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ABSTRACT 

 

The main aim of this thesis is to investigate the positive impact that private equity activities 

can have on small medium enterprises. This topic has been long studied by scholars but there 

are different points of view toward this topic. Someone states that private equity can 

positively affect SME‟s performances enhancing growth, efficiency, transparency and 

internationalization, while others declares the there is short term positive impact with a 

medium to long term losses in terms of value creation and jobs caused by the necessity to 

optimize return on investment  typical of PE„s nature. 

The secondary objective of this work is to understand how Private Equity funds manage to 

boost venture backed companies into successful cases of growth and what are the drivers 

leveraged to create value.  

The necessity to reach a minimum scale is a crucial matter especially for Italian companies 

that due to structural and cultural reasons seem to be unable to grow beyond a certain level. 

The case brought as an example show how the collaboration between PE and the entrepreneur 

can achieve incredible results allowing companies to compete in a globalized word. 

Thus open the door to investments funds is still not an option that is usually taken in 

consideration by companies but there should be a change into the entrepreneurial system in 

order to allow Italian firm to overcome different problems and prosper once again. 
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INTRODUCTION 

 

Private Equity in Italy is still a world in some ways unexplored. On the other side in the 

Anglo-Saxon countries is now firmly entrenched in corporate culture since it represents the 

natural evolution of British Investment Trusts of 18
th

 century, which were used to finance the 

development of American Railroads. 

In Italy the year of the beginning of Private Equity is conventionally traced back to 1986, 

when the AIFI ( Italian association for Private Equity and Venture Capital) was founded. 

The Private Equity in the Italian market has recognized the presence of numerous investment 

opportunities even though the country is mostly “populated” by medium-sized companies. 

From the data presented by AIFI PwC (2012) about the situation of Private Equity in Italy, it 

is easy to understand that this type of investment has been highly affected by the financial 

crisis. Below there are some details of the evolution of capital raised in millions of euro which 

shows the decrease of the collection, in 2007 the capital raised amounted to 3.028 million, 

2.267 million in 2008, in 2009 only 957 million, in 2010 and 2,187 million and in 2011 1.049 

million. 

Even though the role of private equity is quite popular, at the same time can be considered as 

controversial. There are many who argue that the disadvantages are more than the advantages 

for the target firm and all the activities are focused on leveraging the company and entering in 

the investment at low multiples and then exit when the multiples are more favorable to 

achieve higher yield. 

What should you think then of Private Equity and what is the reason that makes this activity 

so controversial? 

Steve Kaplan, a finance professor at the University of Chicago and author of numerous 

publications on value creation implemented by the Private Equity, has tried to answer this 

question that has been asked by a journalist. Its reply contains the key elements that describe 

the essential points of the intervention of private equity and that will be developed in the 

thesis.  
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The operator of Private Equity is a temporary partner (medium to long term), which uses the 

capital provided by institutional investors, such as pension funds, to invest in companies 

usually not listed or even if traded with the objective of delisting. To do this, it uses debt, 

which can represent 60-70% of the purchase price. The PE takes advantage of the managerial 

skills of its partners to create value with the purpose of obtaining a high capital gain, meaning 

the difference between the acquisition and the selling price. 

Value creation occurs through three instruments: financial engineering, governance 

engineering and operational engineering. 

Thus according to Kaplan there are three types of results that must be observed to come to the 

answer: 

 Return on investment: empirical evidence shows that the returns are high; investment in 

Private equity beat the return on investment on the stock market over the past 20 years. 

On average, every dollar invested in a PE funds earns 20% more than a dollar invested in 

the S&P 500. 

 Performance of the venture backed company: empirical evidence shows that the actions of 

PE have a positive impact. There is an increase in cash flow and revenue as well as an 

increase in efficiency and internationalization compared to similar companies. There is no 

evidence of value destruction. 

 Treatment of employees of the target company: many criticize the PE because the goal of 

cost reduction would result in a cut in jobs. 

According to empirical evidence, the PE creates and destroys jobs. After the buyout the 

number of employees in the “old” company tends to be reduced by 3% compared to similar 

non baked companies but at the same time after the company reorganization, the level of 

employees tends to increase by 2% compared to other similar non backed companies. If you 

look at the overall result it can be seen that the negative effect is reduced. 

All the empirical evidences presented in numerous studies show an improvement in the 

productivity of the companies with the management of PE. So why it is believed that the PE's 

work is so controversial if the performance is positive? 
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Some people believe the PE is a tool for capitalists to "loot" companies
1
. The other element of 

discussion is linked to the large profits earned by Private Equity funds and their investors (20% 

of the return goes to the fund while 80% is paid back to investors). High returns, however, are 

made when the operation ends successfully and there has been a significant improvement in 

the company development. 

The activity of PE is not without negative aspects but we must recognize that the empirical 

evidence and case studies show that the PE is able to recognize the mechanisms and act to 

restore a company to grow due to an experienced team of management specialized in strategy, 

finance and operations. Thanks to these skills Private Equity firms are able to identify what 

the company needs at that time.  

 

1.1 Research Question 

The main research question this work proposes to answer is: 

Do Private equity activities have a positive impact on small and medium enterprises’ 

performances in the Italian market? 

In order to have a better understanding of this topic a lot of data resulting from different 

studies and researches will be presented during the paper as well as an empirical evidence 

coming from a study case that perfectly fit into this topic. 

 

1.2 Structure of the thesis 

The first section introduces a general overview of the loss of competitiveness of the Italian 

industrial system highlighting all the structural features that lead to this situation compared to 

other European countries with different trends. Section 2 presents the main definitions and 

                                                           
1
 They base these criticisms on some operations implemented by the PE, such as "dividend recap". As opposed 

to a typical dividend which is paid regularly from the company's earnings, a dividend recapitalization occurs 

when a company raises debt  by issuing bonds to fund the dividends. This practice can occur  even if the 

company goes bankrupt because the PE fund has the right to pay dividends anyway. The role of banks in this 

operation is essential, in fact this practice occurs only when the banks are willing to lend more money, especially 

if the target company is performing well and the bank does not expect bankruptcy. (Kaplan, 2012). 
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theories on the subject of Private Equity, starting from the description of the characteristics of 

closed-end funds, and then focusing on the analysis of the organizational structure of PE. 

