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$200bn
For 2019, fund adviser Triago put 

the amount of shadow capital 
(which includes co-investment, 

separately managed accounts and 
direct investment) at north of 

$200bn.

$444bn
Over the last five years 

fundraising figures have certainly 
soared. Preqin and Bain & Co data 

shows that the median size of 
closed buyout funds has almost 
doubled from $244m in 2014 to 

$444m in 2019.

15%
Even if you invest 15 per cent in 

every co-investment you are 
offered, you are still only seeing a 

fraction of the market and far 
from securing blanket access. 

Exercising a degree of control over 
the co-invest decision is a good 

discipline. Know where your 
strike zone is.

In the decade since the financial crisis, 
co-investment has been all the rage. 

Preqin data analysed by Bain & Co shows 
that in 2019 capital invested in co-sponsorship 
deals accounted for 10 per cent of buyout 
volume, a record high, while fund adviser Triago 
puts the amount of shadow capital (which 
includes co-investment, separately managed 
accounts and direct investment) at north of 
$200bn. Andrea Auerbach, global head of 
private investments at Cambridge Associates, 
meanwhile, says her organisation caught 
co-investment volume to the value of $28bn in 
2019.

“Nobody sees the whole market and there is 
no public registry for co-investment deals. The 
volume we see is a material amount, but at a 
conservative estimate the size of the market 
could be three times that,” Auerbach says. 

Co-investment has offered investors an ideal 
vehicle for lowering the cost of their private 
equity programmes, as it is typically offered at a 
discount or no cost at all. In some cases 
co-investment has also been levered to increase 
allocations to private equity. With Bain & Co 
analysis showing that around half of LPs were 

under-allocated to private equity in 2019, 
co-investment and secondaries have helped to 
fill up the private equity bucket.

“For the last five years, co-investment has 
probably become the hot ticket, and today, the 
number one request made to GPs during 
fundraising due diligence and in side letters is 
for co-investment,” Richard Hope, the head of 
EMEA at Hamilton Lane, says. “Co-invest has 
given LPs opportunities to build more exposure 
to managers they like and fill in gaps where they 
are under-allocated. As the appetite for private 
markets has accelerated, LPs are pulling all the 
levers to boost money in the ground.”

 Tapping the brakes
The shock to capital markets following the 
Covid-19 lockdown, however, will put the brakes 
on the burgeoning co-investment activity 
observed during the last few years.

According to White & Case’s M&A Explorer 
private equity deal activity fell by around a 
quarter from Q4 2019 to Q1 2020, a slowdown 
that filtered through to co-investment deal 
flow.”

“Co-invest does track deal activity and 

Appetite for co-investment has been red hot during the 
last five years. Will the Covid-19 lockdown change that?
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investor programmes that have been 
accelerating co-investment deployment and 
will have to adapt their strategies as dealmaking 
subsides,” says Nikos Stathopoulos, a partner at 
BC Partners. “The number and size of 
transactions are likely to drop and lockdowns 
will also pose challenges from a due diligence 
perspective on entry.”

In addition to slowing headline deal activity, 
LP resources will also be focused on portfolio 
management, especially if companies in 
co-investment portfolios are facing distress.

“Many LPs have increased their interest and 
deployment in co-investments to gain more 
exposure and reduce fees, however I’d 
anticipate that LPs’ appetite will decrease in the 
short term,” Mark McDonald, global head of 
private equity at DWS, says. “This is due to the 
denominator effect impacting allocations and 
also given that LPs may be firefighting with 
their existing co-investment portfolio more 
than they had anticipated.”

Pantheon’s Erik Wong, a partner in the 
firm’s global co-investment team, also sees the 
denominator effect as a factor influencing 
demand for co-invest.

“The denominator effect will constrain 
co-invest appetite for certain LPs. While some 
data shows that private equity outperforms 
public markets during an economic downturn, 
certain LPs may be limited in increasing 
exposure to private equity or may find it 
difficult to get signoff on more concentrated 
single company investments,” he says. 

Auerbach says deals that were on track to 
close before the end of March would probably 
have completed, but LPs will be cautious about 
putting money into new deals, especially given 
the pressures that will inevitably be facing 
existing portfolios.

“Family offices and institutions will have 
plenty to do right now. Investors will be looking 
at their entire portfolios and trying to 
understand which way equities are moving and 
how to respond. When dealing with these 
demands, the time and resources are not 
available to analyse one investment in one 
company,” Auerbach says. 

Focusing minds
The Covid-19 crisis will also serve to focus the 
minds of co-investors. In a rising market where 
demand for private equity exposure has been 
robust, the cost-saving and allocation benefits 
of co-investment have at times shifted 
attention away from backing good managers in 
the first instance, with co-invest the added 
benefit. Some investors have made 
co-investment a prerequisite for backing a 
manager in the first place, rather than backing a 
fund exclusively on its own merits. 

In the race to expand co-investment 
programmes, attention to fundamentals has 
frayed at times.

