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Why definition 
matters in the 
lower mid-
market  



As private equity continues to mature – 
surpassing $5 trillion in assets in 20251 – and 
the returns that investors saw a decade ago 
become increasingly difficult to replicate 
today, more investors are moving down the 
market in search of a better return.

Against this backdrop, the term ‘lower mid-market’ is being 
widely used to describe a vast – yet undefined – range of 
companies at the smaller end of the scale. It is here that many 
of the industry’s most exciting opportunities now reside. 
However, in the absence of any consensus, investors are 
approaching this segment with vastly differing views of what 
the lower mid-market is. Depending on who you ask, the 
segment can include companies with an enterprise value of 
up to $500m, although in some cases, companies with a value 
as high as $2bn are also being described as lower mid-market.

We define the lower mid-market as private equity portfolios 
with a median enterprise value of up to $500 million. 
In practice, however, our investment strategy focuses on the 
smaller end of that range. In the fifth vintage2 of our flagship 
co-investment program, the PEC series, the median enterprise 
value of the 45 companies we backed was approximately 
$140 million. Although, our approach allows us to also invest 
opportunistically in larger companies, this reflects the area of 
the market where our deal team has consistently sourced 
opportunities for over 10 years – a space that has become our 
primary area of specialization.

Across this segment, we target healthy, growth-oriented 
businesses that are well-positioned to benefit from the 
professionalization and commercialization that institutional 
investors like us can provide, and that are typically absent 
from most LP portfolios.

Why the lower mid-market... and why now?

Historically, private equity inflows have aggregated at the mid 
and upper end of the market where many LPs are now fully 
invested. However, a sluggish exit environment along with a 
sharp slowdown in asset growth has left many investors 
waiting longer than average to realise a return.

This historic focus on larger deals has created an industry 
imbalance, resulting in less capital chasing highly attractive 
opportunities in the lower mid-market. As Chart 1 shows, 87% 
of commitments have gone to companies at the larger end of 
the market, providing exposure to less than 10% of available 
private companies. This dearth of capital at the smaller end 
has increased inefficiency in the space and reduced 
competition for acquiring these fast-growing companies. This 
is evidenced by a 2.9x3 average discount in purchase multiple 
in the lower mid-market.

Chart 1: Relatively less capital going into the lower mid-market
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Fundraising across the segment

In the 10 years that our team has specialized in this area, we have 
witnessed the consistent outperformance potential of lower mid-
market companies. It is on the back of these dynamics that we 
believe investors are increasingly keen to exploit the gap 
between capital raised and the investment outlook.

1 Source: Bain & Company — Global Private Equity Report 2025.
2 The investment period for this fund ended on 30 June 2025 - it is no longer accepting new investors.
3 �Source: PitchBook data for North America and Europe across 2019-2024. EV/EBITDA multiples weighted by deal count per year. Lower mid-market is defined as 
transactions with enterprise value (EV) below $500m, while Large and mega market refers to transactions with EV of $500m and above.

4. �2020-2025 US and Europe fundraising data from PitchBook’s Annual 2025 European and US Private Equity Breakdown reports. All underlying fundraising figures are 
reported in USD. 

5. �Source: S&P Capital IQ, covering commercially-active US businesses as of 13 February 2025. Target companies are defined as those with revenues between 
$10m-$250m, which are considered representative of our investment opportunity. Non-target companies are those with revenues greater than $250m.

Historically, private equity inflows 
have aggregated at the mid and 
upper end of the market where 
many LPs are now fully invested.
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6 �Source: PitchBook data for North America and Europe across 2019-2024. EV/EBITDA multiples weighted by deal count per year. Lower mid-market is defined as 
transactions with enterprise value (EV) below $500m, while Large and mega market refers to transactions with EV of $500m and above.

7 The investment period for this fund ended on 30 June 2025 - it is no longer accepting new investors.
8 �Source: 2020-2025 US and Europe fundraising data from PitchBook’s Annual 2025 European and US Private Equity Breakdown reports. All underlying fundraising 

figures are reported in USD.

Maintaining a clear definition of what the lower mid-market is 
essential to successfully tapping into the forces driving this 
outperformance. These characteristics are outlined below:

1. A broader, more attractively valued opportunity set
The smaller companies we seek are the backbone of the 
global economy, representing the vast majority of private 
companies. This part of the lower mid-market, therefore, 
encompasses a broad investment universe – spanning more 
sectors and industries than its larger counterparts – and the 
potential to offer investors a broader, more diverse 
opportunity set to select from. 

