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Private equity offers a differentiated path to long-term capital growth
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Access to a broader, less efficient 
opportunity set than public markets 

Returns driven by company‑level fundamentals, 
proprietary informational advantages and direct 
control over value creation—not market beta

Private equity is designed to capitalize  
on the long-term perspective

Private Company Private Company Private Company

Often known as 
Limited Partner (LP)

Managed by  
General Partner (GP)

Investor

Private Equity Fund

Private Equity is ownership in privately held 
companies, not sold on public exchanges, generally 
accessed through private funds where returns are 
driven by active ownership and value creation.

Public Equity is ownership in publicly traded 
companies, bought and sold on stock exchanges 
(NYSE, NASDAQ, etc.) with daily liquidity and 
market‑driven pricing.

What is private equity?

Illustrative Private Equity Fund Structure



More companies, more inefficiencies, more chances to generate alpha

Wide Target-Rich  
Opportunity Set

NUMBER OF U.S. PUBLICLY  
LISTED COMPANIES2

The number of companies 
publicly listed in the 

U.S. is ~4,050

AVERAGE COMPANY AGE AT IPO3

For illustrative purposes only and is not representative of any actual or anticipated transactions. Diversification does not eliminate the risk of loss.

NUMBER OF  
U.S. COMPANIES1

The number of companies 
operating in the U.S. 

is ~730,000
Value today is 
disproportionately  
accruing in  
private markets 

Late 1990s 
4.5 Years

Today 
10.7 Years

The universe of private companies vastly exceeds the number of public companies and this opportunity set continues to 
grow as companies are staying private for longer. 
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Deploy capital where it works hardest
	� Private Equity invests earlier in the corporate lifecycle and targets pricing inefficiencies 

unavailable in public markets

	� Capital deployed into businesses where it can directly accelerate growth, improve operations and 
unlock value

	� Exposure to companies before public‑market efficiency compresses returns

–	Public market investors are often only able to invest in companies after large gains have already 
been accrued by earlier stage private investors

More Efficient Equity
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12.2%

8.4%

11.5%

13.4%

9.6%

14.0%

10.8%
9.7%

7.1%

Private Equity vs Public Markets
As of December 31, 2025

Source: Pitchbook Capital Indexes Dataset as of December 31, 2025. Public Equity is represented by the MSCI ACWI Index. All returns are net of fees. 
The MSCI All Country World Index (ACWI) is a free float-adjusted market capitalization weighted index designed to measure the equity market 
performance of developed and emerging markets. The term “free float” represents the portion of shares outstanding that are deemed to be available for 
purchase in the public equity markets by investors. The performance of the Index is listed in U.S. dollars and assumes reinvestment of net dividends.
For illustrative purposes only and is not representative of any actual or anticipated transactions. Diversification does not eliminate the risk of loss.
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	� Private markets are less transparent, creating 
opportunities for experienced managers to identify and 
capitalize on mispriced assets

	� Direct access to management teams and private financials 
can lead to better underwriting, earlier risk identification, 
and faster corrective action

	� Ability to directly influence strategy, operations, capital 
allocation, management and governance to drive 
intentional value creation

Informational  
Advantages & Control
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Multiple Expansion Enterprise Value at ExitMargin ExpansionRevenue GrowthEnterprise Value at Entry

100

150 42 2

31 175

% of Value Created 56% 3% 41%

Operational Value Creation

Historically, 59% of Value Creation has come from Operational Improvements
Median indexed value creation, PE Buyout deals in the United States, entry years 2010-2024

Source: DealEdge.com (January 2026 for PitchBook). Note: Enterprise value figures are indexed and should not be used to assess the underlying deals’ 
performance, i.e. a higher indexed enterprise value does not mean a higher deal MOIC. All calculations in $. Deal universe includes fully and partially 
realized buyout deals with initial investments in 2010-2024 in the United States; all equity check sizes. 

Allocate to strategies 
where returns are 
driven by control, not 
market sentiment that’s 
highly influenced by 
passive investors
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In Public Markets, managers often face pressure to support 
share price in the near term. This can incentivize decisions 
that optimize for short‑term results at the expense of 
long‑term value creation.

In Private Equity, investment decisions are evaluated on 
whether they will be value‑accretive at exit, typically  
3–4 years out. 

This long-term mindset supports investment in:
	� Operational improvements
	� Strategic initiatives
	� Sustainable growth

Designed for Long-Term  
Capital Growth

Private Equity Delivers Better Risk-Adjusted Returns 
over the Long Term
Private vs. Public Equity 20 Year Annualized Risk & Return 

20

0
Public EquityPrivate Equity

Volatility: 14.1%

5

Return: 8.9%

10 Return: 12.2%

15

Volatility: 16.0%

Source: Pitchbook Capital Indexes Dataset as of December 31, 2025.  
Public Equity is represented by the S&P 500 Index. All returns net of fees.