Differences between private equity and venture capital will be listed as well as the differences 

among different type of PE funds. There will be also an analysis regarding the stages of the 

PE fund‟s life cycle, so the fund-raising, the investment period and the divestment one with a 

focus on the main trends going on in the Italian market nowadays. The third section will 

describe all the benefits that a venture backed company can access due to PE: financial, 

strategic and organizational expertise. Moreover additional data have been brought to 

underline how Private Equity funds can boost growth and internationalization. The last 

section presents an empirical evidence regarding PE‟s positive effect on SME in the Italian 

market, the Piquadro SpA. This medium size company, active in the in the Italian market of 

leather goods, bags and accessories thanks to PE investments was able to experience a 

successful process of growth. 
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CHAPTER 2: REGAINING COMPETITIVENESS: THE NEW CHALLENGE OF 

“MADE IN ITALY” 

 

 

2.1 Introduction  

The performance of Italian companies in foreign markets is often interpreted in the  

light of an inadequate system of funding to support export and foreign direct investments. 

This issue mainly concerns those companies which already operate on international scale and 

compete with other companies which benefit from a greater support from the domestic 

financial system. However, an improvement of the country‟s international competitiveness 

requires also to increase the number of companies that initiate a successful international 

process. Such a strategy may be of particular interest or even necessary for firms that lack 

specific resources to overcome the risk of going global. The risk associated with the 

implementation of internationalization strategies is high and greater than the risk associated 

with the domestic business. A recent survey aimed at investigating the factors underlying the 

survival of Italian firms shows as – ceteris paribus - be an exporter company (and make 

foreign direct investments) drastically reduces the estimated probability of survival
2
.  

Potential international risks include exchange rate fluctuations, possible legislative constraints 

such as import and exports restrictions, host country government actions such as 

expropriation or nationalization.  

Accordingly, the possession of strategic resources becomes a more crucial issue than the 

provision of financial sources. Therefore a decisional support mechanism, more than a capital 

rationing solution through financing, becomes always more necessary in order to clearly show 

the firm‟s entrepreneur the risk and the benefits of going global. 

 

 

 

 

                                                           
2
 G.Giovannetti, G.Ricciuti, M.Vilucchi, “Dimensione, innovazione e internazionalizzazione. Un‟analisi di 

sopravvivenza delle imprese italiane”, in L‟Italia nell‟economia internazionale, Rapporto ICE 2006-2007 
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2.2 The Decline of Italy’s international competitiveness 

 

2.2.1 A snapshot of Italy’s main problems 

In the last decade, Italy has suffered from low productivity, weak economic growth and 

declining competitiveness. Total factor productivity has been sharply declining over the last 

ten years, which has resulted in stagnating incomes, persistently rising unit labor costs, a 

widening competitiveness gap, and almost no growth.  

Concerning the weak productivity growth, it can be attributed to a number of different factors, 

including: (i) regulatory rigidities limiting competition in the business environment; (ii) low 

efficiency mainly linked to the preponderance of small and medium-sized enterprises, too 

small to fully exploit economies of scale; (iii) limited process and product innovation due to 

labor market rigidities; (iv) the low level of education; (v) pervasive inefficiency in public 

sector and expenditure; and (vi) the low-skill specialization pattern, given a production 

structure (especially in manufacturing) based on traditional products.  

This data presented by a study from the International Monetary Fund made in 2012 proves 

that the country‟s weak growth performance can be attributed to a number of structural factors: 

 Low educational level and inadequacies in tertiary education. The level of educational 

attainment of the Italian peninsula is among the lowest in the OECD area. Only slightly 

above than 10 percent of the working population has a tertiary degree in comparison with 

the OECD average of 26 percent. Despite heavy education expenditure per student, the 

average educational outcomes of a typical 16–year old Italian student are among the 

lowest according to the OECD PISA study. 

 Excessive regulation. In many areas, Italy‟s regulatory policies and practices still lags far 

behind best practice in Europe and the OECD. Most parts of the service sector remain 

highly protected from competition or encumbered with excessive regulation but the 

situation can varying across regions. Moreover the private sector also faces obstacles with 

inefficiencies in the public administration  

 A predominance of SMEs, which are unable to exploit economies of scale. Owing to 

regulatory, financial, corporate governance and cultural reasons, small and medium 
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companies are still predominant in Italy. Growing beyond a certain point, where personal 

connections and family can no longer serve to enforce contracts requires a remarkable 

increase in risk and costs of control. The tradition of personal or family control has 

contributed to the limited use of non-bank SME financing. Furthermore the equity 

markets remain underutilized as a source of financing and venture capital has also been 

sluggish to develop. Holding structures in most cases tend to obscure beneficial ownership 

and to give a degree of control that significantly exceeds the shares owned.  

 The tax burden is one of the largest among the OECD countries but public sector‟s 

expenditure is very inefficient, especially in the south. 

 Weak judicial system. Delays of trials in civil justice are among the longest in all OECD 

countries and courts are very slow to resolve cases. It seems that incentives faced by 

lawyers tend to encourage longer trials since lawyers are paid for each judicial act, so that 

they tend to multiply the number of acts they perform. 

 Scarce innovation and R&D activity . Expenditure on research and development in Italy is 

slightly above 1.1 percent of GDP, compared with an OECD average of 2.3 percent. The 

typical small size of Italian companies makes it difficult to afford up-front cost of R&D. 

In addition R&D in universities or research institutions is underdeveloped in Italy due to 

public‟s expenditures cuts. 

 Regional divide. Italy is characterized by considerable regional disparities in terms of 

labor market performance as well as per capita income, in particular between the 

developed Center-North and the lagging South. Per capita GDP in the southern part of the 

country is almost half of that in the North, reflecting lower productivity and, more 

importantly, substantially lower employment rate disparities. 