“In some ways, we have been here before. 
After the global financial crisis of 2008, some 
co-investors did fall by the wayside, and there 
will be co-investors this time around who find 

that they have the wrong exposures and aren’t 
sure how to manage co-investments through 
the cycle,” Hope says. “Our biggest lesson 
learned from GFC was having follow on pool of 
capital available – here we see the same.”            
     Auerbach adds: “Before Covid-19 there was 
consensus that we were late in the cycle, and 
that it was increasingly important for 
co-investors to have a clear strategy for parsing 
through the deal flow and set the rules of 
engagement. Co-investors who have not set out 
that strategy will find it difficult.”

But, even if there is to be a sifting out in the 
co-investment market, over the long-term 
co-investment will remain established as a key 
pillar of the private equity offer. 

“Most deal sponsors have had the 
experience of managing their portfolio in 
challenging times and therefore are quite 
responsive in managing company liquidity, 
enacting cost measures, and being 
opportunistic with regards to acquisitions,” 
Wong says. “For LPs with dedicated 
co-investment capital, we would expect 
continued appetite and deployment into 
co-investment despite the economic and 
market uncertainty.”

Indeed, Stathopoulos says well-resourced 
co-investors will see opportunity to lean into the 
downturn. “There are co-investors who will see 
opportunity to invest at attractive valuations. 
Although deal flow has slowed for now, GPs will 
be bringing add-ons and rescue financings to LPs 
who want to keep deploying.” ●

PORTFOLIO OR 
CHERRY PICKS

If there is one thing that GPs want from a 
co-investor, it is decisiveness. 

“A quick ‘no’ is better than a slow ‘yes’,” says 
Richard Hope, the head of EMEA at Hamilton. “Lots 

of LPs ask for co-investment, but then can’t 
deliver. If co-investment is to work, speed and 

certainty are essential.”
But while LPs do recognise that turning away too 

many co-investments will mean they end up out of 
the loop altogether, deciding whether to diversify 
and “buy the market” or cherry pick certain deals 

is not easy.
Erik Wong, a partner in the Pantheon’s global 

co-investment team, supports the diversification 
route, especially for LPs “that are using 

co-investment mainly as a tool to blend down the 
cost of their private equity program”.

“LPs who have robust origination and a high-
quality GP base, then the opportunity to invest fee 

and carry free with these high-quality sponsors 
could be preferable to adding more primary fund 

exposure,” he says.
Wong recognises, however, that there is room 
selection for investors who have big primary 

programmes and see substantial deal flow. For 
smaller programmes, however, selection can be 

counter-productive.
“In a concentrated portfolio it can be challenging 
for LPs to cherry pick the best performing deals 
given the number of factors that ultimately drive 

deal performance and the limited time 
co-investors often have to evaluate an investment,” 

Wong says.
Cambridge Associates global head of private 

investments Andrea Auerbach points out that 
investors only control three parts of their private 

equity portfolios – primary commitments, 
co-investment and secondaries. Putting in place a 
filter for co-investments, that reflects an investor’s 
portfolio construction, sector and risk preferences, 
does help to improve co-investment performance.

“Even if you invest 15 per cent in every 
co-investment you are offered, you are still only 

seeing a fraction of the market and far from 
securing blanket access. Exercising a degree of 

control over the co-invest decision is a good 
discipline. Know where your strike zone is,” 

Auerbach says.
Nikos Stathopoulos, partner and executive 

committee member at BC Partners, says it does 
help GPs when they know exactly what filters LPs 

are applying to their co-investment strategy.
“There can be a downside if LPs continually turn 
down offers to co-invest, but we have found that 
investors are good about communicating what 

types of co-invest they are interested in, and their 
sector and deal size preferences. It makes the 

process far more efficient and customised,” 
Stathopoulos says.
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Important Disclosure

The above is a reprint from Real Deals, published 30th April, 2020. Real Deals has provided Pantheon with the permission and authority to make this

article available on Pantheon’s websites and social media profiles.

 

The views and opinions expressed herein by Erik Wong are his own views as of the date of the publication, and may change in response to changing

circumstances and market conditions.

 

Under no circumstances should these views and opinions in this article be construed by any reader as investment, securities, legal, or tax advice.

The information contained herein should not be deemed as a recommendation to purchase or sell any securities or investments.

 

No representation or warranty, express or implied, is made or can be given with respect to the accuracy or completeness of the information in this

article. In general, alternative investments such as private equity involve a high degree of risk, including potential loss of principal invested, are

highly illiquid, can charge higher fees than other investments, and typically do not grow at an even rate of return and may decline in value.

 

Information, opinions, or commentary concerning the financial markets, economic conditions, or other topical subject matter were prepared,

written, or created prior to posting this article on this Site and do not reflect current, up-to-date, market or economic conditions. Pantheon

disclaims any responsibility to update such information, opinions, or commentary.

 

In addition, past performance is not indicative of future results, future results are not guaranteed, and loss of principal may occur. This article may

include “forward-looking statements”. All projections, forecasts or related statements or expressions of opinion are forward-looking statements.

Although the interviewees believe that the expectations reflected in such forward-looking statements are reasonable, they can give no assurance that

such expectations will prove to be correct, and such forward-looking statements should not be regarded as a guarantee, prediction or definitive

statement of fact or probability.
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