This long‑term orientation has resulted in higher risk‑adjusted 
returns over full cycles relative to public equity.
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Within the universe of private equity, the opportunity set spans more than 700,000 privately held companies across a wide 
range of sizes, industries, and growth profiles. Against this backdrop, the lower middle market stands out as a particularly 
attractive segment with structural characteristics that have historically supported strong outcomes. 

Past performance is not indicative of future results. The statements above reflect the views and opinions of Morgan Stanley Private Equity Solutions 
as of the date hereof and will not be updated or supplemented. For illustrative purposes only and is not representative of any actual or anticipated 
transactions of the Fund.

Defining the Lower Middle Market 
Number of Companies by Revenue4

806 
>$5Bn

2,692
$500MM – $5Bn

6,451
$100MM – $500MM

73,911
$10MM – $100MM

S&P 5005 
Exposure

Mega Cap 
Private 

Equity Focus

BROADER OPPORTUNITY SET 

23x
more lower middle-market businesses  

than large-cap businesses6

LOWER ENTRY VALUATIONS

 30%
discount compared to 
large-cap companies7

ATTRACTIVE PERFORMANCE

395 bps
outperformance versus 

larger peers on an IRR basis8

Why Lower Middle  
Market Private Equity

Lower Middle Market Private Equity presents an attractive opportunity set …
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Past performance is not indicative of future results. The statements above reflect the views and opinions of Morgan Stanley Private Equity Solutions 
as of the date hereof and will not be updated or supplemented.

… With more options for Liquidity than Mega Cap Segment

Lower middle market private equity investments have  
a variety of exit pathways, and the ability to be more 
flexible across market cycles.

Private Equity Typical Exit Types9

 

Sale to a Larger 
PE Firm

Strategic 
M&A

Manager 
Buyout

Initial Public 
Offering

Recapitalization

Secondary 
Purchase

Lower Middle 
Market Options

Mega Cap  
Options

Favorable supply-demand dynamics, lower entry valuations, and more flexible liquidity—less dependent on macro 
conditions—create a compelling and resilient opportunity set. Importantly, this segment has historically been difficult to 
access, giving experienced managers a meaningful sourcing and information advantage. 
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END NOTES
1 Source: NAICS Association, as of December 2025. Includes firms with 20 
or more employees.
2 Source: World federation of exchange-Number of listed domestic 
companies in Nasdaq and NYSE, as of December 2025.
3 Morningstar, “Unicorns and the growth of private markets | Morningstar 
Indexes”, January 21, 2025.
4 Source: Capital IQ, includes operating public and private companies 
located in North America, as reported on January 16, 2026. 
5 The Standard & Poor’s 500 (S&P 500) is a stock market index based on 
the market capitalizations of 500 large companies having common stock 
listed on the NYSE or NASDAQ.
6 Source: Capital IQ, includes operating public and private companies 
located in North America, as reported on January 16, 2026. Lower Middle 
Market defined as companies with revenue between $10MM-$500MM, 
Large Cap defined as companies with revenue above $500MM. 
7 Source: Pitchbook, all U.S. LBOs from January 1, 2016 to December 31, 
2025. Lower Middle Market defined as transaction size $25MM-$500MM, 
Large Cap defined as transaction size above $500MM. 
8 Cambridge Associates Index and Selected Benchmark Statistics are as 
of September 30, 2025. Benchmark includes global buyout funds from 
vintage years 2013 to 2022. Vintage year defined as legal inception date. 
Lower Middle Market defined as funds less than $750MM, Larger Peers 
defined as funds greater than $2Bn.
9 For illustrative purposes only. List is not exhaustive. 

RISK FACTORS
Alternative investments are intended for qualified investors only. 
Alternative investments, including private equity funds, provide limited 
liquidity and include, among other things, the risks inherent in investing 
in securities and using leverage. An investment in an alternative 
investment fund can be speculative and should not constitute a complete 
investment program.
Private equity funds will typically invest in securities, instruments and 
assets that are not, and are not expected to become, publicly traded and 
therefore may require a substantial length of time to realize a return or 
fully liquidate. There can be no assurance that any such fund will be able 
to identify, choose, make or realize investments of the type targeted for 
their fund, or that such fund will be able to invest fully its committed 
capital. There can be no assurance that a fund will be able to generate 
returns for its investors or that returns will be commensurate with 
the risks of the investments within such fund’s investment objectives. 
The business of identifying and structuring investments of the types 
contemplated by these funds is competitive and involves a high degree 
of uncertainty. In addition to competition from other investors, the 
availability of investment opportunities generally will be subject to 
market conditions as well as, in many cases, the prevailing regulatory or 
political climate.

