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Why Private Markets  
Still Reward Selectivity:
An Investor’s Case for the 
Lower Middle Market

Private markets are not monolithic. The opportunity set spans 

private equity and venture capital, private direct lending, and 

private real estate, but the common thread is that outcomes are 

shaped less by broad market movements and more by access, 

underwriting, and manager skill. For families evaluating how private 

investments fit into a long-term portfolio, where you invest in the 

market matters as much as whether you invest at all.

Private Investments are a “Mutual Handshake”

One of the biggest differences between public and private markets 

is that private investing is fundamentally relationship-driven.  

In public markets, any investor can buy a security. In private markets, 

capital providers and capital users choose one another. This dynamic 

creates what I think of as a mutual handshake: the entrepreneur or 

business owner is not just seeking capital, but the right partner.

The best private companies often want more than the lowest cost 

of capital. They want value-add capital — investors who can help 

recruit talent, open doors to customers, strengthen operations, 
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support mergers and acquisitions, and bring a relevant industry network. 

That tends to matter most in businesses that are still professionalizing 

and scaling, where strategic support can accelerate growth.

This distinction is particularly important when comparing larger and 

lower-middle-market companies. Management teams tend to be 

more established in larger, upper-middle-market companies, and 

the focus often shifts toward financial optimization rather than on 

building the business. In the lower middle market, however, the quality 

of the partnership between investor and management can still be a 

meaningful competitive advantage. As a result, manager selection is 

critical: the most sought-after private investors are often those that 

founders actively choose to partner with.

Why the Lower Middle Market Stands Out

At Pitcairn, we continue to see the lower middle market as one of the 

most compelling areas in private investing. Broadly speaking, this is 

the portion of the market where businesses generate less than roughly 

$50 million in profit. It is also where the market is often less efficiently 

intermediated, with less capital chasing a deeper set of opportunities.

That imbalance matters. When too much capital competes for a smaller 

number of larger deals, pricing tends to become more efficient, and 

future returns are pressured. In the lower middle market, by contrast, 

managers can still find more proprietary opportunities, purchase 

businesses at lower valuations, and create value through hands-on 

execution rather than relying on financial engineering.
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Small Companies Dominate Market Supply with Significantly Less Capital in Pursuit 

Lower Middle Market

Capital Available 
by Fund Size¹

Universe of Companies
by Revenue Size²

SMALL BUYOUT MARKET BENEFITS

■ Large Pool of Opportunities
■ Limited Alternatives for Capital
■ Operational Value-Add
■ Ine�cient Sourcing
 

■ Favorable Purchase Price Valuations
■ Multiple Arbitrage
■ Exit Flexibility
■ Favorable LP/GP Alignment of Incentives

6,614
companies 

w/ revenues 
>$250M

80,997
companies w/ 

revenues between 
$10M and $250M

$808B
of capital available

to PE Funds over $1B
84%

16%

8%

92%

Sources: This graphic was originally created by RCP Advisors. Data in the graphic is from PitchBook and S&P Capital IQ. 1. PitchBook: Capital available to invest by fund size represents U.S. private equity overhang for vintage years 2017-2024. U.S. PE Funds includes buyout, 
growth, co-investment mezzanine, diversified PE, energy, and restructuring. As of 6/30/24. 2. S&P Capital IQ: Commercially active businesses in the U.S. All subsidiary and business establishment data are combined. Additionally, public sector entities are excluded. As of 2/13/25.

$159B of capital 
available to 

Funds 
between
$250M
to $1B 
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Private Equity

In private equity, this can translate into more attractive entry valuations 

and more levers for value creation. Experienced managers can help 

professionalize a company by building out the finance function, upgrading 

systems, strengthening go-to-market capabilities, and executing 

add-on acquisitions. In our view, that combination of lower purchase 

multiples and a broader toolkit for operational improvement is a 

powerful recipe for long-term compounding.