Due to these structural features the competitiveness gap keep on widening. Furthermore 

economic rigidities, along with historic specialization of Italy in products with relatively low 

value added, contributed to a increasing erosion of competitiveness. Italian market share in 

world trade has declined significantly compare with its peers since the mid 1990s. Growth in 

lower productivity has been outpaced by earnings growth over the last ten years. As a result, 

Italy‟s unit labor costs grew by nearly 25 percent cumulatively since the years 2000. The real 

exchange rate has steadily appreciated on account of moderately higher inflation and unit 

labor cost increases exceeding those of trading partners. 
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Structural impediments are still present and they contribute to hinder product market 

performance, in fact the high level of product market regulation hampers productivity growth 

and incentives for innovation. There have been considerable progresses since the beginning of 

the European Monetary Union as OECD‟s product market reform indicators suggest, but the 

process has lost momentum since early 2000s. Compared to the other euro countries 

(including France, Germany and Spain), improvements were achieved, but Italy is still 

heavily regulated than its peer countries on some accounts. The remaining weaknesses are the 

high levels of public ownership, mainly at the local level, regulatory barriers to competition, 

administrative and bureaucratic burdens to startups, and constraining regulations for 

professional services (OECD 2009).  

Another crucial aspect to consider is the labor market. Despite considerable improvements 

over the past decade, the performance of Italy‟s labor market still lags behind other European 

economies. Employment rates continue to be lower than those in most other European 

countries and the employment rates vary strongly across socio-economic groups. While the 

employment rate of prime-aged males is quite often at or above 71 percent, the scarce 

employment rates of women, older workers and youth considerably reduce the overall 

employment rates. In addition labor utilization varies considerably across regions and the tax 

wedge, especially for low-skilled workers, remains high. On top asymmetric polices have also 

exasperate disparities in the labor market. Italy‟s social safety net is quite generous for some 

workers, but virtually nonexistent for most of the others. The extent of the employment 

protection can varies substantially across workers and the aggregate wage distribution is 

definitely too compressed. As a consequence, an increasing share of workers faces high 

employment risk but on the other side little income insurance. The actual wage bargaining 

system also exacerbates these disparities: in the North nationally bargained wages are less 

binding while too high for the South, preventing sufficient spatial mobility to quickly reduce 

regional disparities. Besides there is also no general unemployment insurance. 

 

 

2.2.2 Empirical evidence 
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The international competitiveness of the Italian industrial system has emerged as a critical 

issue from the end of the nineties after the so-called “crisis of globalization” whose main 

effects may be summarized in two major evidences: 

 Italy‟s trade- balance, well over 20 billion of Euro in the second half of the nineties, fell 

from 1999 turning negative from 2004 to 2010 (data ICE 2011);  

 The Italian economy continued to lose competitiveness on international markets: Italy‟s 

share of the world market fell from almost 4,5 percent to 2,4 percent between 1998 and 

2010, extending a negative trend that began in 1995.  

Looking at the statistics on international trade flows we also observe that both the 

procurement market and the internationalized sectors‟ growing trend have been changed over 

the time: Far East, Russia and new EU members are becoming more and more attractive 

countries and the leading sectors that are most rapidly moving global are no longer the textile 

and food retail segments, rather we observe growing international improvements on the 

sectors of the mechanical equipment, transport, metals, chemicals, synthetic and artificial 

fibers, producers of domestic appliances, glass and ceramics products. The increase of the 

weight of exports of these sectors are attributable to larger companies which registered a 10% 

increase in exports over the last ten years thanks to a more structured organization and higher 

capacity of investments. 

These data confirm that the international competitiveness of SMEs in traditional sectors such 

as primary leather, furniture and textile products, is gradually decreasing. To validate the data 

regarding the loss of international competitiveness of Italian SMEs we may refer to the 

several statistics on the international involvement of family business. They show that the 

structural constraints in terms of availability of resources, closed ownership, management‟s 

dependence from the ownership and management styles, may induce family business to face 

different strategic choices, than larger firms in coping with the process of international 

expansion. This implies a reluctance of SMEs to enter foreign markets in a structured way. In 

particular, they are featured by a structural lack of intention to engage internationalization 

activities and by an intrinsic behavior to be profitable by occasionally managing the 

relationships with other countries, through an opportunistic approach aiming at exploiting 

occasionally opportunities on the market.  
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2.2.3 Structural features 

Several studies argued that the deterioration of Italy‟s trade balance may be attributable to two 

main structural features which characterize the Italian industrial model: the predominance of 

small sized companies and the specialization in mature sectors whose comparative advantage 

has been concentrated more and more in goods for which world demand grown relatively 

slowly. 

1. The predominance of SME firms 

With a particular focus on company‟s size, available statistics reveal that, differently from the 

other European countries, the predominance of small sized companies is a feature that 

strongly remains in the Italy‟s industrial system. Recent data
3
 relating to the distribution of 

employees by firm size, show that 56% of employees are employed in enterprises with less 

than 50 employees
4

. This incidence is approximately double than in Germany (around 

23%) and France (around 30%) and higher than Spain and Portugal (around 50%). These 

results were also confirmed by ISTAT
5
 which demonstrates that more than 90% of the Italian 

manufacturing sector has a workforce constituted by less than 19 employees and an 80% with 

less than 9. (cfr. ISTAT, Struttura e competitività del sistema delle imprese industriali e di 

servizi, 2004).  

If, on one hand, the small size provide more flexibility to the production system, on the other 

hand it may lead to reduce the efficiency because it makes more difficult to develop 

innovative products and be internationally competitive considering the constraints that it 

imposes to internationalization and to foreign market penetration. An analysis of the 

internationalization of made in Italy performed by ICE (Istituto nazionale per il commercio 

estero) shows that smaller firms tend to have a lower propensity to export compared to larger 

firms.  

