually—a pivot few, if any, were prepared to make as in-
person travel has been traditionally fundamental for deal making. While PE and VC by and large have adapted to conducting business 
remotely, the inability to have boots on the ground to inspect facilities or assets leaves buyers worried about the diligence they are 
unable to realize in person. 

The impact of the COVID-19 pandemic has changed the landscape of exit 
activity. Rather than private to private trades between fund sponsors, we 
are seeing more exits from companies accessing the public markets—that 
includes private equity shops that before the pandemic may not have 
considered IPOs as viable exit strategies. The IPO pipeline is building, 
which is perhaps an unexpected outcome of the crisis, and may offset 
other investment and financing strategies.

KEVIN BIANCHI, Assurance Partner

WHAT ARE THE TOP CHALLENGES TO CLOSING DEALS/INVESTING IN THE CURRENT 
INVESTMENT ENVIRONMENT?

Lack of in-person meetings Securing financing Increased competition

Risk exposure uncovered during 
due diligence 

Lack of transparency Gaps between buyer/seller or 
investor expectations

53% 44.5% 40%

38.5% 36.5% 32.5%
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Private Capital Preparing for M&A amid 
Optimism about Economic Recovery
Though funds today are decidedly more bearish on pursuing new deals than they were last winter, and survey responses support the 
thesis of a shift in strategy to add-on acquisitions as a vehicle for growth, 74.5% of fund managers believe the economy will perform 
better in 2021—and are eager to put their capital to work. 

23.5% of fund managers say they will direct the most capital toward new deals 
or investments in the next six months, down from 41.5% in December. 

Among those who indicated they will direct the most capital toward new deals and investments, nearly 50% believe the economy 
will be only “slightly better” and almost 30% believe the economy will be “much better,” indicating many fund managers are willing 
to transact with only a slight improvement in economic conditions. 

HOW DO YOU EXPECT THE ECONOMY WILL PERFORM IN 2021?

74.5%
Better

15.5%
Worse

10%
About  

the same 28.0%
Much better

46.5%
Slightly better

8.5%
Slightly worse

7.0%
Much worse
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While it may not be surprising to think next year will be better than a year in which a pandemic took a sledgehammer to the global 
economy, private capital is positioning its investment strategies for what they expect will be a turn for the positive. 

Leveraged buyouts are not the strategy of choice now. With debt financing more constrained, private capital is looking to other 
strategies, and general partners (GPs) are leaning into more venture-focused strategies. Meanwhile, supporting the add-on and value 
creation approaches that private capital is taking, growth equity continues to attract limited partner (LP) interest. 

Fall 2020– 
Spring 2021

Winter 2019– 
Winter 2020 Difference

NEW DEALS/INVESTMENTS 23.5% 41.5%  18%

ADD-ON ACQUISITIONS/
FOLLOW-ON INVESTMENTS 22.5% 15%  7.5%

INVESTING IN DISTRESSED 
BUSINESSES 20% N/A N/A

APPLYING EQUITY RELIEF TO 
PORTFOLIO COMPANIES 19.5% 34.5%  15%

DE-LEVERING PORTFOLIO 
COMPANY BALANCE SHEETS 13.5% 6.5%  7%

OTHER/DON’T KNOW 1% 2.5%  1.5%

WHERE WILL YOU DIRECT THE MOST CAPITAL? 

WHICH OF THE FOLLOWING INVESTMENT STRATEGIES ARE YOU EMPLOYING?

62%
57%

45%

31%
24.5% 20%

12%
Early  

stage VC
Growth  
equity

Late  
stage VC

Structured 
credit

Leveraged 
buyout

PIPE Mezzanine
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M&A in Distress
Last winter, 40% of fund managers indicated distressed business deals would be a key driver of deal flow, up from 4% the previous 
year, and many believed the pandemic would magnify this trend. Reluctance to trade at dislocated prices as well as government 
aid in the form of the CARES Act’s Paycheck Protection Program, which helped keep businesses afloat, delayed a spate of distressed 
sales. However, we expect to see distressed deal activity pick up in 2H 2020 and into 2021 as businesses that are still experiencing 
disruption deplete their government loans. Also, deal activity may potentially be affected by the impact of the end of stimulus 
checks on consumer spending, another ripple effect private equity fund managers are monitoring as it pertains to certain segments of 
their portfolios. 

