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While we’ve seen large- and mega- buyout (LMBO) 
managers attract record-breaking pools of capital over 
the last few years, Pantheon believes that small- and 
mid-market buyout (SMBO) deals can potentially offer 
greater upside to investors. In this paper, we explain why 
we favor the small and mid market and quantitatively 
evaluate its characteristics. 

Our analysis of buyout deals with vintages 2000-2012 
shows that SMBO deals have outperformed their LMBO 
peers by a Total Value to Paid In (TVPI) compounded 
annual growth rate (CAGR) of 5%. We believe this result 
is driven by various factors, including: 

While this is by no means an exhaustive list of the 
potential competitive advantages exhibited by SMBO 
managers, it suggests that SMBO managers may have 
more levers of value creation at their disposal and we 
believe that this plays a part in explaining the historical 
outperformance in the small and mid market.

1 Small and mid-market buyout deals (SMBOs) 
have historically outperformed their large-
mega (LMBO) peers by 5% TVPI CAGR 

At the same time, the performance of 
SMBOs has historically been more dispersed 
than that for LMBOs

As a consequence, in order to obtain 
attractive risk-adjusted performance in the 
SMBO space, disciplined manager selection 
and portfolio construction are imperative

We discuss qualitatively three primary 
sources of outperformance: wider scope for 
value creation; wider opportunity set; more 
attractive entry valuations and potential for 
multiple expansion at exit
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Introduction

It is, however, important to note that while SMBO deals 
may generate better performance, an investor in this 
market segment may also be exposed to increased risk, 
as the dispersion of potential returns is greater than it 
typically is in the LMBO market. Manager selection and 
portfolio construction in the mid market are therefore 
essential tools if investors are to access the best 
potential returns. 

Key Points

Opportunities for significant value improvements 
throughout the investment period

Broader investment opportunity set

More attractive entry multiples and opportunity for 
multiple expansion at exit
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This study uses proprietary Pantheon data on buyout 
deals executed between 2000 and 2012 by GPs 
committed to by Pantheon across USA, Europe and Asia/
RoW; the vintage range is cut off at 2012 to ensure that 
the dataset includes deals that are mature enough to 
provide reliable data. All data is as of Q1 2019.

The use of deal-level data has three main advantages 
relative to fund-level data. First, deal-level data allows 
the classification of buyout investments as SMBO or 
LMBO without ambiguity. This is not always possible at 
the fund level, since the same fund may invest in deals 
belonging to both sub-stages. Second, fund level data 
does not usually come with a commonly defined sub-
stage classification. It may be proposed that fund size is 
a good proxy for the sub-stage strategy pursued by the 
fund: smaller buyout funds tend to pursue SMBO deals, 
while larger funds tend to pursue LMBO deals. While 
there is some merit to this approach, we believe fund 
size is generally a poor proxy of fund substage1. Third, 
dissecting funds into deals increases the number of 
observations, which strengthens the validity of the tests2. 

We consider two approaches to determine deal sub-
stage. The first sub-stage classification approach uses 

an Enterprise Value (EV) threshold of $500m for all deals 
in the dataset: we classify as SMBO and LMBO all deals 
with an entry EV below and above $500m, respectively. 
While consistent with current market practice, the 
$500m threshold does not capture nuances across 
geographies and vintages; our second deal sub-stage 
classification approach overcomes this limitation by 
using as thresholds the median entry EV of vintage and 
geography deal peers. Since the results are consistent 
across approaches, we report the results only for the 
approach based on the $500m threshold. 

Figures 1 and 2 summarize the SMBO and LMBO data. 
Figure 1 displays the number of deal observations by 
deal vintage. The figure shows a steady increase in deals 
made from the early 2000s to the Global Financial Crisis 
(GFC), followed by a sharp drop that reflects its trough 
in 2009. There are a total of 2,237 deals, ranging from 
a minimum of 46 per vintage (in the 2001 vintage) to 
a maximum of 358 per vintage (in the 2007 vintage). 
Figure 2 shows the evolution of average TVPIs, weighted 
by entry EV. The average TVPI across vintages hovers 
around 2.2x, ranging from a trough of 1.1x in the 2008 
vintage to a peak of 3.5x in the 2002 vintage. 

