
1 | Perspectives

JULY 2022 | ISSUE 3JULY 2022 | ISSUE 3

BEYOND THE 
HEADLINE: 
EXAMINING 
RECENT 
DISPERSION 
IN GROWTH 
EQUITY

Darren Cohen is Global  
Co-Head of Growth Equity 
at Goldman Sachs Asset 
Management

Juliana Hadas focuses 
on portfolio solutions for 
Alternatives Capital Markets & 
Strategy at Goldman Sachs Asset 
Management



2 | Perspectives

JULY 2022 | ISSUE 3

Goldman Sachs Asset Management

SETTING THE STAGE
The COVID-19 pandemic pulled forward 
demand for technology, accelerating both 
the trajectories of and investor interest in 
technology-enabled growth companies. 
This led to a massive valuation re-rating, 
especially among the fastest-growing 
companies. From a nadir in Q1 2020 to 
November 2021, publicly listed hyper-
growth1 software companies, for instance, 
saw multiple expansion of over 3 times, 
from 10.7x to 33.7x. 

But in November 2021, investor sentiment 
turned dramatically, a culmination of 
concerns over macroeconomic headwinds 
and the prospect of rising interest rates. 
Public growth equities have since given 
back gains of the prior 18-24 months, the 

NASDAQ composite is down 31% since its 
November highs, and the Russell 2000 
Growth Index is down 37% as of the end of 
June.2 However, headline figures disguise 
significant dispersion across individual 
names and sectors. Just like in the prior 
regime, changing investor sentiment 
has had its most profound impact on 
the fastest-growing companies. Hyper-
growth software companies have seen 
their valuations decline by three-quarters 
from their November highs to the end of 
June 2022, to an average valuation of 8.0x 
next-twelve-month revenues. This is below 
the range seen in 2015-2020. Companies 
with more moderate growth, on the other 
hand, experienced valuation re-ratings on 
a significantly smaller scale, both upwards 
and, subsequently, downwards. 

Valuation Re-Ratings in Public Markets Have Varied Widely Across Companies

Source: Guggenheim Securities; Company filings and FactSet as of June 30, 2022.
Note: Growth buckets defined based on CY21 revenue growth rate. Hyper Growth Software (>40%) includes ASAN, BIGC, BILL, BRZE,CFLT, CRWD, DARK, DCBO, DDOG, DOCU, 
ESTC, FIVN, FRSH, GTLB, HCP, HUBS, IOT, KNBE, LAW, MDB, MNDY, NET, OKTA, PATH, PLTR, S, SHOP, SMAR, SNOW, SPT, TTD, TWLO, U, USER, XM, ZI, ZM, ZS. High Growth Soft-
ware (20% –40%) includes ADBE, AI, ALRM, AMZN, ANET, API, APPN, AVLR, BL, BLZE, BSY, BTRS, CDAY, CNSWF, COUP, CRM, CXM, DCT, DOCN, DOMO, DSGX, DT, EVBG, FORG, 
FROG, FSLY, FTNT, INST, INTU, JAMF, KLTR, LPSN, LRN, MNDT, NCNO, NOW, PANW, PAYC, PCOR, PCTY, PD, PING, PLAN, PRGS, PSTG, QTWO, RNG, RPD, SAIL, SPSC, SQSP, SUMO, 
TEAM, TENB, TWOU, VEEV, VRNS, WIX, WK, XRO, ZEN. Moderate Growth Software (10% –20%) includes ADSK, ALTR, ANSS, APPF, AVGO, AZPN, BASE, BOX, CDNS, DBX, DELL, 
ECOM, EGAN, ETWO, EVCM, GOOGL, INTA, KXSCF, MANH, MIME, MODN, MSFT, MSP, NABL, NEWR, NICE, NTNX, PEGA, PTC, QLYS, RDWR, SNPS, SPLK, SUSE,TYL, VERX, WDAY, 
YEXT, ZUO. Mature Growth Software (<10%) includes AKAM, ALMFF, AVV, AYX, BLKB, BNFT, CHKP, CSCO, CTXS, CVLT, CYBR, DSY, FFIV, GWRE, HPE, IBM, INFA, MCRO, NLOK, 
NTAP, NTCT, ORCL, OSPN, OTEX, PRO, SAP, SCWX, SGE, SWI, TDC, UPLD, VMW, VRNT, VRSN.

Hyper Growth Software (>40%) High Growth Software (20% – 40%)
Moderate Growth Software (10% – 20%) Mature Software (<10%)
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KEY TAKEAWAYS 

• We believe market volatility 
should create significant fund 
performance dispersion.

• The re-calibration of public market 
multiples should eventually reset 
private market valuations.

• We believe that companies with 
strong fundamentals, sound 
valuations, and resilient end-
markets should outperform.
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Source: Pitchbook, NVCA Venture Monitor
*As of March 31, 2022

PRIVATE MARKET 
DYNAMICS 

Some of the public market dynamics 
have begun to impact private market 
strategies as well. Q4 2021 performance 
was flat for the median venture and 
growth equity manager.3 However, the 
full impact of changing sentiment on 
growth equity and venture capital-backed 
companies will likely take several quarters 
to be determined, due to the lagging and 
smoothing inherent in private market 
valuations and reporting. 