IMPORTANT INFORMATION
The views and opinions and/or analysis expressed are those of the author 
or the investment team as of the date of preparation of this material 
and are subject to change at any time without notice due to market or 
economic conditions and may not necessarily come to pass. Furthermore, 
the views will not be updated or otherwise revised to reflect information 
that subsequently becomes available or circumstances existing, or changes 
occurring, after the date of publication. The views expressed do not reflect 
the opinions of all investment personnel at Morgan Stanley Investment 
Management (MSIM) and its subsidiaries and affiliates (collectively “the 
Firm”), and may not be reflected in all the strategies and products that the 
Firm offers. 
This material has been prepared on the basis of publicly available 
information, internally developed data and other third-party sources 
believed to be reliable. However, no assurances are provided regarding 
the reliability of such information and the Firm has not sought 
to independently verify information taken from public and third-
party sources.
This material is a general communication, which is not impartial and 
all information provided has been prepared solely for informational 
and educational purposes and does not constitute an offer or a 
recommendation to buy or sell any particular security or to adopt 
any specific investment strategy. The information herein has not been 
based on a consideration of any individual investor circumstances and 

is not investment advice, nor should it be construed in any way as tax, 
accounting, legal or regulatory advice. To that end, investors should 
seek independent legal and financial advice, including advice as to tax 
consequences, before making any investment decision.
Any charts and graphs provided are for illustrative purposes only.
Any performance quoted represents past performance. Past performance 
does not guarantee future results. 
The indexes are unmanaged and do not include any expenses, fees or sales 
charges. It is not possible to invest directly in an index. Any index referred 
to herein is the intellectual property (including registered trademarks) 
of the applicable licensor. Any product based on an index is in no way 
sponsored, endorsed, sold or promoted by the applicable licensor and it 
shall not have any liability with respect thereto.
This material is not a product of Morgan Stanley’s Research Department 
and should not be regarded as a research material or a recommendation. 
The Firm has not authorised financial intermediaries to use and to 
distribute this material, unless such use and distribution is made in 
accordance with applicable law and regulation. Additionally, financial 
intermediaries are required to satisfy themselves that the information 
in this material is appropriate for any person to whom they provide this 
material in view of that person’s circumstances and purpose. The Firm 
shall not be liable for, and accepts no liability for, the use or misuse of this 
material by any such financial intermediary. 
This material may be translated into other languages. Where such a 
translation is made this English version remains definitive. If there are any 
discrepancies between the English version and any version of this material 
in another language, the English version shall prevail.
The whole or any part of this material may not be directly or indirectly 
reproduced, copied, modified, used to create a derivative work, performed, 
displayed, published, posted, licensed, framed, distributed or transmitted 
or any of its contents disclosed to third parties without the Firm’s express 
written consent. This material may not be linked to unless such hyperlink 
is for personal and non-commercial use. All information contained herein is 
proprietary and is protected under copyright and other applicable law.
Morgan Stanley Investment Management is the asset management division 
of Morgan Stanley.

DISTRIBUTION
This material is only intended for and will only be distributed to persons 
resident in jurisdictions where such distribution or availability would 
not be contrary to local laws or regulations. 
MSIM, the asset management division of Morgan Stanley (NYSE: MS), 
and its affiliates have arrangements in place to market each other’s 
products and services. Each MSIM affiliate is regulated as appropriate 
in the jurisdiction it operates. MSIM’s affiliates are: Calvert Research 
and Management, Eaton Vance Management, Parametric Portfolio 
Associates LLC, Parametric SAS, and Atlanta Capital Management LLC.
This material has been issued by any one or more of the following entities: 

