
April 2026

Concentration Risk in 
Mega-Buyout Funds 
and the Case for 
Middle-Market PE
Why the largest private 
equity funds may be the least 
differentiated allocation an 
advisor can make



COPYRIGHT 2026 2

EXECUTIVE SUMMARY:
The private equity industry has undergone a dramatic structural shift 
over the past decade. Capital has increasingly concentrated into the 
largest buyout funds, driven by institutional investor preferences for 
perceived safety, operational simplicity, and brand recognition. For RIA 
advisors building alternative investment allocations for high-net-worth 
and institutional clients, the default instinct has been to allocate to 
the biggest names in private equity. The logic is intuitive: scale implies 
resources, track record, and risk mitigation.

This paper challenges that assumption. Drawing on performance 
data, market structure analysis, and portfolio construction principles, 
we argue that concentration into mega-buyout funds may represent 
one of the least differentiated and most structurally disadvantaged 
allocations available in private markets today. The evidence suggests 
that the largest funds face headwinds that are not incidental but in-
herent to their scale, including compressed deal universes, elevated 
entry multiples, crowded exit channels, and diminishing operational alpha.

Between 2019 and 2021 vintages, the 15 largest buyout funds delivered a median IRR of 10.0%, compared to 16.3% for the 
rest of the cohort (Preqin/Future Standard, as of March 2025). Middle-market buyout deals (2003–2024) produced median 

EBITDA growth of 77%, versus 63% for mega and large buyout transac-
tions (Hamilton Lane, January 2025). Over 16,000 PE-backed companies 
have been held for more than four years globally, representing 52% of 
total inventory (McKinsey, 2026). Median purchase multiples for private 
equity reached a record 11.8x EBITDA in 2025 (McKinsey, 2026).

For advisors, the implication is not that mega-buyout funds should be 
avoided entirely, but rather that the risk-return profile of these allocations 

deserves far more scrutiny than it typically receives. The “nobody got fired for buying Blackstone” mentality may be creating 
systematic exposure to mediocre, undifferentiated returns at a time when alternatives are supposed to deliver genuine diver-
sification and alpha.

THE GRAVITATIONAL PULL OF SCALE:
Private equity fundraising has become increasingly concentrated around the largest managers. According to McKinsey’s 2026 
Global Private Markets Report, funds larger than $5 billion now account for 35% of total PE fundraising, up from 28% in 2021. 
The last time concentration reached similar levels was 2008. Simultaneously, the number of new PE firms has declined approx-
imately 18% per annum globally since 2020, and first-time buyout fund raises have fallen 15% per year over the same period.

This gravitational pull toward mega-managers is driven by several rational 
factors from the LP perspective. Larger funds offer operational simplicity for 
allocators managing complex portfolios. They reduce the number of GP rela-
tionships an investor must manage. They provide brand-name defensibility in 
committee presentations. And for the growing wave of wealth management 
platforms channeling retail and HNW capital into alternatives, the largest 
GPs are often the only ones with the infrastructure to support high-volume, 
small-ticket LP onboarding through feeder vehicles and digital platforms.

The result is a self-reinforcing cycle: capital flows to the largest managers, enabling them to raise even larger funds, which 
in turn attracts more capital. But this cycle creates a fundamental tension. The investment characteristics that made these 
managers successful at smaller scale do not necessarily persist as assets under management grow.

The math of scale.
A $30 billion fund deploying across 20–25 
deals must write equity checks exceeding 
$1 billion each, limiting its universe to a 
few hundred viable targets globally.
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The Shrinking Deal Universe
The arithmetic of mega-fund deployment is unforgiving. A $30 billion buyout fund targeting 20 to 30 investments over a three- to 
four-year deployment period must write equity checks of $1 billion to $1.5 billion per deal. The universe of companies globally 
that can absorb that quantum of equity, possess attractive risk-return characteristics, and are not already being pursued by 
every other large-cap buyer is genuinely constrained.

