Private equity investment in digital marketing rebounds with focus on organic growth and smaller deals
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The private equity landscape is experiencing a notable resurgence in interest towards digital marketing businesses, as highlighted by SI Global’s recently published Private Equity Insights Report. This second annual report reveals a significant 21% increase in investment activity from private equity (PE) firms in marketing, tech, and consultancy sectors. This resurgence follows a substantial downturn witnessed in 2023, where the sector experienced a staggering 55% decline in investment activity. However, the latest figures underscore a longer trend of PE firms gravitating towards marketing businesses, accounting for more than a third of all acquisitions in this space since 2019.
The report shows that digital, social, and influencer marketing agencies are reaping the greatest benefits, with these categories receiving half of the total investments over the past year—an impressive threefold increase compared to the previous period. This margin underscores a shift in PE strategies, particularly as 87% of newly reported activity stems from first-time investments rather than reinvestments or minor additions to existing portfolios. Surprisingly, investments in bolt-ons have plummeted by an alarming 92%, signalling a clear preference for organic growth over quick roll-ups typically favoured by PE firms in the past.
Further underlining this shift, the report indicates that private equity funds are retaining their agency assets longer than historically anticipated, with exits dropping by 27% this year. While firms have traditionally aimed to sell after five years, now, a growing number are holding on to their investments beyond this timeframe. A recent example includes digital agency Croud, which transitioned from one PE firm to another after five years, illustrating that although many firms are waiting for more advantageous selling conditions, the market does remain vibrant.
Tristan Rice, a partner at SI Global, elaborated on the dynamics at play, revealing that many investors are anticipating better market conditions to facilitate exits. This cautious sentiment arises from the higher multiples paid for acquisitions in the post-COVID climate, creating a challenging environment for profitable exits amid lower valuation multiples currently observed. He pointed out that private equity investors are holding significant amounts of “dry powder”—capital that remains unallocated—indicating a readiness to invest when the market stabilises.
Interestingly, the report also highlights a growing trend towards smaller investments, with many PE funds now focusing on companies valued at between $15 million and $30 million. This pivot appears to stem from a reassessment of previous ‘roll-up’ strategies, driven by the underwhelming performance of some of these complex acquisitions. As a result, a more nuanced, focused approach to investment is emerging, favouring specialist firms that promise swift returns through targeted growth strategies.
The sustainability of private equity's interest in the agency sector hinges largely on the ongoing disruption wrought by technological advancements, especially artificial intelligence. The marketing landscape has been rapidly transformed over the past 15 years, moving away from traditional methods to embrace digital innovation. Rice asserted that firms are increasingly attracted to tech-based marketing companies that leverage advanced analytics and data-driven strategies, as these companies present fewer challenges in scaling compared to those reliant primarily on human capital.
Looking ahead, while there remains optimism about continued investment in the sector, there is also an awareness of the latent uncertainties within the market. Many investors worry about undisclosed issues influencing valuations that could affect future PE investments. A positive trajectory in upcoming secondary and tertiary exits, alongside successful IPOs, could catalyse further growth, inspiring more capital deployment. Conversely, a series of failures in these areas could catalyse a retreat from investment in this evolving sector.
The landscape of private equity investment in marketing and tech continues to adapt to these economic currents. New entrants into the market may signal opportunities that traditional agencies may overlook, yet experienced agencies are encouraged to approach these newer, less established funds with caution. It remains crucial that agencies understand the nature of their interactions with financial backers, especially given the prevailing reliance on interpersonal relationships in the industry.
As private equity firms invest for both immediate growth and long-term sustainability, agencies keen on leveraging these capital influxes must consider how to maximise the potential of their investments post-acquisition, focusing on creating enduring value beyond the initial financial input.
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