The Private Equity industry average EBITDA multiple for deals 
under $500m – which measures how much investors pay 
relative to a company’s earnings – has been about 11.6x, versus 
14.5x for deals over $500m.6 These more attractive entry 
valuations are driven by price inefficiencies, less capital flowing 
into the market segment and less intermediation, allowing 
investors to buy in the lower mid-market at a better price point.

2. Less financial engineering and debt
Larger transactions typically include a degree of financial 
engineering and debt that is less commonly used in the lower 
mid-market. In Federated Hermes’ last co-investment fund7, 
40% of the deals had zero debt attached to them. This is an 
outcome of both the nature of the sector and the specificity of 
our selection process and approach. We specialise in buying 
into already healthy businesses that can generate strong 
returns through operational value creation and strategic 
guidance. This ultimately allows us to build a portfolio of 
companies that we believe will be attractive to a broad range 
of buyers.

3. More pathways to exit
Exit strategies in the lower mid-market are less IPO 
dependent and more attractive to several different types of 
buyers. A strategic buyer is among the most common type of 
buyer of lower mid-market companies. These are firms that 
are looking to acquire other businesses with specific 
characteristics or technologies that can be beneficial to their 
own growth. A lower mid-market company may also be a 

target for financial buyers. Over the five- to seven-year 
holding period, a portfolio company is likely to have grown, in 
some cases, beyond the lower mid-market range. As a result, 
a financial buyer – i.e. another private equity investor – may 
see the company as an attractive addition to a larger fund. 

Chart 2: US PE-backed exit value by type (2021 – 2024) 
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Source: JP Morgan Private Equity Insights.

With significant dry powder in the mid and upper end of the 
market, large funds looking for suitable acquisition targets are 
providing a strong exit pathway for lower mid-market 
investors. As chart 1 on the previous page shows, 87% of 
capital in private equity flowed to funds greater than or equal 
to $500m in size.8

4. An opportunity to align with founders
In targeting companies in the lower mid-market, investors are 
more likely to enter into partnership with a company founder. 
For more than half the deals our team has participated in, it is 
the first time that the founder is taking on institutional capital. 
In a first round of fundraising, an owner/founder is less likely 
to be driven by price and, instead, is more focused on finding 
the right partner to help them scale, professionalise the 
business, with the goal of delivering a positive return on 
capital. We believe this alignment of interests and the shared 
desire to generate performance alpha is less likely to be 
present among companies worth $5bn who are, for example, 
embarking on their third or fourth fund. 
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Chart 3: Co-investments sourced since 2010
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Why Federated Hermes Private Equity?
The lower mid-market, although ripe with investment 
opportunity, remains one of the hardest parts of the industry  
to access. Transactions often occur in a less formalised setting 
relative to larger deals, and many companies are taking on 
institutional capital for the first time. Due to their size, target 
companies are likely to have less established due diligence 
processes, reporting and governance structures. This means 
that prospective investors must themselves have the time, 
resource, and specialist skill to evaluate the investment and 
the company’s ability to deliver on its return potential.

At Federated Hermes, we have worked to build a strong 
reputation and established networks in the lower mid-market. 
Our team is experienced in sourcing investable opportunities 
and putting them through a rigorous underwriting process. 
Historically, of the deals we analyse, less than 1% are ultimately 
added to the portfolio. In our last co‑investment fund10, the 
median enterprise value for companies invested in was $140m.

Given the less-formal nature of the market, the task of 
constructing a lower mid-market portfolio can be challenging, 
requiring specialised knowledge and an established network. 
The focused approach that we employ allows us to develop a 
strong pipeline of high potential deals. The strength of our 
deal flow and well-established investment process allows us 
to build differentiated portfolios comprised of companies that 
we believe we can sell, facilitating our track record of 
efficiently returning capital to investors.

9    �Source: Bain & Company, Private Equity Midyear Report 2025. As at 30 June 
2025. 

10 �Source: The investment period for this fund ended on 30 June 2025 –  
it is no longer accepting new investors.
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Important information

The value of investments and income from them may go down as well as up, and you may not get back the original amount invested. 
Past performance is not a reliable indicator of future results. Private equity investments involve substantial risk and are suitable only 
for institutional and certain other sophisticated investors who have no need for immediate liquidity from their investment.