This scarcity manifests in predictable ways. Mega-fund GPs increasingly 
compete for the same pool of large-cap targets, driving competitive auction 
dynamics that bid up entry multiples. Median PE purchase multiples reached a 
record 11.8x EBITDA in 2025, with deals above $500 million trading at an aver-
age of 15.8x over the trailing five-year period. These elevated entry prices create 
a higher bar for value creation and compress the margin of safety for investors.

The concentration of capital chasing a finite set of deals also explains the ex-
plosion in add-on acquisition activity. Add-ons now comprise over 75% of all buyout transactions, up from a five-year average 
of approximately 72.5%. Platform companies backed by mega-funds use tuck-in acquisitions to deploy capital incrementally 
without the full diligence burden of sourcing and underwriting entirely new platforms. While add-on strategies can be genuinely 
value-creative, they also serve as a mechanism for deploying committed capital when standalone acquisition opportunities 
are scarce.

THE PERFORMANCE EVIDENCE:
The empirical case against mega-buyout outperformance is substantial and growing. Multiple data providers and academic 
researchers have documented a consistent pattern: as fund size increases beyond certain thresholds, risk-adjusted perfor-
mance tends to deteriorate.

Return Compression at Scale
Data from Preqin and Future Standard shows that between 2019 and 2021 vintage years, the 15 largest buyout funds produced 
a median IRR of 10.0%. The remainder of the buyout universe over the same vintages delivered 16.3%. This is not a marginal 
difference; it represents a return gap of more than 600 basis points at the median.

Hamilton Lane’s analysis of deal-level data across 2003 to 2024 vintages reinforces this pattern from a different angle. Middle-
market buyout investments (enterprise values of $1 billion to $3 billion) delivered median EBITDA growth of 77%, compared to 
63% for mega and large buyout transactions. This operational growth differential is significant because EBITDA expansion is 
the most sustainable source of PE value creation, as distinct from leverage and multiple expansion, which are more sensitive 
to market conditions.

The return differential between middle-market and mega-buyout funds is not 
a cyclical phenomenon. It persists across vintage years, geographies, and 
market environments. GCM Grosvenor’s analysis of Burgiss data (through 
September 2024) confirms that middle-market buyout funds under $3 billion 
have consistently outperformed large-cap buyout peers at both the median 
and upper-quartile levels across 2000–2013 vintages.

Public Market Equivalence
The picture becomes more nuanced when viewed through a public market equivalent (PME) lens, widely considered the most 
methodologically rigorous framework for comparing PE to public equities. While long-term data from Cambridge Associates 
and Cliffwater shows meaningful PE outperformance over 20- to 25-year horizons, the recent period has been far less favor-
able. Over the three-year stretch from 2022 through mid-2025, PE returns have materially lagged the S&P 500, with the gap 
widening as public markets rallied while PE exit activity remained constrained. The challenge is particularly acute for the largest 
funds, whose mark-to-market portfolios are more correlated with public equities.

For advisors, this comparison raises a fundamental question: if the largest, most well-resourced PE funds cannot consistently 
outperform a passive equity index after fees, what exactly is the client paying for? The traditional justification for PE’s fee struc-

Record multiples.
Median PE entry multiples reached 
11.8x EBITDA in 2025. Deals above 
$500M averaged 15.8x over the past 
five years.

600 basis points.
The median IRR gap between the 15 
largest buyout funds (10.0%) and 
the rest of the cohort (16.3%) for 
2019–2021 vintages.
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ture rests on the assumption of meaningful alpha generation. When that alpha evaporates at scale, the 2-and-20 fee structure 
becomes a significant drag on net returns.

It is worth noting that PE returns measured by IRR tend to overstate actual investor outcomes relative to PME analysis, because 
IRR is sensitive to the timing and magnitude of cash flows in ways that can flatter GP performance. Advisors evaluating PE track 
records should insist on seeing PME data alongside IRR and understand that the gap between these metrics often widens for 
larger funds that deploy capital more slowly.