Data

1 When applying size-based substage classifications to Pantheon funds, we find an accuracy (F1 score) of approximately 50% with respect to the ‘ground truth’ 
substage labels assigned by the investment team. 

2 In technical terms, the statistical power of the tests is increased. 

This figure plots the number of deal observations by vintage. Deal 
data from Pantheon as of 2019 Q1. 

This figure plots the EV-weighted average deal TVPI by vintage. Deal 
data from Pantheon as of 2019 Q1. 
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Figure 1: Deal observations by vintage Figure 2: Average deal performance by vintage
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Table 1 provides an overview of the performance of 
SMBO and LMBO by vintage. The first four columns 
show the number of deals and average performance 
(TVPI CAGR) for SMBOs and LMBOs; the last two 
columns show the difference in performance between 
SMBO and LMBO and indicate when it is statistically 
significant3. 

Initial inspection suggests that both SMBOs seem 
to provide an attractive return profile compared to 
LMBOs: except for the 2000 vintage, SMBO deliver 

Do SMBOs perform 
better than LMBOs?

positive CAGRs in all vintages considered, including 
in the vintages marred by the GFC. When looking at 
differences in performance, SMBOs outperform LMBOs 
in a statistically significant way in three vintages (2003, 
2008, 2012), while LMBOs never outperform SMBOs in a 
statistically significant way.

SMBOs outperform LMBOs in a statistically 
significant way in three vintages (2003, 
2008, 2012). LMBOs never outperform 
SMBOs in a statistically significant way

2003, 2008, 2012

Table 1: SMBO and LMBO performance by vintage

3 Formally, we test whether we can reject the null hypothesis of no difference in performance between SMBOs and LMBOs via Welch mean difference tests, and report 
the p-values of the test statistics. We use the Welch test and highlight in aqua statistically significant differences at the 10% level.

This table shows summary statistics of SMBO and LMBO performance by vintage. Statistically significant differences in SMBO vs LMBO 
performance are highlighted in aqua. Deal data from Pantheon as of Q1 2019.

SMBO LMBO SMBO VS LMBO

Vintage Deals
Average 

performance
Deals 

Average 
performance

Difference in 
performance

p-value

2000 25 -0.39 23 -0.16 -0.23 0.13

2001 32 0.09 14 0.24 -0.15 0.37

2002 44 0.41 19 0.43 -0.02 0.86

2003 49 0.52 33 0.27 0.25 0.06

2004 87 0.32 47 0.34 -0.02 0.88

2005 110 0.07 80 0.17 -0.10 0.37

2006 172 0.06 143 -0.01 0.07 0.17

2007 171 0.02 187 -0.06 0.08 0.15

2008 124 0.11 101 -0.12 0.22 0.03

2009 59 0.13 34 0.18 -0.05 0.41

2010 139 0.10 93 0.07 0.03 0.57

2011 143 0.09 92 0.10 -0.01 0.85

2012 122 0.16 94 0.04 0.12 0.02

"

"
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To corroborate further the analysis of whether SMBOs 
outperform LMBOs, we perform regression analysis. 
The results of the regression indicate that the CAGR 
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Figure 3: SMBO and LMBO risk by vintage 

4 The IQR is calculated as the difference between the 75th and 25th percentile of the CAGR distribution. 

This figure plots the IQR of CAGR of SMBO and LMBO by vintage. Deal data from Pantheon as of 2019 Q1.

In order to harvest 
performance, LPs need more 
fund selection skills in SMBO 

portfolios than in LMBO 
portfolios of similar size

on SMBOs is 5% higher than the CAGRs of LMBOs, and 
that the effect is statistically significant; please see the 
Technical Appendix for further details. 