The weak performance of small-medium sized firms in foreign markets shows the existence 

of constraints to a "natural" growth towards internationalization. In this perspective, the weak 

performance of small firms would not be necessarily due to a smaller set of opportunities for 

                                                           
3
 ICE Report 2010-2011 “L‟Italia nell‟economia internazionale” 

4
 The choice of 50 as the lower limit is consistent with the widely accepted definition of Small sized company.     

(Recommendation of the European Commission, May 6th 2003). 
5
 ISTAT: Italian national institute for statistics. 
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international development opened up to these companies (since that the opportunities 

disclosed to niche products should be greater than those disclosed to the production of larger 

scale) but rather, to a sort of reluctance of the entrepreneur to implement an 

internationalization development given the small size constraints that this strategy involves. 

Examples of these constraints are ascribable to:  

 The lack of managerial skills of small enterprise managers, essentially related to both the 

family business model and to the impact of diseconomy of scale which often characterize 

the small-sized company; 

 the risks associated to the investment activities to promote an international growth which 

can be assimilated to the same risk of starting a new business (a start-up risk); 

 the closed ownership structure and the relative corporate governance model of small 

businesses which restricts the financing sources to support international development to 

debt financing and self financing solutions. 

 

 2. Specialization in mature sectors  

In many cases, Italian exports have been penalized by the fact that their comparative 

advantages have been concentrated in goods and services for which world demand has grown 

relatively slowly. However, despite this “dynamic inefficiency” of Italian model, it appears 

that the exports of the traditional sector have increased over time positively contributing to the 

revival of Italy‟s international competitiveness. After an initial negative impact on the trade 

balance, the so-called “globalization crisis” has enabled the Italian model to re-assess and 

improve their organizations and the production system as a whole in order to stand the new 

competitive challenges. This system up-grade occurred through a wide variety of actions 

ranging from an efficiency improvement of manufacturing operations using lower-cost 

imported raw materials and half-finished products to the delocalization of manufacturing 

operations to low-cost countries to benefit from a lower cost of key resources (i.e. cost of 

labour)
6
. The extent and the nature of this phenomena is confirmed from the annual survey 

performed on 4,000 Italian companies by the Bank of Italy, Indagine sulle imprese industriali 

e dei servizi, which shows that, between 2000 and 2007, more than half of the sample 

readdressed their strategy to expand their commercial awareness in foreign markets through 

                                                           
6
 Romania, Bulgaria, Albania, Poland and the Maghreb area are the main geographical destinations. Recently 

delocalisation to Russia, India and China has started to grow very quickly. Source: “L‟industria Italiana e il 

fenomeno delle delocalizzazioni” (2009),  IlSole24Ore su dati ISTAT.  
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foreign direct investments or through new partnerships and collaboration with other firms 

whit whom to cooperate and to develop new technological knowledge and to seek resources 

(labor force, energy) at competitive costs.  

This change, mainly occurred in larger firms, has been pursed through different strategies: 

while 38% of the companies have focused on a quality-improvement of products range, the 

15,3% preferred to renew their international competitiveness through direct investments 

aiming at reinforce the brand with a 7,3% which initiated their international activities through 

exports. Another important evidence of the gradual improvement occurring in Italy is also 

witnessed by an increase of the average Unit Value Indices UVI
7
, annually calculated by 

Eurostat, as a consequence of a improvement of the value of exports in presence of a reducing 

trend in quantitative terms. This result is often interpreted as a consequence of the ongoing 

commitment of Italian firms to improve the quality content of domestic products which 

enabled the domestic exports to benefit from a “qualitative” competitive advantage compared 

with the main European competitors. 

 

2.3 Concluding remarks 

 After analyzing the structural features affecting the Italian model, we may argue that the 

recovery of the international competitiveness is driven by a restructuring phase involving the 

overall system which required not only a review of the offer conditions of goods, mainly 

improving the qualitative aspects of products to revenge the superiority of the “Made-in-Italy” 

production but, also, an intrinsic change of the firm‟s organization itself in front of the 

irreversible choices imposed by the internationalization process and growth. Accordingly, 

recent surveys confirm that “internationalized” companies apart from being larger (in term of 

number of employees), they are also more productive and benefit from more specialized 

resources. On account of this, we may claim that the international performance of firms 

operating in mature sectors is closely linked to an upgrading of their products with a high 

component of added-value on which rely on to survive both on the domestic and international 

market. Also, from the analysis of the specialization model which qualifies the Italian 

industrial model, it is clear that the weak performance in foreign markets cannot be well-

interpreted without considering the progressive deterioration of market share of Italian firms 

                                                           
7
 Eurostat defines Unit value as the ratio of trade value on exported quantity. Its trend has not an unambiguous 

interpretation considering that it depends both from the pricing and the product mix of exported goods. 
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in the domestic market since that, a not internationalized small-company has to face the risk 

of an increasing competition and has to compete with a range of competitors, both domestic 

and international, interested in acquiring its market share. Consequently, the market for 

corporate control of these companies – despite the growing risks associated with the 

competitive position in the domestic market- will be associated to an increase of the premium 

that foreign or domestic competitors will be willing to pay in order to pursue an external 

growth. This condition will inevitably lead to a divergence between the stand-alone value of 

the firm – based on the net present value of the future cash flows which are expected to 

decrease in a context of an increasing competitive pressure and inability of the company to 

compete with – and the value of the controlling interest. The premium is a function of the 

“costs” that the potential buyer will recognize to the company in order to acquire its market 

share on the domestic market. This temporary divergence which distorts the real enterprise-

value may induce the entrepreneur to over-evaluate his business and to under-evaluate the 

risks associated to the inability of the company to react within an increasing international 

framework .Consequently, the differential cash-flows generated from the investments for an 

international development would become under-valuated if measured as a difference between 

the expected cash flows from internationalization and the current free-cash flows. 

