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EXECUTIVE SUMMARY:

In an environment characterized by economic uncertainty, lower
Stephen Johnston m

Director
sjohnston@omnigenceam.com

mid-market private equity consolidation (LMM PE) presents allocators

with an alternative with strong alpha generating capabilities (it’s an
under-financialized strategy targeting companies with enterprise val-
ues of up to ~$250 million, with annual deal volume in the hundreds

of billions, an addressable market in the trillions, an ability to acquire Matt Barr m
earnings for <7X, and scope for material operational improvements) Director
combined with a capacity to expand the efficient frontier in positive ‘ »‘pé‘ mbarr@omnigenceam.com

stock bond correlation regimes.

COMPARING LMM PE TO TRADITIONAL PE: RO in
Data Scientist
To effectively evaluate lower mid-market private equity (LMM PE) in P ‘ kviney@omnigenceam.com

an evergreen structure it’s important to understand how they differ

from traditional closed-ended mid-market and larger PE investments.

While both approaches share a potential for strong returns - often

targeting 20%+ IRRs - their specific financial behaviours diverge materially. This stems from structural differences in liquidity,
risk management, and value creation.

Evergreen LMM PE excels in delivering yield alongside equity upside, enabling shorter contractual investment durations, higher
distributions to paid-in capital (DPI) via lower entry multiples (e.g., 6x), and diminished dependence on aggressive terminal
multiple expansion for performance, making it more resilient to market volatility and valuation swings.

In contrast, traditional buy-and-hold PE relies heavily on long-term equity optionality, often involving higher leverage, extended
holds (~10+ years), and a J-curve effect that locks up capital in unrealized “paper” gains until a single terminal exit, introducing
gating risks where assets are marked to market at one point, amplifying sensitivity to timing, macroeconomic shifts, and ter-
minal valuations (e.g., requiring a favourable exit window).

These differences position evergreen LMM PE as a more flexible, investor-friendly PE option with enhanced liquidity for capital
recycling and reduced duration risk, allowing for continuous portfolio adjustments and de-risking market timing windows,
whereas traditional PE’s rigidity can exacerbate exposure to economic downturns and limit adaptability, ultimately favoring
LMM approaches for allocators seeking balanced, all-weather PE performance in uncertain environments.

THE ROLE OF LMM PE IN MIXED ASSET INSTITUTIONAL PORTFOLIOS:

Lower mid-market private equity represents one of the most durable and structurally diversifying alternative asset classes
available to institutional allocators. Lower mid-market private equity produces return patterns that differ meaningfully from
traditional assets such as public equities and fixed income. This section evaluates lower mid-market private equity’s contri-
bution to institutional portfolios in positive stock bond correlation regimes (a particular example are stagflationary/inflationary
environments —where inflation is above trend, growth slows, and stock-bond correlations turn positive).

It must be noted that the possibility of an extended inversion in the negative stock bond correlation relied on in portfolio con-
struction cannot be underestimated given that historically this relationship has more often been positive than not, even outside
periods of elevated inflation or stagflation:

COPYRIGHT 2025 2


mailto:sjohnston@omnigenceam.com
mailto:blaughland@omnigenceam.com 
https://www.linkedin.com/in/keenan-viney-337708188/
mailto:mbarr@omnigenceam.com
https://www.linkedin.com/in/mattlbarr/

Chart 1: Stock Bond Correlations Disaggregated by Inflation Rate
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Chart 2: Rolling 36 Month Correlation: S&P 500 vs. US 10Y Treasuries
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Impact of a 10% LMM Addition: An assumed 55% equity / 35% bond / 10% lower mid-market private equity portfolio was

created for evaluation under the positive stock/bond correlation scenario. A 5% risk-free rate is used to reflect the higher
nominal rates more typical in the inflationary or stagflationary episodes in which stock and bonds tend to positively correlate.

Table 1: Effect on 60/40 of 10% LMM Addition

10% LMM PE 0% LMM PE

Stagflation Return 5.38% 3.88%
Volatility 13.61% 12.34%

Sharpe 0.028 -0.091

The elevated risk-free rate suppresses Sharpe ratios across all asset mixes, however, lower mid-market private equity’s higher
returns mitigate the slightly increased portfolio risk to prevent deeper underperformance.

Positive Correlation Scenario Results: Stagflation combines the most adverse features of the economic cycle: persistent
inflation, declining real growth, and a tendency to tightening monetary policy. In such periods, the traditional diversification
between equities and bonds disappears. Stock-bond correlations rise into positive territory, eliminating the defensive contri-
bution of fixed income and exposing multi-asset portfolios to simultaneous losses.
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In this environment and in environments of positive stock bond correlation generally, lower mid-market private equity’s char-
acteristics become disproportionately valuable. Most importantly, lower mid-market private equity provides elevated returns,
offset its correlations to both equities and bonds at the precise moment stock/bond returns underperform and correlation
turns positive.