Despite their attractive return profile, SMBOs may have a 
different risk profile than LMBOs. To assess the potential 
risk differential, Figure 3 shows the inter-quartile ranges 
(IQR) of deal CAGRs by vintage4. Indeed, the CAGR IQR of 
SMBO is consistently above that of LMBOs, suggesting 
a higher dispersion in deal performance. A practical 
consequence of this finding suggests that, in order to 
harvest performance, LPs need more fund selection 
skills in SMBO portfolios than in LMBO portfolios of 
similar size. 

"

"
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Sources of value-add
The previous section has shown that there is strong 
statistical evidence in support of SMBO outperformance; 
this section takes a more qualitative perspective and 
explores the economic rationale behind the results. In 
particular, we hypothesize three potential sources of 
SMBO outperformance: wider scope for operational 
improvements; larger opportunity set; more attractive 
valuations. We discuss each channel in turn.

1. Wider scope for operational improvements 
A first source of SMBO vs LMBO outperformance may 
stem from a wider scope for operational improvements. 
Operational improvements represent an ever-increasing 
share of the value-add of PE deals: Figure 4 illustrates 
the point by documenting that such improvements 
now account for half of the value creation5. In fact, the 
current high valuation environment may reduce potential 
prospects for achieving significant multiple expansion 
upon exit, placing even greater emphasis on achieving 
operational improvements. By improving the operations 
of the business, managers may also benefit from a 
valuation multiple rerating as the quality of the company 
cash flows improve. 

In our experience, SMBO deals may have greater 
prospects for operational improvements given 
they involve companies with fewer resources, less 
experienced management teams, and inefficient 
processes. Typically, SMBO PE managers have the 
opportunity to implement industry best practices across 
a firm’s operations, improve corporate governance, 
strengthen the company’s board, recruit suitable 
management teams to implement business strategy, 
leverage their network to source new suppliers and 
customers, and introduce industry sector experts to 
assist the company. All these value creation levers 
may be present in the larger, more efficient companies 
involved in LMBO deals, but some of these actions may 

already have been implemented, especially in the case of 
larger companies that have been the subject of previous 
buyouts. In other words, there may be more “low hanging 
fruit” for PE managers to pick in SMBOs than LMBOs. 

Finally, SMBOs may benefit more from “buy and build” 
strategies. In the “buy” phase of the strategy, a PE 
manager typically buys a “platform company”, which can 
be quite small, and then makes accretive acquisitions, 
often at quite low entry valuations; in the “build” phase, 
the PE manger focuses on successfully integrating the 
acquired businesses, with the aim to gain synergies and 
critical mass. At exit there is usually a premium paid in 
terms of the valuation multiple, on a significant larger 
earnings base. Although both SMBO and LMBO managers 
target build-ups, arguably there may be more scope to 
make many smaller acquisitions that have an impact on a 
small business, rather than search for the perfect add-on 
of sufficient size to impact a large business. 
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Figure 4: Contribution of value creation in private  
equity deals

Source: analysis by Boston Consulting Group based on 1980-2012 
deals data6.   

5 Pantheon’s study on ‘Value Creation and the Business Cycle’ shows similar results. 
6 The analysis is cut off at the 2012 vintage as later deals may not be mature enough to draw meaningful conclusions.

SMBO deals may have greater prospects 
for operational improvements given they 
involve companies with fewer resources, 

less experienced management teams, and 
inefficient processes

"
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2. Larger opportunity set 
A second source of SMBO vs LMBO outperformance 
may depend on the breadth of the opportunity set. The 
opportunity set for small- and mid-market managers 
has historically tended to be larger than in the large/
mega space, as shown in Figure 5. This diversity may 
offer managers more scope for sourcing interesting 

deals and an opportunity to adopt sector-focused 
investment strategies. In fact, sector specialism tends to 
be more likely in the SMBO rather than LMBO space7. In 
an increasingly competitive private equity environment, 
a manager’s ability to demonstrate deep expertise in a 
focused field has become a key differentiating factor for 
some GPs, and such specialism seems to be bearing fruit.

