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The path to the Holy Grail 
Attractive returns in a challenging 
environment 
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Looking for returns 

In this environment one might ask if it is still possible to 
generate attractive returns and some might wonder if 2015 is 
a precursor to what the future could look like.  

In a low interest rate environment, bonds are not likely to generate any 
significant returns. While the Fed has recently risen its interest rates, 
European countries may plunge deeper in negative yields. Looking at 
equities, after a 5-year extraordinary bull market, the crisis catch-up 
has been fully recovered and potential for further growth is limited. 
Valuations remain high despite recent correction in stock markets. Real 
Estate has some pockets of attractiveness, mostly on the private side, 
and within the alternative space, Hedge Funds have clearly some issues 
to resolve.  
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Low  

Yields 

High 

Valuations 

More than 733 interest rate cut since 
Lehman Brothers 

Negative yields for 12 European countries 

More than half of government bonds had a 
return lower than 1% as of Q1 2015 

Market cap has doubled since 2009 

Financial sphere is growing faster than real 
economy (risk of bubble) 

High P/E ratios point to diminishing returns 

1. CAGR 2000-2014. Source: Preqin Quarterly Index, Barclays Hedge Fund Index, Barclays 
Aggregate Bond Index, Bloomberg. All indices are computed on the total return based. Preqin 
Quarterly Index is a non-investable index. 

Long run outperformance  
of Private Markets1 

+8.0% 
Private Equity 

+5.0% 
S&P 500 

-0.4% 
STOXX 600 

+5.5% 
Bonds 

+6.9% 
Hedge Funds 

“ Investors now seem to believe 

that only when private can 

companies build for the long 

term, free from markets short-

termist agenda”  

Financial Times 10/2015 

 
 
 
An investor willing to optimize its risk-return profile with a long term 
horizon shall consider increasing its allocation to Private Markets. Private 
Markets, as general as it sounds, truly provide a vast universe of 
opportunities. Across the capital structure, across strategies, but also 
through the lifecycle of a company, spanning the whole risk-return 
spectrum.  Private Markets funds have delivered a positive median net 
return for each vintage and exceeded the main listed investment 
opportunities for the last 15 years.  



The US Middle Market segment  

2 Source for performance: Preqin, as of 11/2015, average Median Net IRR p.a. for vintages from 
2000 to 2010 (mature funds). Other sources: S&P LCD, Pitchbook as of 30/06/2015, CIA World 
Fact Book, CohnReznick. 2015. Source for multiples : S&P LCD., as of Q2 2014. Price multiples 
include purchase price + fees  
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Across all strategies in Private Equity, the US Mid-market segment 
generates the most attractive risk adjusted returns. 
 
The middle market is the major segment in the US private sector. It is 
composed of nearly 200’000 US middle market businesses that 
represent one-third of private sector GDP, employing approximately 
47.9m people. The US middle market is the fifth largest economy and is 
comparable to France and Italy GDPs combined. In 2015 close to 72% 
of all buyout deals have been middle market transactions, displaying 
the increasing importance of this market. Not surprisingly, this segment 
is the most attractive for Private Equity managers when it comes to 
create value. 
 
Value creation can be achieved through four factors: leverage, multiple 
expansion, growth and operational improvement. While the large 
buyouts are dependent on the first factor, middle market buyouts 
benefits from the huge growth potential of midcap businesses and 
focus on improving margins throughout the development of the 
company. As opposed to other segments, middle market Private Equity 
plays the role of a true strategic partner to the company and is 
genuinely relying on real economy fundamentals. Private Equity brings 
strategic insights and critical relationships to middle market businesses 
by spending considerable resources improving operations, hiring and 
retaining the best talent, and driving the growth of these businesses. 
The impact on the economy is profound, spurring innovation, 
productivity, competitiveness, and job growth. 
 
The middle market segment benefits from two key characteristics, the 
first being its resilience, with stable M&A activity over time. This has 
been true during recessions as well as pre-recessionary years. While 
large cap LBO volume declined substantially from 2008 to 2009 as 
credit was less available, smaller private equity deals volume remained 
relatively steady, thanks to their lower dependence on financial 
leverage. This steadiness benefits the middle market segment, making 
it particularly attractive from a long-term investment perspective both 
for entry and exit. The chart on the side supports our view, showing the 
low-to-moderate cyclicality of the small cap private equity M&A activity 
and the relative stability of its deals volume over the past 10 years. The 
second aspect of middle market investing lies in the fact that valuations 
are lower than for larger businesses, 7.9x EV/EBITDA vs 9.7x, thanks to 
the disconnection from listed markets. 
 
Coupling the lower entry point with greater growth potential, this 
segment delivers strong returns: Mid-Market US Buyout funds 
delivered an average net performance of 15% p.a. over the last 15 
years, while the average Private Equity fund delivered 11% p.a. 15% 
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In the mid-cap segment, private equity funds typically buy 
platform companies that they grow by making add-on acquisitions. 
This is known as a “buy & build” strategy.  

A  leading global producer of 
adhesives, sealants and coatings with 
long-standing clients  in diverse end 
markets in North America, Europe & 
Asia 
 

In November 2010, a US based Private Equity fund acquired Royal 
Adhesives and Sealants (“Royal”), an industry leading producer of 
adhesives, sealants and coatings in diverse end markets: transportation 
& assembly, commercial roofing, insulating glass, specialty packaging , 
flooring, carpet & construction. 