THE EXIT PROBLEM:
The private equity industry is facing an unprecedented exit bottleneck, and the effects are disproportionately felt at the upper 
end of the market. The backlog of PE-owned companies has never been larger. McKinsey estimates that more than 16,000 
companies globally have been held for more than four years, equivalent to 52% 
of total buyout-backed inventory – the highest proportion on record and ten 
percentage points above the trailing five-year average.

Extended Holding Periods
Average holding periods have stretched to approximately 6.5 to 8.5 years 
depending on the data source, compared to roughly four years a decade ago. 
For clients, this means their capital is locked up for significantly longer than 
originally anticipated. For GPs, extended holds compress IRRs even when absolute value creation continues, because the 
denominator effect of time erodes annualized return metrics.

The exit challenge is structural, not merely cyclical. The investment-to-exit ratio stood at approximately 2:1 in 2025, meaning 
PE firms acquired two companies for every one they exited. Even as individual exit values have increased (driven by a handful 
of mega-exits), the volume of exits has not kept pace with the volume of new investments. The industry is adding to the backlog 
faster than it is resolving it.

The Crowded Theatre Analogy
The “crowded theatre” metaphor is apt for mega-buyout exit dynamics. When a large number of well-capitalized funds all need 
to exit large-cap portfolio companies through the same channels – strategic sales, IPOs, and secondary buyouts – the result is 
congestion. IPO windows are episodic and unreliable. Strategic acquirers have their own capital constraints. And secondary 
buyouts simply recirculate companies among PE funds, creating the paradox of an industry increasingly selling to itself. For 
the largest portfolio companies, the exit path is further constrained by the sheer quantum of value that must be realized. A $5 
billion to $10 billion exit requires either a willing corporate buyer of that scale, a functioning mega-IPO market, or a consortium 
of other PE funds.

THE DEPLOYMENT PRESSURE PROBLEM:
Buyout dry powder reached approximately $1.2 trillion as of mid-2025, with 24% of that capital having been held for four years 
or longer – up from 20% in 2022. The aging of undeployed capital creates a tension that works directly against LP interests.

GPs operating within the standard five-year investment period face an increasingly uncomfortable choice as dry powder ages: 
deploy into potentially overpriced assets to avoid returning capital to LPs (which would damage the fundraising narrative for 
their next fund), or request fund extensions that strain LP relationships. The incentive structure strongly favors deployment, 

even at elevated valuations. A GP that returns undeployed capital admits it 
could not find attractive investments – a narrative that makes the next fund-
raise significantly harder. A GP that deploys capital into mediocre deals at least 
preserves the possibility of positive outcomes and maintains the AUM base on 
which management fees are charged.

This deployment pressure is visible in the data. Median entry multiples contin-
ue to climb despite a challenging macro environment, reaching record levels in 2025. The combination of record dry powder, 
limited quality deal flow, and rising multiples suggests that recent vintages of mega-buyout funds are deploying capital into an 
increasingly expensive and competitive landscape.

52% and counting.
More than half of all PE-backed 
companies globally have now been 
held for over four years, the highest 
share on record.

$1.2 trillion on the sidelines.
Total buyout dry powder as of mid-
2025, with nearly a quarter of it 
aging past the four-year mark.
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Implications for Vintage Year Risk
For advisors making discrete PE commitments every few years, vintage year concentration risk is a material but often under-
appreciated concern. A client who commits to a single mega-buyout fund in 2025 is making a concentrated bet that entry 
multiples near record highs will not impair long-term returns. Unlike public equity investments that can be dollar-cost averaged 
over time, PE commitments are vintage-specific and irreversible.

The risk is compounded by the fact that mega-funds typically deploy capital over three to four years, providing less vintage 
diversification than smaller funds that deploy faster. A $30 billion fund raised in 2025 may not be fully invested until 2028 or 
2029, creating multi-year exposure to whatever valuation environment prevails during that deployment window.