In the meantime, a number of metrics 
offer clues to evolving investor sentiment 
in private markets. In late-stage venture 
capital, the median deal size declined in Q1 
2022. Deal counts and median valuations 
continued to trend up, but these figures 
include deals agreed to in Q4 2021 and 
announced in 2022. In growth equity, 
both the deal count and the average 
deal size declined in Q1 (-18% and -14%, 
respectively)—although these figures still 
represent some of the highest on record.4 
After peaking in 2021, private market 
funding, average deal sizes, and valuations 
are set to decline.

The average late-stage 
venture deal size was in 
line with the top-quartile 
deal, while the average 
valuation has exceeded 
the top-quartile figure.

As is the case in public markets, however, 
headline figures disguise dispersion 
underneath. Industry-wide statistics have 
been driven by the largest deals—so much so 
that the average reported late-stage venture 
deal size was in line with the top-quartile 
deal, while the average reported valuation 
has exceeded the top-quartile figure. And 
it’s the largest deals that have seen the 
largest impact in Q1 2022—while the median 
late-stage VC valuation increased in Q1, the 
largest deals saw lower valuations.5

Late-Stage Deal Sizes Have Fallen from Record Levels

Late-Stage Valuations Have Continued to Climb
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Also in line with public market dynamics, 
2021 serves as a particularly challenging 
comparison, having brought significant 
deviation from long-term trends in venture 
capital and growth equity markets. Deal 
activity, deal sizes, valuations, valuation 
step-ups, and the number of mega-deals all 
grew sharply last year.

Some of this deviation reflected public 
market valuation dynamics. Another 
important factor was the influence of non-
traditional investors—corporate venture 
arms, crossover investors, buyout investors 
expanding into the venture and growth 
equity space, and others. Non-traditional 
investors participated in 78% of total U.S. 
venture capital deal value in 2021 and were 
especially active in the late-stage market.6 
Now, some of them—especially crossover 
firms—are starting to retreat, particularly 
from the late-stage segment of the market. 

Ironically, the large amount of capital raised 
in 2021 may have near-term mitigating 
implications for private equity marks. GPs 
are typically less likely to change marks on 
deals less than a year old, so to the extent 
that a meaningful proportion of marks is 
based on transactions completed within the 
past year, markdowns may be shallower than 
would have been the case had portfolios 
been older, on average. Robust fundraising 
may also mean that down-valuation rounds 
remain limited in the near term. Many 
companies are now well capitalized; some 

have sufficient runway to fund operations 
for as long as several years without needing 
to return to capital markets, especially if 
that means accepting a down round. Other 
companies may avoid the appearance of 
down rounds by structuring terms with 
greater protections for new investors (e.g., 
greater liquidation preferences, ratchet 
provisions, convertible structures) while 
nominally maintaining a flat valuation. 
Structured equity transactions are likely to 
increase significantly in volume and capital 
committed, as management teams try to 
avoid the negative optics of a down round 
and the related negative implications for 

employee morale, retention, and recruiting. 
In the battle for talent, those companies that 
did not optimize for maximizing valuation at 
the top of the cycle should benefit, as they 
continue to fund in-line with or at a premium 
to their last round.

However, a prolonged period of 
macroeconomic challenges and uncertainty 
would mean that an adjustment is merely 
postponed, rather than avoided. As such, 
investors should look beyond the upcoming 
quarters and evaluate what these dynamics 
mean for their portfolios in the long run.

Source: Pitchbook / Geography: U.S.
*As of December 31, 2021

Average Late-Stage VC Deal Size Has Been in Line with the Top Quartile Deal
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Late-Stage Valuation Step-Ups Increased Sharply in 2021
Average Late-Stage VC Pre-Money Valuation Has Been Above 
That of the Top Quartile Deal
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Source: Pitchbook / Geography: U.S.
*As of December 31, 2021

Source: Pitchbook, NVCA Venture Monitor
*As of March 31, 2022
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INVESTMENT 
IMPLICATIONS 
With the extremes of 2021 in the rearview 
mirror, today’s investments are being 
made at valuations that appear more 
reasonable, relative to both historical levels 
and companies’ underlying fundamentals. 
Many growth equity-stage companies have 
sound business models with compelling 
unit economics, in our view, and are 
scaling quickly and efficiently. The broader 
theme of digital transformation of the 
economy and society should have multiple 
more years to play out. However, given 
the multiple macroeconomic headwinds 
and great uncertainty in the near-to 
medium-term, we expect dispersion to 
increase across company, sector, and fund 
performance going forward. 

In certain sectors, demand may prove 
more resilient than in others. For instance, 
software has become so deeply embedded 
in consumers’ lives and companies’ 
operations that customer retention should 
hold up better than in past recessions. 
Demand from new clients is generally 
more elastic (with an attendant impact on 
revenue growth), but certain areas (such 
as cybersecurity, supply chain solutions, 
and workflow automation) are seeing 
structurally-driven demand that may have 
less cyclical sensitivity. The end customer 
matters too. Companies catering to 
large, established companies are better 
positioned to retain their customers and 
revenues through a prolonged downturn 
than are companies catering primarily to 
smaller, emerging companies that may 
themselves be less resilient.