3. More attractive valuations and potential for 
multiple expansion at exit

A final source of SMBO vs LMBO outperformance may 
depend on structural differences in valuation levels. 
Historically, small- and middle-cap companies have 
tended to offer more attractive entry valuations relative 

to larger companies as shown in Figure 6 below, which 
highlights that the transaction valuations paid for smaller 
businesses have tended to be lower than for larger 
companies. As mid-market companies expand and 
move up into the large space, this may offer them the 
opportunity for multiple expansion on exit.  

Figure 6: U.S transaction valuation multiples by deal size, (EV/EBITDA)

Figure 5: PE deals by size

0

2

4

6

8

10

12

14

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

<$100m Midcap >$1,000m

Vintage year

EV
/E

BI
TD

A

100%

20
09

20
10

20
11

20
12

20
13

20
14

20
15

20
16

20
17

90%
80%
70%
60%
50%
40%
30%
20%
10%

0%

20
18

20
19

*

100%

20
09

20
10

20
11

20
12

20
13

20
14

20
15

20
16

20
17

90%
80%
70%
60%
50%
40%
30%
20%
10%

0%

20
18

20
19

*

€2.5B+€1.5B-€2.5B€100M-€500M
€1.5B-€2.5B€25M-€100MUnder €25M

Vintage year Vintage year

$2.5B+$1.5B-$2.5B$500M-$1B
$100MB-$500M$25M-�100MUnder $25M

7 However, we do note that some generalist funds, more so the large private equity groups, may have sector teams or experts that they can leverage when making 
investment decisions.

EU Deals USA Deals

PE deal (#) by size

Source: PitchBook  
*As of June 30, 2019   

Source: analysis by Dealogic and William Blair on transactions from 2005 to 2017.  
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Our analysis shows that SMBO funds have historically 
offered the opportunity to achieve attractive returns, 
potentially because SMBO managers have access 
to more levers for value creation, a wider investment 
opportunity set, and cheaper valuations with the 
potential for multiple arbitrage upon exit. However, we 
also find that investing in SMBOs may be riskier than 

Conclusion

Technical appendix
To formally address the question whether SMBOs outperform LMBOs, we run a simple regression:

where the i subscripts refer to the i-th deal observation. Our dependent variable is the CAGR on a deal. 
Explanatory variables include a constant, a dummy variable equal to 1 if the deal is a SMBO and 0 otherwise, 
and deal vintage dummy variables9. The vintage dummy variables control for the fact that deal performance 
may behave differently depending on the deal vintage. Our key variable of interest is the coefficient on the 
SMBO dummy variable: it can be interpreted as the outperformance of SMBOs relative to LMBOs, after 
controlling for vintage effects. 

8 Preqin does not capture the substage of buyout funds directly but uses a $1.5bn threshold as a proxy to distinguish between SMBO and LMBO funds in 
vintages from 2005. 

9   The 2000 vintage dummy is dropped as standard practice to avoid multi-collinearity.

for LMBOs: investors should exercise prudence when 
selecting managers given the wide dispersion of returns, 
and the abundance of managers to choose from: for 
instance, for the 2018 vintage, Preqin tracked 250 SMBO 
funds and 57 LMBO funds8. As always, disciplined 
manager selection remains at the heart of implementing 
any successful investment program. 

Table 2 summarizes the results of the regression. The 
estimate of the SMBO coefficient is 0.05, suggesting 
a high economic significance of the SMBO effect: the 
TVPI CAGR on SMBOs is 5% higher than the CAGRs 
of LMBOs. Importantly, such outperformance is also 
highly statistically significant: the null hypothesis of 
no effect is rejected at the 5% confidence level. 

In unreported results (available upon request), we 
additionally verify that the results are robust to the 
exclusion of outliers and substage classification 
approach.

Table 2: Deal CAGR regressions
This table shows the results of a regression of deal CAGRs on a 
constant, SMBO dummy, and vintage dummies. Est and std refer to 
point coefficient estimates and standard errors, respectively. *, **, and 
*** indicate significance at the 10%, 5%, and 1% level, respectively.

Dep. Variable CAGR

Regressors est std

SMBO 0.05** 0.02
Vintage dummies YES
Constant YES
F-statistic 8.58
Adj. R-squared 4%
Observations 2237
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