THE STRUCTURAL CASE FOR MIDDLE-MARKET PRIVATE EQUITY:
If the mega-buyout segment faces structural headwinds from scale, the middle market offers a mirror image: structural tail-
winds that persist precisely because of its fragmented, less efficient nature.

A Larger, Less Efficient Universe
The middle market (typically defined as companies with enterprise values between $100 million and $3 billion) encompasses 
tens of thousands of potential acquisition targets globally, compared to the few hundred companies that are viable targets for 
mega-buyout funds. This larger universe creates genuine sourcing advantages: proprietary deal flow is achievable, competitive 
auction dynamics are less intense, and entry multiples are structurally lower.

Hamilton Lane characterizes the middle market as a “sweet spot” where growth 
potential, stability, and diverse deal flow intersect. The structural advantages they 
identify include more frequent entry and exit points, lower entry valuations, market 
fragmentation that creates differentiated sourcing opportunities, and pricing ineffi-
ciencies that allow value creation through underwriting and hands-on engagement.

Operational Alpha Is Real
The most compelling argument for middle-market PE is that operational value creation remains achievable in ways that are 
genuinely constrained at larger scale. A $200 million company can meaningfully benefit from professionalizing its management 
team, implementing ERP systems, expanding its sales infrastructure, or executing a buy-and-build strategy in a fragmented 
market. These operational improvements drive EBITDA growth that is real, measurable, and sustainable.

By contrast, a $10 billion company has typically already optimized many operational levers. The remaining value creation vec-
tors at mega-scale tend to be financial rather than operational: leverage optimization, cost reduction, and multiple expansion 
through market timing. StepStone Group analysis (cited in McKinsey 2026) shows that for deals done between 2010 and 2022, 
leverage and multiple expansion comprised 59% of returns, with only 41% coming from revenue growth and margin expansion.

Manager Selection Matters 
Middle-market PE exhibits greater performance dispersion than large-cap buyout, which is both a risk and an opportunity. 
The spread between top-quartile and bottom-quartile returns is wider in the middle market, meaning manager selection has 
a more significant impact on outcomes. For advisors willing to invest in rigorous due diligence, this dispersion creates the 
potential for genuinely differentiated returns.

GCM Grosvenor highlights the value of backing early-stage and emerging managers in the middle market, noting that 29% of 
their PE commitments over the past three years have been to small and emerging managers. Their thesis is that capacity-con-
strained, rising-star managers provide access to investment opportunities unavailable through larger, more crowded platforms 
– a form of “access arbitrage” that rewards conviction and long-term relationships.

PRACTICAL IMPLICATIONS FOR RIA ADVISORS:
The analysis above has direct implications for how advisors should approach PE allocation within client portfolios.

Rethink the Default
The reflexive allocation to the largest PE brand names deserves reconsideration. While mega-buyout funds offer operational 
simplicity, brand recognition, and a defensible committee narrative, the performance evidence suggests these benefits come 

77% vs. 63%.
Median EBITDA growth for 
middle-market buyout deals 
versus mega/large deals 
across 2003–2024 vintages.
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at a meaningful cost to expected returns. Advisors should evaluate whether the convenience premium they are paying for scale 
is justified by the risk-return profile.

Diversify Across the Size Spectrum
A more thoughtful approach to PE allocation would diversify across fund sizes rather 
than concentrating in the mega-buyout segment. A portfolio that combines targeted 
middle-market exposure with selective large-cap participation can capture the oper-
ational alpha available at smaller scale while maintaining some of the risk mitigation 
properties of larger, more diversified funds.

Understand What You Own
Advisors should scrutinize the underlying composition of their PE allocations with the same rigor they apply to public equity 
holdings. Key questions include: What is the fund’s typical entry multiple relative to the broader market? How dependent is the 
value creation thesis on leverage and multiple expansion versus organic growth? What percentage of the portfolio consists of 
add-on acquisitions versus new platforms? And critically, what is the fund’s track record on DPI and realized returns, not just 
paper NAV appreciation?