Table 2: Correlation, Return and Volatility Assumptions

Correlation Stocks Bonds Farmland Return Volatility
Stocks 1.000 - - Stocks 5.0% 19.0%

Bonds 0.400 1.000 - Bonds 2.5% 8.0%

LMM PE 0.750 0.350 1.000 LMM PE 17.5% 22.5%

Chart 3: Stock, Bond & LMM Efficient Frontier
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When lower mid-market private equity is incorporated, the frontier shifts outward, even under elevated inflation and weakened
bond hedging, demonstrating lower mid-market private equity’s ability to improve efficiency despite poor macro conditions.

Confidence Levels: \We also ran an analysis of the potential range of Sharpe ratio changes considering that return, correlation
and volatility are more likely to operate as ranges over time rather than the single point estimates used to produce the efficient
frontier curves.

Table 3: Return, Volatility, Correlation Range Assumptions:

Correlation Min Max Mean SD

Bonds/LMM PE 0.20 0.50 0.35 0.10
Bonds/Stocks 0.20 0.60 0.40 0.10
LMM PE/Stocks 0.60 0.90 0.75 0.10
Return Min Max Mean SD

Stocks 3.0% 7.0% 5.0% 1.0%

Bonds 0.0% 5.0% 2.5% 1.0%

LMM PE 10.0% 25.0% 17.5% 2.0%
Volatility Min Max Mean SD

Stocks 16.0% 22.0% 19.0% 1.0%

Bonds 6.0% 10.0% 8.0% 1.0%

LMM PE 17.5% 27.5% 22.5% 2.0%
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Based on the ranges of correlation, return and volatility values, assuming normal distributions with the standard deviations
shown, we ran a Monte Carlo simulation sampling those ranges for 10,000 iterations. This provides a useful distribution of
Sharpe ratio improvements with the attendant confidence levels.

Percentile Distribution

Mean 0.1189 Percentile Value
Number of Trials 10000 0% 0.054
Standard error 0.0002
10% 0.094
Minimum 0.054 15% 0.099
Maximum 0.191 20% 0.103
Median 0.119
Range 0.137 30% 0.108
35% 0.111
Standard Deviation 0.020 40% 0.114
Variance 0.000 45% 0.116
50% 0.119
Skewness 0.09 55% 0.121
Kurtosis 2.97 60% 0.124
65% 0.126
70% 0.129
75% 0.132
80% 0.135
85% 0.139
90% 0.145
95% 0.152

100% 0.191

Chart 4: Sharpe Ratio Increase Distribution Histogram
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CONCLUSION:

Lower mid-market private equity represents a useful combination of stability and growth potential, driven by operational value
creation, access to fragmented markets, and enhanced by a strong value proposition in the form of mean-reverting ineffi-
ciencies. In positive stock/bond correlation regimes (particularly stagflation), lower mid-market private equity systematically
strengthens portfolio efficiency. It restores some diversification when equities and bonds fail simultaneously, but more directly
acting as an asset with return enhancement. These attributes underscore why lower mid-market private equity is best viewed
as a strategic allocation. Given the increasing likelihood of macro volatility and the possibility of an extended breakdown in the
negative stock bond correlation, lower mid-market private equity provides allocators with a durable and essential all-weather
component of long-term portfolio construction.
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DISCLAIMER

i .f ave been based, in part, upon generally available public in-
ductions made through our due diligence, research and analytical
Information from, or data derived from, public third-party sources
rs. Although this third-party information and data is believed to
gents (collectively “Omnigence”) have independently verified the
n and data contained in this paper which is derived from such third
ee as to the accuracy or completeness of such included informa-
liability whatsoever in respect of any third-party information or
\in our analysis. While we have a good-faith belief in the accuracy
without warranty of any kind, whether express or implied. The use
G is solely at the risk of the user of this information. This paper
nvenience of the reader and should not in any way be construed
as investment or other advice whatsoever. Omnigence is not registered as an investment dealer or advisor in any jurisdiction

Our reports, including this paper, express our opi
formation and research as well as upon inference
process. The information contained in this paper i
including industry publications, reports and researt
be reliable, neither Omnigence Asset Management n
accuracy, currency or completeness of any of the info
party sources and, therefore, there is no assurance Q
tion and data. Omnigence and its agents hereby dis
data, and the results derived from our utilization of t
_of what we write, all such information is presented
~ made of the information and conclusions set forth i

is intended only as general information presented fc

and this report does not represent investment advice of é"ny Kkind. The reader should seek the advice of relevant professionals
(including a registered investment professional) before making any investment decisions. The opinions and views expressed in
this paper are subject to change or modification without notice, and Omnigence does not undertake to update or supplement
this or any'other of its reports or papers as a result of @ change in opinion stated herein or otherwise.