Accordingly, a proper method to evaluate the value associated to internationalization is the s.c. 

with and without which is able to highlight the deterioration of the domestic cash flows in 

absence of an external growth on international scale.  
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CHAPTER 3: ITALIAN PRIVATE EQUITY AND VENTURE CAPITAL MARKET 

 

3.1 Introduction 

The economic policy debate about the factors concerning the country‟s competitiveness and 

the growth of its industrial system confirms the important role played by structural reforms 

both on capital and labor market. The relative importance of the spread of technical and 

organizational knowledge and the importance embedded in investing in innovation. Recently, 

after being neglected for a long time, the contribution played by financial intermediates in 

supporting the competitive growth of firms and consequently the country in which these 

companies operate has been further analyzed. Particular attention have been paid to private 

equity investors as a valuable instrument through which revitalize the Italian industrial 

framework on both domestic and international markets. In particular, private equity fund is 

considered as an important vehicle to promote the emergence of new business and the growth 

of the existing ones, especially if they are high-technology intensive (ICT, biotechnology, 

etc...) which are by definition characterized by high asymmetric information. Unlike the 

United States and, in part, the United Kingdom, the development of these highly-specialized 

institutional investors is still limited on the Italian market. 

Consistently with the definition provided by the EVCA (European venture capital 

association), “Private equity is a form of equity investment into private companies that are not 

listed on a stock exchange. Private equity is distinguished by its active investment model, in 

which it seeks to deliver operational improvements in its companies, over several years”. In 

addition to capital providing, Private equity funds invest in companies with the aim to provide 

a highly-specialized expertise in different fields which is needed to permanently enforce the 

company business model and raise its value. Private equity, as a truly versatile investor, 

provides not only the financing resources in the initial phase (start-up phase), but it also 

provides further funds in the subsequent development stages of the  business life cycle with 

the aim of enhancing the business and creating value.  

Venture capital is, strictly speaking, considered as a subset of the private equity industry and 

refers to those equity investments made for the early development. It has a particular focus on 

those start-up businesses which would be hardly able to raise capital by traditional methods. 

For new-born businesses, in fact, it is often difficult to borrow capital from banks since that 
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early stage investments are often characterized by high-risk perspectives, initial low 

profitability and fixed assets dearth difficult to be used as collateral for loans.   

On the contrary, dealing with mature businesses, PE investments occur when financing 

sources are required by the company‟s management team to buy an existing company from its 

current shareholders, such a transaction is called a “buyout” investment. Frequently, buyouts 

involve management turnaround, often as a mechanism of succession in family-owned 

business, with the aim of increasing both operational and management efficiency. Such a 

strategy are often financed by issuing debt, hence the name “leveraged buy-out”, and are 

strictly monitored by the adoption of incentive mechanisms to link the management 

compensation to the firm‟s performance. Finally, some private equity operations may be 

addressed to mature business for restructuring purposes.  

But, How Does Private equity work? A common feature among the different types of 

investment is the opportunity to exercise a deepen control over the company‟s management 

decisions.  

Private equity investors make investments directly into private companies acquiring equity 

stake and following financing is generally subject to the achievement of some specific 

objectives. Relevant monitoring tools are used to protect their investment such as the use of 

mezzanine financing, the right to nominate their representative in the management board of 

the company and the exercise of veto-right in case of self-defeating decisions. These 

monitoring mechanisms have been deeply analyzed and highlighted in the literature mainly 

with a particular reference to the experience of the United States.  

This chapter analyses the general theories about PE in terms on how do they operates, 

organizational structure and all the different types of PE fund and then we will move the 

attention to the Italian private equity and venture capital market giving an insight at macro-

economic level (weight of investments and the main feature of private equity firms operating 

in Italy) and at a microeconomic level using the research performed by the Bank of Italy and 

AIFI
8
. The analysis describes the main features that characterize their activity as a financial 

intermediates focusing on the different types of investors and on their specialization on 

different stages of investment.  

                                                           
8
  AIFI (Italian Private Equity and Venture Capital Association) was created in May 186, in order to promote, 

develop and represent institutionally the venture capital and private equity in Italy. 
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For simplicity, from this section onwards, the term private equity will be used referring to 

both venture capital and buyout transactions. 

3.2 Private Equity 

Thus as described in the section above Private Equity (PE) is a temporary partner, generally 

with a medium to long-term horizon, which uses managerial skills of their partners to create 

value with the only purpose of obtaining a capital gain once the operation is concluded. 

Regarding capital gain we mean the difference between the acquisition and the selling price of 

the investment. 

The underwriters of the fund provide the capital that is collected by the PE, which later it will 

be use to make investments in new companies (thus to create the company portfolio) with a 

high growth potential. 

The investment in PE can be defined as “alternative” since it involves a significant risk and it 

is characterized by high illiquidity, due to the fact that funds usually operate outside of the 

stock exchange, that it is a highly unregulated environment. 

Main investors such as pension funds and institutional investors can make investments 

directly or through other PE funds, defined as fund of fund. 

The reasons which lead to investment in PE can be connected to the following benefits: 

• Excellent risk-adjusted return compared to the performance of the best fund, 

• Low correlation with the return of other asset, 

• Diversification in comparison to the public market. 

Moreover unlike the typical stock market investments, investments in PE allow to exercise a 

high level of control and to define the optimal capital structure. 

 

3.3 Closed-end funds. 

There are two types of funds: the first one is a closed-end funds and the second one is an 

open-end funds. Below we will analyze the characteristics of the closed-end funds because it 

is within this category that we can find the PE funds.  
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According to the Italian legislation closed-end funds are included in the macro category of 

Mutual funds
9
. Closed-end funds are collective investment schemes with a fixed number of 

shares that, unlike opened-end funds new shares cannot be created by managers to meet 

demand from investors. Instead, the shares can only be sold or purchased in the market and 

new shares cannot be underwritten until the end of the Fund‟s life. The maximum duration for 

a closed-end fund has been set by the Italian law, for a period of 30 years, even if it usually 

has a 10 years life, split equally between investment and divestment period.  

In Italy is common to utilize SGR
10

 companies to manage closed-end funds, in fact the 

definition of strategies and investment policies regarding fundraising belongs to these 

management companies SGRs. For this function, the management company is entitled of an 

annual fee, so called management fee, of 2-3% of capital that investors are required to pay. 