WHAT DO YOU THINK WILL BE THE KEY DRIVERS OF DEAL FLOW IN THE NEXT 6 MONTHS? 

Private company sales and 
capital raises

Investing in distressed 
 businesses

Public to private  
transactions

49.5% 46.5% 39%

Succession planning Exiting current investments Corporate divestitures

37% 34% 32%
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In a departure from December’s poll when hedge funds and mutual funds were identified as the greatest competitors, private capital 
now believes most competition will come from strategic buyers and other private equity and venture capital firms—with increases 
of 11 percentage points and 18 percentage points year over year, respectively. This may be due to the uneven nature of the winners 
and losers during COVID—the winners taking the opportunity to gain market share by swallowing up competitors and adjacent 
companies. On the private equity side, the rise of tech-focused mega funds looking to capitalize on opportunities and the industry-
wide digitalization accelerated by the pandemic have also created more competitors within the industry. 

Private capital outperformed the public markets during the recovery from 
the Great Recession, but the asset class was slow to make new acquisitions 
and missed on the returns that would have come from buying quality assets 
at a steep discount. If they are looking for an opportunity to correct the so-
called sins of the past, now is the time.

JIM LOUGHLIN, BDO's Business Restructuring &  
Turnaround Services National Leader 

December 2019 September 2020

1 Hedge/mutual funds   
39.5%

Strategic buyers/investors 
48.5%

2 Strategic buyers/investors  
37.5%

Other PE/VC firms  
45%

3 Other PE/VC firms  
27%

Hedge/mutual funds  
38.5%

4 Sovereign Wealth Funds  
26.5% 

Sovereign Wealth Funds  
36.5%

5 Family Offices  
26% 

Family Offices  
30%

WHERE WILL MOST OF THE COMPETITION FOR DEALS COME FROM OVER THE NEXT 6 MONTHS? 
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The Road Ahead: “Cautious Optimism” Lives Again
During the Great Recession, the phrase “cautious optimism” peppered executives’ statements on the anticipated course of their 
business’ performance. Similarly, today, while optimistic for an economic recovery, fund managers have one eye trained on the course 
of the health crisis and its fallout. Notably, more than one-third (36.5%) would consider applying for a government loan in the event 
a second wave occurs, but existential threats to business top fund managers’ concerns. 

Conducting risk assessments is a strategic measure to undertake in the context of a global economic crisis, but it also gives funds 
a competitive advantage by allowing them to identify fund- or portfolio company-level vulnerabilities. Having this knowledge can 
translate into divestitures or informed efforts to remediate and strengthen portfolios. 

HOW ARE YOU PREPARING FOR A SECOND WAVE OF THE CORONAVIRUS?

55% 
Conducting a business  

continuity risk assessment 

47% 
Making changes in  
forward-looking  

valuation metrics 

39.5% 
Activating a crisis  

response task force36.5% 
Considering  

applying for a  
government loan  

32% 
Assessing EBITDA for  

asset impairments

4.5% 
None of the above  
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People who know Private Equity, 
know BDO.
www.bdo.com/private-equity

Stay tuned for PE and 
VC fund managers’ 
responses to who 
they believe will win 
the 2020 presidential 
election and how 
it will affect their 
strategic plans in our 
next insight. 

Private capital will 
continue to streamline 
and shore up their 
portfolios, but the 
amount of dry powder 
on the sidelines will 
translate into increased 
deal making. While 
activity in the balance 
of 2020 likely will not 
catch up to deal flow 
in 2019, fund managers 
need only a little 
encouragement from 
the economy to act, 
and with the creativity 
now being employed in 
investment strategies, 
deal flow is already 
picking up steam.

SIGN UP TO RECEIVE 
OUR INSIGHTS HERE.
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For more information on BDO USA’s service offerings 
to this industry, please contact one of the following:

SCOTT HENDON
National Leader, Private Equity
214-665-0750 / shendon@bdo.com 

KEVIN BIANCHI
Assurance Partner
415-490-3241 / kbianchi@bdo.com

JIM LOUGHLIN
Managing Director, Business Restructuring Services
212-885-8097 / jloughlin@bdo-ba.com

JOHN KRUPAR
Managing Director, Operational Value Creation
602-293-2545 / jkrupar@bdo-ba.com

FIRST NAME LAST NAME

EMAIL PHONE

SUBJECT

MESSAGE

SUBMIT

CONTACT US:
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