 

The industry was highly fragmented, presented high barriers to entry 
and had a sticky customer base from collaborative development 
process and proprietary formulation. Moreover the market growth was 
expected to be above GDP, with trend to performance adhesives and 
sealants from mechanical fasteners. 

 

Further to these investments rational, the fund conducted a deep dive 
of coating, adhesive and sealants market over two years, leveraging on 
the specific relevant industry expertise of his senior partners and 
advisors. The fund focused on developing specialty formulations and 
higher growth technologies, supporting and complementing as well the 
highly talented management team of Royal. It assembled a strong 
technology products portfolio and penetrated multiple platform 
geographies and markets. The fund successfully completed and 
integrated 9 add-ons acquisitions, building on high growth technologies 
and end markets, and achieving USD 116 million of organic growth and 
synergies. 

 

The investment was sold in June 2015, generating an excellent return 
above 6.4x gross multiple on capital invested. 

 

9 
add-ons acquisitions during 

ownership period 

>650% 
EBITDA growth 

during ownership 

Case Study:  
Royal Adhesives and Sealants 

Source: PBS funds under due-diligence 

>6.4x 

Gross multiple on 
capital invested 
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PBS PRIVATE CAPITAL 
  
Banque Pâris Bertrand Sturdza S.A. 
Rue de Candolle 19 
PO BOX 340 
CH - 1211 Geneva 12 
Tel.: +41 (0) 22 316 02 00 
Fax: +41 (0) 22 316 02 01 
www.bkpbs.com 
 

This material has been prepared by Banque Pâris Bertrand Sturdza S.A., Geneva, Switzerland, hereafter referred to as PBS. This material is for 
distribution only under such circumstances as may be permitted by applicable law. It has no regard to the specific investment objectives, financial 
situation or particular needs of any recipient. It is published solely for information purposes and is not to be construed as a solicitation or related 
financial instruments or an offer to buy or sell any securities. These materials contain confidential information and should not be circulated or 
disclosed to any person other than the original recipient. Any unauthorized copying, disclosures or distribution of these materials is strictly prohibited.   
No representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the information 
contained herein, nor is intended to be a complete statement or summary of the securities, markets or developments referred to in the materials. It 
should not be regarded by recipients as a substitute for the exercise of their own judgment.  Any opinions expressed in this material are subject to 
change without notice or be contrary to opinions expressed by other business areas or entities  then, as a result of using different assumptions and 
criteria, PBS, is under no obligation to update or keep current the information contained herein. PBS, its directors, officers and employees’ or clients 
may have or have had interests or long or short positions in the securities or other financial instruments referred to herein and may at any time make 
purchases and /or sales in them as principal agent. PBS, may act or have acted as a market-maker in the securities or other financial instruments 
discussed in this material. Furthermore, PBS may have or have had a relationship with or may provide or have provided investment banking, capital 
markets, and/or other financial services to the relevant companies. Neither PBS, nor any of its directors, employees, or agents accepts any liability for 
any loss or damage arising out of the use of all or part of this material. The potential investments described in this material are not suitable for all 
investors and their purchase and holding involves substantial risks. Potential investors should be familiar with instruments having the characteristics 
of such investments and should fully understand the terms and conditions set out in this documentation relating to them and the nature and extent 
of their exposure to risk of loss. Prior to entering into a transaction you should consult with your legal, regulatory, tax financial and accounting 
advisers to the extent you deem necessary to make your own investment, hedging and trading decisions. Any transaction between you and PBS, will 
be subject to the detailed provisions of the term sheet, confirmation or electronic matching systems relating to that transaction. In addition, potential 
investors must determine, based on their own  independent review and such legal, business, tax and other advice as they deem appropriate under 
the circumstances, that the acquisition of such investments  (i) is fully consistent with their financial needs, objectives and conditions, (ii) complies 
and is fully consistent with all constituents documents, investments policies, guidelines, authorizations and restrictions (including as to its capacity) 
applicable to them, (iii)  has been duly approved in accordance with all applicable laws and procedures and (IV) is a fit, proper and suitable instrument 
for them. Past performance is not necessarily indicative of future results. Foreign currency rates of exchange may adversely affect the value, price or 
income of any security or related instrument mentioned in this presentation.  Clients wishing to effect transactions should contact their local sales 
representatives. Additional information will be made available upon request. There can be no assurance or guarantee that returns showed in this 
material will be achieved in connection with the Opportunity. In connection with certain return information, certain material assumptions have been 
used. Such assumptions and parameters are not the only ones that might reasonably have been selected and therefore no guarantee is or can be 
given as to the accuracy, completeness or reasonableness of any expected return. No representation or warranty is made that any indicative 
performance or return indicated will be achieved in the future. Furthermore, no representation or warranty, express or implied, is made by PBS, as to 
the accuracy, completeness, or fitness for any particular purpose of the calculation methodology used. Under no circumstances will PBS have any 
liability for  a) any loss,  damage or other injury in whole or in part caused by, resulting from or relating to any error (negligent or otherwise) of PBS in 
connection with the compilation, analysis, interpretation, communication, publication of delivery of this methodology, or b) any direct, indirect, 
special, consequential, incidental or compensatory damages, whatsoever (including, without limitation, lost profits) in either case caused by reliance 
upon or otherwise resulting from or relating to the use of (including the inability to use) this calculation methodology. 
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