Moreover the SGR benefits of a commission of 20% on the fund‟s profit, called carried 

interest. This percentage is calculated as a percentage of the profits made by the fund in 

capital gains. Even the managers participate to the fund‟s result in order to align their 

responsibilities concerning the investments selection and the use of investor‟s funds. 

 Usually Investors are institutional operators such as banks and pension funds which invest in 

“illiquid” funds with the knowledge that they will benefit from a higher return (high 

risk/return). 

There are different categories of closed-end funds: 

 Retail funds: These kinds of funds need the approval of Bank of Italy and Consob
11

 due to 

their nature. Retail funds are sold to individual investor in open market transactions and 

through investment dealers. They are often categorized as mutual funds with lower initial 

investment and management expense ratio compare to non-retail funds. This Funds have 

strict restrictions in the fundraising phase due to the fact that are traded with individual 

investor and in addition the underwriting must happen in a single issue. Moreover they are 

                                                           
9
 Mutual fund is a type of professionally managed collective investment vehicle that pools money from many 

investors to purchase securities 
10

 The SGR is the management company authorized by Italian Legislative framework to manage closed-end 

funds.  
11

 Consob: The Commissione Nazionale per le Società e la Borsa is the public authority responsible for 

regulating the Italian securities market. 
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restricted in the amount of overall risk they can be exposed such as option trading and 

short selling.  

 Reserved Fund: The Italian law allows only accredited investors to invest in these funds 

since reserved fund have less restriction regarding the overall risk they can be exposed 

 Funds of Funds: it is a different type of investment strategy, in fact while of directly 

invest in stocks, bonds or other type of securities, they hold a portfolio of other investment 

funds and the advantage depends on a proper asset allocation 

 

3.4 The organizational structure of Private Equity fund 

Investors pay a sum of money to the fund, taking a very simplified example in the Anglo-

Saxon market, from 10 million pounds to 500 million pounds and in this way they become 

Limited Partners (LPs). The managers of the PE are called the General Partner (GP) and they 

are responsible for the investment selection and asset allocation. 

The PE funds can be divided into two main categories (Vasvari and Talmor, 2011, p.22,): 

  Independent PE funds: is the most common type of PE fund, as the LPs are the main 

actors who provide capital, but the management is entrusted to the GP. Moreover the 

management company is an independent organization in charge of fundraising. In this 

case there are members who agree to underwrite shares with the additional function to 

boost to promotion of the fund; 

 Captive Funds: in this case the parent company or sponsor (banks) provides all the capital 

and then take the full control of investments decisions so that for this reason the fund is 

managed by the parent company. Thus for this type of funds the ownership belongs to 

financial institutions that they represent the only source of “supply” and so fundraising in 

the market is not necessary as well as there is no need to find promoters which stresses the 

subscription (Anon, 2003 p.30-34). 
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Source: by the author 

Below there is a brief description for each element of the graph: 

The General Partners (GPs) represent the PE and they are also called "managing partner". 

There are usually 6 to 12 senior managers with the main function of dealing to raise funds, 

identify investment opportunities, negotiate the deals, manage the investment portfolio, 

manage investor relationships, implement the investment strategy and identify the best time to 

exit the investment in order to ensure adequate returns to investors. An essential role is played 

by the choice of investments. The process starts with the evaluation of investment proposals 

and during this phase hundreds of companies are screened. The real ability of managers 

consists in the choice of investment opportunities among thousands of proposals thanks to 

their own experience, furthermore they receive an annual management fee around 2% or a 0.5% 

calculated on the fund‟s value on a quarterly base, as well as an incentive fee of 20% of the 

carried interest and part of the profits. The incentive fee pays off when the fund achieves 

profits above a certain "hurdle rate of return" set. 

On the other hand the Limited Partners (LPs) are the investors. They are the ones providing 

capital for investments in target companies and in most of the case they are institutional 

investors such as insurance companies, investment firms, banks, asset management 

companies (SGR), collective investment schemes such as pension funds and investment funds 

(fund of funds). The relationship with GPs is governed by the so called LP‟s agreement and 

through this, they instruct managers to implement their strategy with the expectation of 

receiving an adequate return for the risk taken. The investors then adopt a passive investment 
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strategy because, once they have paid the amount of money required, they will be no longer 

involved into the management of PE since GPs will decide where to address investments. The 

LPs pay an annual management fee to GPs and at the same time they receive carried interests. 

On a global scale LP provide around 71% of the capital in the U.S. and about 36 % in Europe 

(Talmor and Vasvari, 2011). There are also family offices, foundations and nonprofit 

organizations as well as wealthy individuals.  

The graph shows the origin of the capital raised in the Italian market by type of investor (AIFI 

PwC, 2011): 

 

Source: by the author 

The Private Equity Fund is organized as a limited partnership, where GPs are in charge of 

managing the fund and LPs brings capital. As specified before, GPs can act at their own 

discretion in the investment decision phase. PE funds are closed-end fund, which investors 

can not withdraw the capital until the fund reaches the end (they differ from mutual fund 

because in these latter it is possible to withdrawn the investment at any time). In US Private 

Equity funds are structured with specific corporate architectures such as the Limited 

Partnership that in the Italian legislation are similar to the S.A.P.A. in which there are two 

types of partners: the LPs who owns the 99% and GPs with the '1% of the shares. 

In Italy the closed-end fund is the most common type of fund to intervene in PE and VC and 

is very frequent that the SGR controls and manages the PE through further funds placed in 

countries with special tax treatments such as Luxembourg, Belgium, Netherlands. 
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The following graph shows the distribution of operators in the market of PE and VC, 

monitored in 2011 (AIFI PwC, 2011): 

 

Source: by the author 

The fund is managed by a team of professionals with extensive experience in financial market 

and other business areas, called Fund managers, and they conduct their activities within the 

SGR and under the responsibility of the SGR‟s Board. Their main role is to define and 

implement the investment strategy with the ultimate goal of maximizing the return on 

investment for the LPs (Heed, 2010 p. 30). 