Demand Transparency on Exit Strategy
Given the industry-wide exit bottleneck, advisors should ask pointed questions about how their PE managers plan to generate 
liquidity. The increasing reliance on continuation vehicles, NAV loans, and dividend recapitalizations as substitutes for genuine 
market exits should be understood for what it is: a symptom of the exit problem, not a solution.

Consider the Platform Effect
Advisors accessing PE through aggregation platforms like iCapital and CAIS should recognize that the fund menu on these 
platforms is not a curated “best of” list. It is a reflection of which GPs have the scale and operational infrastructure to support 
the wealth management distribution channel. The selection bias inherent in these platforms systematically overweights me-
ga-funds and underweights the middle-market managers that may offer more attractive risk-adjusted returns.

KEY DATA POINTS:

Selected Industry Data Points:

Metric Figure Source / Period

Median PE entry multiple (2025) 11.8x EBITDA (record) McKinsey GPM Report 2026

Average multiple, deals >$500M 15.8x EBITDA (5-yr avg.) McKinsey GPM Report 2026

Median IRR, 15 largest funds (2019–2021) 10.0% Preqin / Future Standard

Median IRR, rest of cohort (2019–2021) 16.3% Preqin / Future Standard

Middle-market EBITDA growth (2003–2024) 77% median Hamilton Lane

Mega/large EBITDA growth (2003–2024) 63% median Hamilton Lane

Companies held >4 years globally 16,000+ (52% of inventory) McKinsey GPM Report 2026

Average PE holding period 6.5–8.5 years Multiple sources

Buyout dry powder (mid-2025) $1.2 trillion Bain & Company

Aging dry powder (4+ years) 24% of total (vs. 20% in 2022) Bain & Company

GP-led secondary volume (2025) $115 billion (record) McKinsey/Jefferies

Add-ons as % of buyout activity 75.9% Cherry Bekaert

Funds >$5B share of fundraising 35% (vs. 28% in 2021) McKinsey GPM Report 2026

Sources as cited. All data reflects latest available as of Q1 2026.

Three out of four.
Add-on acquisitions now 
account for over 75% of all 
buyout transactions, up from 
a five-year average of 72.5%.
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CONCLUSION:
The private equity industry’s concentration around its largest managers is a structural trend that shows few signs of reversing. 
For advisors, this creates both a challenge and an opportunity. The challenge is that the default allocation path – mega-buyout 
funds accessed through wealth management platforms – may deliver returns that are increasingly undifferentiated from lever-
aged public equity exposure, albeit with less liquidity, higher fees, and longer lock-up periods.

The opportunity lies in recognizing that the alternative investment universe is not 
monolithic. Middle-market private equity, with its larger deal universe, lower entry 
multiples, and greater operational alpha potential, continues to offer a structurally 
advantaged segment of the market. The performance evidence across multiple data 
providers and time periods is consistent: smaller funds have delivered higher returns 
with more attractive risk characteristics.

This is not an argument against private equity or even against large-cap buyout ex-
posure in all circumstances. It is an argument for intentionality. Advisors who treat 
PE allocation as a box to be checked with a single brand-name commitment are likely underserving their clients. Those who 
approach it with the same analytical rigor they apply to public market portfolio construction – considering factor exposures, fee 
impacts, vintage diversification, and manager selection – have the potential to build private markets allocations that genuinely 
earn their illiquidity premium.

When every RIA on the same platform is investing in the same vintage of the same mega-fund alongside every pension fund 
and sovereign wealth fund, the question advisors must answer is: where is the edge? The evidence suggests it is not at the top 
of the AUM league table.

6.5 years and rising.
The average PE holding peri-
od has nearly doubled from 
roughly 4 years a decade ago, 
compressing IRRs even when 
value creation continues.
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