This is a marketing communication. The views and opinions contained herein are as of the date indicated above, are those of author(s) 
noted above, and may not necessarily represent views expressed or reflected in other communications, strategies or products. These 
views are as of the date indicated above and are subject to change based on market conditions and other factors. The information herein 
is believed to be reliable, but Federated Hermes and its subsidiaries, does not warrant its completeness or accuracy. No responsibility can 
be accepted for errors of fact or opinion. This material is not intended to provide and should not be relied on for accounting, legal or tax 
advice, or investment recommendations. This document has no regard to the specific investment objectives, financial situation or particular 
needs of any specific recipient. 

This document is published solely for informational purposes and is not to be construed as a solicitation or an offer to buy or sell any 
securities, related financial instruments or advisory services. Figures, unless otherwise indicated, are sourced from Federated Hermes. 
Federated Hermes has attempted to ensure the accuracy of the data it is reporting, however, it makes no representations or warranties, 
expressed or implied, as to the accuracy or completeness of the information reported. The data contained in this document is for 
informational purposes only, and should not be relied upon to make investment decisions. 

Federated Hermes shall not be liable for any loss or damage resulting from the use of any information contained on this document. This 
document is not investment research and is available to any investment firm wishing to receive it. The distribution of the information 
contained in this document in certain jurisdictions may be restricted and, accordingly, persons into whose possession this document comes 
are required to make themselves aware of and to observe such restrictions. 

United Kingdom: For insitutional investors only. Distributed in the UK by Hermes Investment Management Limited (“HIML”) which is 
authorised and regulated by the Financial Conduct Authority. Registered address: Sixth Floor, 150 Cheapside, London EC2V 6ET. HIML is 
also a registered investment adviser with the United States Securities and Exchange Commission (“SEC”).

European Union: For insitutional investors only. Distributed in the EU by Hermes Fund Managers Ireland Limited which is authorised 
and regulated by the Central Bank of Ireland. Registered address: 7/8 Upper Mount Street, Dublin 2, Ireland, DO2 FT59. 

Australia: This document is for Wholesale Investors only. Distributed by Federated Investors Australia Services Ltd. ACN 161 230 637 
(FIAS). HIML does not hold an Australian financial services licence (AFS licence) under the Corporations Act 2001 (Cth) (“Corporations 
Act”). HIML operates under the relevant class order relief from the Australian Securities and Investments Commission (ASIC) while FIAS 
holds an AFS licence (Licence Number - 433831).

Japan: This document is for Professional Investors only. Distributed in Japan by Federated Hermes Japan Ltd which is registered as a 
Financial Instruments Business Operator in Japan (Registration Number: Director General of the Kanto Local Finance Bureau (Kinsho) No. 
3327), and conducting the Investment Advisory and Agency Business as defined in Article 28 (3) of the Financial Instruments and Exchange 
Act (“FIEA”). 

Singapore: This document is for Accredited and Institutional Investors only. Distributed in Singapore by Hermes GPE (Singapore) Pte. Ltd 
(“HGPE Singapore”). HGPE Singapore is regulated by the Monetary Authority of Singapore. 

United States: This information is being provided by Federated Hermes, Inc., Federated Advisory Services Company, Federated Equity 
Management Company of Pennsylvania, and Federated Investment Management Company, at address 1001 Liberty Avenue, Pittsburgh, 
PA 15222-3779, Federated Global Investment Management Corp. at address 101 Park Avenue, Suite 4100, New York, New York 10178-0002, 
and MDT Advisers at address 125 High Street Oliver Street Tower, 21st Floor Boston, Massachusetts 02110.
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For more information, visit www.federatedhermes.com/private-markets or connect with us on 
social media:

Closely Connected
For enhanced outcomes

Federated Hermes
Federated Hermes is a global leader in active, responsible investing.

Guided by our conviction that responsible investing is the best way to create long-term wealth, we provide 
specialised capabilities across equity, fixed income and private markets, multi-asset and liquidity management 
strategies, and world-leading stewardship.

Our goals are to help people invest and retire better, to help clients achieve better risk-adjusted returns and, where 
possible, to contribute to positive outcomes that benefit the wider world.

Federated Hermes Private Markets
With a Private Markets track record spanning four decades, we have developed capabilities that bring investors 
closer to the companies, assets, communities and environments in which they invest.

Through a combination of heritage and innovation, we seek to connect investors to the industry’s leading 
Private Markets opportunities in pursuit of delivering relevant, resilient investment returns over the long term.

Since our first Private Markets investment in 1983, our close connections, partnership mindset and deep 
understanding of client needs continue to define our client-focused approach across the asset classes 
and capabilities.

Private Equity | Private Credit | Real Estate | Infrastructure