There is also the Advisory Board, an independent company from the SGR, which is 

responsible to provide support for the partnership, resolution of conflicts of interests, advisory 

activities in the areas of tax, legal and due diligence.  

The duration of the fund is contractually fixed and of course it can vary from case to case but 

it usually lasts an average of 10 years with a possible further extension up to a maximum of 4 

additional years. The investment in PE is highly illiquid because the target companies in 

which investments are made are usually not listed. Data sourced from a study of Prowse made 

in 1998 entitled “The Economics of the Private Equity Market” reports that PE fund invests in 

10 to 50 companies during a period of time of 3-5 years with a minimum commitment of 

around 1 million euro; the funds can raise more or less fund depending from people who may 

be willing to pay a lesser amount, as well as an amount ranging from 10 to 20 million dollars. 

In addition Private Equity funds have different sizes depending on the geographic scope of 
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investment: the country fund range between 50 million and 500 million, the pan-European 

funds between 500 million and 5 billion while global funds between 2 billion and 10 billion 

euro. The limited duration of the fund means that GPs should continuously raise new funds. 

 

3.5 Type of Private Equity  

According to US theories PE fund can be divided in different categories, in fact some declare 

themselves to have a more broad scope while others are more focus on a specific segment or 

industry. Private equity firms began to specialize in various segments back in the mid „70s 

and especially the U.S. doctrine divides the activities of institutional investment in risk capital 

(venture capital) and buy-outs. The classification that derives from the field of activity is the 

following: 

 Venture Capital funds (VC) deal to invest in the early stages of development, usually the 

intervention of the VC occurs with the acquisition of a minority stake in the company. The 

VC mainly focus its activities on achieving an high capital gain, both because it usually 

address attention to high potential growth companies and also because during the 

company‟s growth phases dividends are not paid out to shareholder but “cash” is 

reinvested to enhance new products, new production facilities or improve services. 

 Buyout Funds (LBO) refers to a strategy of making equity investments as part of a 

transaction in which a company, business unit or business assets are acquired from the 

current shareholders typically with the use of financial leverage. The companies involved 

in these kinds of transactions are usually mature firms with the ability to generate 

operating cash flows (Vasvari and Talmor, 2011, p.28). Private equity firms identify target 

companies which have sufficient scale and a successful business model to act as a stand-

alone entity. Leveraged buyouts usually involve a financial sponsor agreeing to an 

acquisition without committing itself all the capital required for the acquisition. This kind 

of financing structure benefits an LBO's financial sponsor in two ways: firstly the investor 

itself only needs to provide a fraction of the capital for the acquisition, and the second one 

is that the returns to the investor will be enhanced (as long as the return on assets exceeds 

the cost of the debt). 

 Mezzanine Funds. This type of financing is generally available to larger private and public 

companies such as large-scale construction projects, start-up companies in growth 
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businesses and leveraged buyouts. Loans made through a mezzanine fund are typically 

issued on top of an existing debt. Therefore, in the event of a default on mezzanine fund 

financing, other debts will receive priority payments and the mezzanine fund will 

generally be entitled to receive residual funds left over after all other debts have been 

paid. This form of financing is often used by private equity investors to reduce the amount 

of equity capital required to finance a leveraged buyout or major expansion. Mezzanine 

capital allows smaller companies which are unable to access the high yield market, to 

borrow additional capital beyond the levels that traditional lenders are willing to provide 

through bank loans. In compensation for the high risk, mezzanine debt holders require 

higher returns for their investments compare to other more senior lenders, therefore 

mezzanine securities are often structured with a current income coupon. 

 Distressed investment funds deal with companies in financial difficulties. At the moment 

we can identify two types of strategies, the first one called distress-to-control, in which 

the fund acquires debt securities with the intention of taking control of the equity in case 

of restructuring operation. The second one called turnaround in which the Fund usually 

provide debt and equity (so-called rescue financing to companies facing financial distress) 

In Europe, the situation is quite different since there is still an ongoing process of terminology 

adaptation (Andredakis, 2005, p. 39) compared to American literature, in fact we can identify 

two main categories: 

• Venture capital: financing in the start-up phase  

• Private equity: financing carried out after the initial phase usually on more mature 

companies (financing for development and change). 

 

3.6 Stages for Private Equity financing investments 

We can identify three stages of financing activities and they can be classified as follow: 

 Early stage financing (VC activities) 

 Expansion/Growth stage financing (PE activities) 

 Turnaround stage financing (PE activities) 

Early stage financing:  
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1) Seed capital stage. The term seed suggests that this is an early investment meant to support 

the business until it can generate cash flows, or at least until it is ready for further 

investments. Seed money options include Angel funding, friends and family funding and in 

this recent year also crowd funding. The VC is usually involved in financing an idea that is 

still at the experimental stage, as a result the overall amount of money invested is, in most of 

the cases, limited but there is still a high risk of not being able to translate the idea into a real 

and sustainable business. 

2) Start-up financing stage. In this phase, the company should already have an ongoing 

business plan and it should be ready to initiate its marketing effort. Thus investor will finance 

the start of production, product development and marketing activities and unlike the previous 

stage the company has proved it can survive into the business environment. Even in this case 

there are high risks of failure considering the fact that this activities required higher amount of 

investments compared with previous stages. 

3) Early business stage. At this stage, the company has already initiated its sales efforts.  

On the other hand the expansion and growth stage financing involves Private Equity firms. 

The development of a business, which has reached already a level of maturity, may be 

achieved by increasing or diversifying production capacity (internal growth), through 

acquisition of other companies (external growth) or through integration with other businesses 

(network development) (Andredakis, 2005 p.41). 

1) First stage. Financing is required for full-scale manufacturing or production and sales 

facilities.  

2) Second stage. Additional financing, is essential to expand operations to full plant 

utilization levels (if the first stage only covered complementary inputs at less than full-output 

or „normal‟ production levels). Thus the contribution will be made through financial and 

strategic consulting. 