EMEA 
This material is for Professional Clients/Accredited Investors only. 
In the EU, MSIM materials are issued by MSIM Fund Management (Ireland) 
Limited (“FMIL”). FMIL is regulated by the Central Bank of Ireland and 
is incorporated in Ireland as a private company limited by shares with 
company registration number 616661 and has its registered address at 24-
26 City Quay, Dublin 2, DO2 NY19, Ireland. 
Outside the EU, MSIM materials are issued by Morgan Stanley Investment 
Management Limited (MSIM Ltd) is authorised and regulated by the 
Financial Conduct Authority. Registered in England. Registered No. 1981121. 
Registered Office: 25 Cabot Square, Canary Wharf, London E14 4QA. 
In Switzerland, MSIM materials are issued by Morgan Stanley & Co. 
International plc, London (Zurich Branch) Authorised and regulated by 
the Eidgenössische Finanzmarktaufsicht (“FINMA”). Registered Office: 
Beethovenstrasse 33, 8002 Zurich, Switzerland. 
Italy: MSIM FMIL (Milan Branch), (Sede Secondaria di Milano) Palazzo 
Serbelloni Corso Venezia, 16 20121 Milano, Italy. The Netherlands: MSIM 
FMIL (Amsterdam Branch), Rembrandt Tower, 11th Floor Amstelplein 
1 1096HA, Netherlands. France: MSIM FMIL (Paris Branch), 61 rue de 
Monceau 75008 Paris, France. Spain: MSIM FMIL (Madrid Branch), Calle 
Serrano 55, 28006, Madrid, Spain. Germany: MSIM FMIL Frankfurt 
Branch, Große Gallusstraße 18, 60312 Frankfurt am Main, Germany 
(Gattung: Zweigniederlassung (FDI) gem. § 53b KWG). Denmark: MSIM 
FMIL (Copenhagen Branch), Gorrissen Federspiel, Axel Towers, Axeltorv2, 
1609 Copenhagen V, Denmark.
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MIDDLE EAST
Dubai International Financial Centre: This information does not 
constitute or form part of any offer to issue or sell, or any solicitation 
of any offer to subscribe for or purchase, any securities or investment 
products in the UAE (including the Dubai International Financial Centre 
and the Abu Dhabi Global Market) and accordingly should not be 
construed as such. Furthermore, this information is being made available 
on the basis that the recipient acknowledges and understands that the 
entities and securities to which it may relate have not been approved, 
licensed by or registered with the UAE Central Bank, the Dubai Financial 
Services Authority, the UAE Securities and Commodities Authority, the 
Financial Services Regulatory Authority or any other relevant licensing 
authority or government agency in the UAE. The content of this report 
has not been approved by or filed with the UAE Central Bank, the Dubai 
Financial Services Authority, the UAE Securities and Commodities 
Authority or the Financial Services Regulatory Authority.

Saudi Arabia 
This financial promotion was issued and approved for use in Saudi Arabia 
by Morgan Stanley Saudi Arabia, Al Rashid Tower, Kings Sand Street, 
Riyadh, Saudi Arabia, authorized and regulated by the Capital Market 
Authority license number 06044-37.

U.S.
NOT FDIC INSURED. OFFER NO BANK GUARANTEE. MAY LOSE  
VALUE. NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY.  
NOT A DEPOSIT.

ASIA PACIFIC
Hong Kong: This document has been issued by Morgan Stanley Asia 
Limited, CE No. AAD291, for use in Hong Kong and shall only be made 
available to “professional investors” as defined under the Securities 
and Futures Ordinance of Hong Kong (Cap 571). The contents of this 

document have not been reviewed nor approved by any regulatory 
authority including the Securities and Futures Commission in Hong Kong. 
Accordingly, save where an exemption is available under the relevant law, 
this document shall not be issued, circulated, distributed, directed at, or 
made available to, the public in Hong Kong.
Singapore: This material is disseminated by Morgan Stanley Investment 
Management Company, Registration No. 199002743C. This material may 
not be circulated or distributed, whether directly or indirectly, to persons 
in Singapore other than to (i) an accredited investor , (ii) an institutional 
investor as defined in Section 4A of the Securities and Futures Act, Chapter 
289 of Singapore (“SFA”); or (iii) otherwise pursuant to, and in accordance 
with the conditions of, any other applicable provision of the SFA. This 
publication has not been reviewed by the Monetary Authority of Singapore. 
Australia: This material is provided by Morgan Stanley Investment 
Management (Australia) Pty Ltd ABN 22122040037, AFSL No. 314182 and 
its affiliates and does not constitute an offer of interests. Morgan Stanley 
Investment Management (Australia) Pty Limited arranges for MSIM affiliates 
to provide financial services to Australian wholesale clients. This material will 
not be lodged with the Australian Securities and Investments Commission. 

Japan
This material may not be circulated or distributed, whether directly or 
indirectly, to persons in Japan other than to (i) a professional investor as 
defined in Article 2 of the Financial Instruments and Exchange Act (“FIEA”) 
or (ii) otherwise pursuant to, and in accordance with the conditions of, 
any other allocable provision of the FIEA. This material is disseminated 
in Japan by Morgan Stanley Investment Management (Japan) Co., Ltd., 
Registered No. 410 (Director of Kanto Local Finance Bureau (Financial 
Instruments Firms)), Membership: the Japan Securities Dealers Association, 
the Investment Management Association of Japan and the Type II Financial 
Instruments Firms Association. 
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