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Smaller Deals, Larger Appeal
POOJA VYAS, RESEARCH ANALYST

Private equity activity is increasingly shifting toward smaller transactions, with total deal value for transactions 
of $100 million or less increasing by nearly 60% in the second quarter (on a quarter-over-quarter basis). By 
comparison, deal value declined by more than 31% and 63% for transactions in the $100 million to $1 billion 
range and for deals above $1 billion, respectively, over the same period. Deal count fell across all three size 
categories in the second quarter, but smaller transactions proved more resilient. To that point, total deal count 
for transactions below $100 million declined by around 7% in the second quarter, compared with declines of 
29% for deals between $100 million and $1 billion and 21% for deals above $1 billion.

This shift toward smaller deals comes as private equity firms are experiencing higher entry valuations and a 
challenging exit environment. Indeed, larger, more scaled businesses are continuing to command premium 
valuations, in part because fewer sponsors are seeking to exit these assets. This limits the supply of attractive 
platforms available for sale. Additionally, larger and more mature companies offer fewer opportunities for 
significant growth or margin improvement, placing greater importance on entry valuations and eventual exit 
multiples as they relate to realized returns. Conversely, smaller businesses typically trade at more attractive 
valuations and can offer numerous ways for sponsors to create value, as these companies often have 

Private equity investors are increasingly targeting the lower middle market for its lower 
valuations, greater value-creation potential, and differentiated sourcing opportunities
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opportunities to grow through acquisitions, operational improvements, professionalization, and expansion 
into new products or markets. In many cases, private equity firms are also the first institutional investors in 
these businesses, giving sponsors an opportunity to invest before many of these growth and operational 
initiatives have been fully implemented.

The valuation gap between these two ends of the market has become increasingly pronounced. As of the 
end of the first quarter, the median entry multiple for companies valued between $500 million and $1 billion 
reached more than 13x EV/EBITDA, up from around 12x in 2025. Comparatively, the median multiple for 
companies valued between $25 million and $100 million declined by roughly 4% over the same period and 
now sits at just above 8x. Higher interest rates and tighter debt markets have contributed to this divide, 
making large, highly leveraged buyouts more expensive and increasingly difficult to underwrite.

Investor preferences are also beginning to reflect these dynamics. In addition to the benefits of lower 
entry valuations and greater potential for operational improvement, limited partners are increasingly 
favoring sector-specialist managers over generalists and looking further down the market. Lower-middle-
market firms can leverage deep industry expertise and established networks to source differentiated 
opportunities within their target sectors, including proprietary or less intermediated transactions that may 
be less accessible through broader auction processes. Looking ahead, the lower middle market will likely 
remain an important area of focus for both sponsors and limited partners. If elevated valuations, higher 
financing costs, and exit challenges persist, the ability of funds to initiate positions at more attractive 
valuations and generate returns via company-specific growth and operational improvements will become 
increasingly important. 
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