Operational and financial discipline, 
including cash management, should 
also become an increasingly important 
differentiator. The funding market will 
likely be more challenging going forward, 
especially as some of the players that 
drove the high velocity of 2021 (e.g., 
crossover funds) have pulled back. As 
a result, companies without scalable, 
sustainable business models and sufficient 
cash to finance operations through a 
downturn may fail more often. Stronger 
companies, on the other hand, should do 

well and grow into their 2021 valuations 
over time. (For instance, a company funded 
at 20x revenues experiencing 60% annual 
revenue growth would have an implied 
valuation of 12.5x revenues one year 
hence). Hyper growth companies remain 
actively pursued and may continue to raise 
capital at healthy premiums.

Fund performance dispersion will 
be a function of both differences in 
the outcomes of underlying portfolio 
companies and of the timing and discipline 
of capital deployment. In aggregate, funds 
deploying the majority of their capital in 
more disciplined environments may fare 
better than those that deploy significant 
capital in more exuberant markets. 
Funds that maintain valuation discipline 
through exuberant markets should be well 
positioned to outperform their peers.

Examining the health of underlying portfolio 
companies, the consistency of focus and 
discipline of investment strategy of GPs, 
and the pace of capital deployment are all 
important as asset owners assess the state 
of their venture and growth equity portfolios 
and plan for the future. 

Sources:

1. Defined as companies with annual revenue 
growth >40%.

2. GS Marquee, as of the close of 6/30/2022.
3. Cambridge Associates, as of May 19, 2022.
4. Pitchbook, as of March 31, 2022. Deal counts 

in late-stage venture include both recorded 
deals and estimated deals, based on historical 
patterns of deals reported with a lag beyond the 
data release period.

5. PitchBook, as of March 31, 2022.
6. PitchBook, as of March 31, 2022.
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DISCLOSURES
This material is provided for educational purposes only and should 
not be construed as investment advice or an offer or solicitation to 
buy or sell securities or to make any investment decision.

This information discusses general market activity, industry or 
sector trends, or other broad-based economic, market or political 
conditions and should not be construed as research or investment 
advice. This material is not financial research nor a product of 
Goldman Sachs Global Investment Research (GIR). It was not 
prepared in compliance with applicable provisions of law designed 
to promote the independence of financial analysis and is not subject 
to a prohibition on trading following the distribution of financial 
research. The views and opinions expressed may differ from those of 
Goldman Sachs Global Investment Research or other departments 
or divisions of Goldman Sachs and its affiliates. Investors are urged 
to consult with their financial advisors before buying or selling any 
securities. This information may not be current and Goldman Sachs 
has no obligation to provide any updates or changes.

This material represents the views of Goldman Sachs Asset 
Management. It is not financial research or a product of Goldman 
Sachs Global Investment Research (GIR). It was not a product nor 
financial research of Goldman Sachs Global Investment Research 
(GIR). It was not prepared in compliance with applicable provisions 
of law designed to promote the independence of financial analysis 
and is not subject to a prohibition on trading following the 
distribution of financial research. The views and opinions expressed 
herein may vary significantly from those expressed by GIR or any 
other groups at Goldman Sachs. Investors are urged to consult with 
their financial advisers before buying or selling any securities. The 
information contained herein should not be relied upon in making 
an investment decision or be construed as investment advice. 
Goldman Sachs Asset Management has no obligation to provide any 
updates or changes.

THIS MATERIAL DOES NOT CONSTITUTE AN OFFER OR SOLICITATION 
IN ANY JURISDICTION WHERE OR TO ANY PERSON TO WHOM IT 
WOULD BE UNAUTHORIZED OR UNLAWFUL TO DO SO.

Prospective investors should inform themselves as to any applicable 
legal requirements and taxation and exchange control regulations in 
the countries of their citizenship, residence or domicile which might 
be relevant.

This material is provided for informational purposes only and should 
not be construed as investment advice or an offer or solicitation 
to buy or sell securities. This material is not intended to be used 
as a general guide to investing, or as a source of any specific 
investment recommendations, and makes no implied or express 
recommendations concerning the manner in which any client’s 
account should or would be handled, as appropriate investment 

strategies depend upon the client’s investment objectives.
Although certain information has been obtained from sources 
believed to be reliable, we do not guarantee its accuracy, 
completeness or fairness. We have relied upon and assumed without 
independent verification, the accuracy and completeness of all 
information available from public sources.

Views and opinions expressed are for informational purposes only 
and do not constitute a recommendation by Goldman Sachs Asset 
Management to buy, sell, or hold any security. Views and opinions 
are current as of the date of this presentation and may be subject to 
change, they should not be construed as investment advice.

Confidentiality

No part of this material may, without Goldman Sachs Asset 
Management’s prior written consent, be (i) copied, photocopied 
or duplicated in any form, by any means, or (ii) distributed to any 
person that is not an employee, officer, director, or authorized agent 
of the recipient.
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