Private Direct Lending

In private direct senior lending, the lower middle market can offer 

stronger lender protections and more disciplined underwriting.  

We often see better covenants, higher contractual yields, and lower 

leverage than in larger, more competitive parts of the market. That 

matters because leverage is one of the clearest predictors of resilience 

through a cycle. More conservative capital structures can support lower 

default rates, stronger recovery values, and returns that depend less  

on broader capital-market liquidity conditions.

Private Real Estate

In private real estate, the lower middle market can provide access to 

smaller, less-followed assets that are occasionally mispriced. Skilled 

operators can improve value through leasing, repositioning, renovation, 

and operational upgrades, then potentially create additional upside by 

assembling assets into a more attractive portfolio. The opportunity is  

not simply to own real estate, but to execute a clear value-creation plan  

in segments where institutional capital is not always as dominant.

Venture Capital

In venture capital, scale has increasingly delayed the path to the 

public markets, making manager breadth and selectivity even 

more important. We believe exposure to a diversified, highly skilled 

venture platform such as StepStone has been especially valuable 

in an environment where companies are staying private longer, and 

outcomes are increasingly concentrated in the best managers and  

the strongest companies.
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The Implication for Investors

Private markets often offer an illiquidity premium to investors who are 

patient and have a long-term investment horizon. However, the case 

for private markets is not simply that they are private. With the right 

partners, private market managers provide access to businesses and 

assets where skilled investors still have an edge. The lower middle 

market is one of the clearest examples of that inefficiency, but it is also 

an area where dispersion between top and average managers is wide. 

Access, diligence, and alignment remain critical.

For families with long horizons, the most important question is not 

whether private markets are attractive in the abstract. It is where the 

opportunity set is still differentiated, and which managers are best 

positioned to convert that opportunity into durable results. For patient 

investors, private markets can be an effective way to pursue those 

themes through specialist managers with domain expertise.
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DISCLAIMER

Pitcairn Wealth Advisors LLC (“PWA”) is a registered investment adviser with its principal place of business in the Commonwealth of Pennsylvania.  

Registration does not imply a certain level of skill or training. Additional information about PWA, including our registration status, fees, and services 

is available on the SEC’s website at www.adviserinfo.sec.gov. 

 

This material was prepared solely for informational, illustrative, and convenience purposes only and all users should be guided accordingly. All information, 

opinions, and estimates contained herein are given as of the date hereof and are subject to change without notice. PWA and its affiliates ( jointly referred 

to as “Pitcairn”) do not make any representations as to the accuracy, timeliness, suitability, completeness, or relevance of any information prepared by 

any unaffiliated third party, whether referenced or incorporated herein, and takes no responsibility thereof. As Pitcairn does not provide legal services,  

all users are advised to seek the advice of independent legal and tax counsel prior to relying upon or acting upon any information contained herein.

          

Any performance numbers displayed to the user may have been adversely or favorably impacted by events and economic conditions that will not prevail 

in the future. Past investment performance is not indicative of future results. The indices discussed are unmanaged and do not incur management fees, 

transaction costs, or other expenses associated with investable products. It is not possible to invest directly in an index. Projections are based on models 

that assume normally distributed outcomes which may not reflect actual experience.

 

Consistent with its obligation to obtain “best execution,” Pitcairn, in exercising its investment discretion over advisory or fiduciary assets in client 

accounts, may allocate orders for the purchase, sale, or exchange of securities for the account to such brokers and dealers for execution on such 

markets, at such prices, and at such commission rates as, in the good faith judgment of Pitcairn, will be in the best interest of the account, taking 

into consideration in the selection of such broker and dealer, not only the available prices and rates of brokerage commissions, but also other 

relevant factors (such as, without limitation, execution capabilities, products, research or services provided by such brokers or dealers which are 

expected to provide lawful and appropriate assistance to Pitcairn in the performance of its investment decision making responsibilities). 

https://adviserinfo.sec.gov/firm/summary/333260