3) Third stage. Financing is for major plant expansion projects and introduction of facilities to 

produce new product lines, and it often takes the form of „mezzanine finance‟. In this stage 

the company takes advantage of the network available from the investor. 
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4) Fourth stage or bridging financing. Bridging financing is usually to prepare a company for 

going public or for strategic acquisition by larger companies and the initial investment is 

usually repaid depending on the particular type of exit (IPO or M&A transaction).  

In the end we can find the turnaround stage financing that may occur through: 

1) Replacement Capital. With this action the PE fund repurchase shares from stockholders 

who do not agree with the new strategic plan agreed by the majority. 

2) Leverage buy-out (LBO): refers to a strategy of making equity investments as part of a 

transaction in which a company, business unit or business assets is acquired from the current 

shareholders typically with the use of financial leverage (usually done by creating a company 

Newco). Through LBO the investor itself needs to provide only a fraction of the capital for 

the acquisition while the Company‟s ability to generate cash or sale of assets will pay back 

the debt required for the acquisition.  

3) Management-employee buy-out (MBO) Internal managers or employees repurchase stocks 

of the target company with the financial help of the investors. 

4) Management buy-in (MBI) An external management team raises the necessary funds to 

buy the target company with the final result of becoming the company's new owners. In most 

cases, the team is led by managers with significant experience at managing director level. 

5) Family buyout: Financial investors support family members with entrepreneurial vocation 

in repurchasing shares from other members of the family. 

6) Turnaround financing: funding to implement restructuring plans, in this case investor will 

assume the majority in order to operate with freedom. In recent years another form of 

investment took place, Delisting, and it usually takes place through the launch of a takeover 

bid in order to delist the target company. The rationale behind this operation comes from a 

lack of appreciation of the company by the market, and at the same time enable the PE to 

reshape and further develop the company in order to sell it to an industrial partner, or re-entry 

in the stock exchange later.  
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Source: AIFI – PricewaterhouseCoopers 

Distribution of PE investments in the Italian market 2011 

 

Source: AIFI – PricewaterhouseCoopers 
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3.7 Stages of Private Equity fund’s life cycle. 

The initial phase involves a period of fundraising in which investors agree to pay capital to 

the PE fund, in this case we can talk of committed capital (or promised). The all amount of 

money can vary and depends on investment characteristics and enterprises. Investors may pay 

the committed capital all at in time or it can make different contributions over a period of time 

according to financial needs. As already mentioned before there are two types of investors, 

institutional investors and private investors and the ability to attract new investors and the 

success of the underwriting depend on the managers‟ reputation. The fundraising collection 

process can take place through intermediate broker placement agents, who manage the entire 

process of subscription. Moreover they allow access to a network of potential investors as 

well as their expertise for legal documents and requirements.  

After the first phase there is the investment period in which the funds collected from 

subscribers will be used to invest in selected companies within the so-called deal flow (a set 

of possible investment proposals to evaluate). During this period, General Managers make 

investments according with the declared strategy and with the final scope of establish an 

investment portfolio. This period usually lasts 3 to 5 years. When GPs identify new 

opportunities they recall the committed capital to investors. As specified before, LPs have no 

role in the choice of investments as well as in the management of companies in which GPs 

have decided to allocate their resources. Choosing the companies in which to invest depends 

on the strategy adopted by the fund: 

 Diversification strategy: investment in different sectors and different geographical areas. 

The aim is to reduce the overall risk. The pursuit of a diversification strategy requires the 

availability of large amounts of capitals to invest in a huge number of deals and a lean 

organizational structure. These types of funds have higher operating expenses resulting 

from a larger investment portfolio. Normally in this case investors are institutional. 

 Specialization Strategy: The focus is on particular phases of the company life cycle or 

specific territorial areas. The high level of specialization implies a lower capital required 

compare with the previous case even if the concentration certainly entails greater risks in 

the event of failure. Usually subscribers are large industrial groups. Referred to 

specialization strategy we can include by geographic area (regional funds, country funds), 
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specialization by sector (industrial) and specialization for life stage of the target 

companies (start-up, expansion etc..). 

The third period is the “collection” of results (disinvestment). At this moment GPs disinvest 

and distribute revenues at the net of fees to investors. 5 years are commonly used by GPs to 

make the investment, while the holding period of a portfolio is estimated to be between 3-7 

years until the exit through IPO, sale to another PE (secondary buyout) or through sale to a 

strategic buyer. Once all the fees have been paid back to the investors, GPs can start earning 

carried interest. The most frequent exit strategies are specified by Anon: (Anon, 2003, p. 53) 

  Trade sale 

  IPO 

  Buy back by previous owners 

  Elimination of the investment in case of failure (write off).  

The first hypothesis is the best one since allows GPs to achieve a higher selling price and 

avoiding all the procedures required in the event of the IPO (the trade sale is very likely in the 

event of a sale of a majority stake). 

3.8 The Structure of a Private Equity transaction 

Here below it is described the investment process in a target company, a summary can be read 

in the following graph: 

 

Source: Talmori e Vasvari, 2011 
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The process of identifying the target companies starts with the choice of firms in which to 

invest (selection) that they will later form the fund's portfolio. Most of the first contacts 

between companies and PE funds is done through the delivery of an Executive Summary. This 

document contains the essential elements of the target and a concise analysis and plan about 

what is intended to be accomplished. If the operator of PE is interested, it will contact the 

company for further information. If contacts end successfully usually they proceed with the 

signing of a confidentiality agreement in which the PE fund is committed to maintain 

confidentiality. Moreover the Fund then obtains the business plan and in order to give an 

example of the selection process by PE, a study published in the magazine Venture Capital 

Journal revealed that in 1000 Business Plan sent to Private Equity funds, 100 are considered, 

50 access to phase of due diligence, but only 10 investments are made (Dilda, 2001 p.114). 

After this first phase, in which the PE firm has shown interest into the Business Plan, a 

meeting between the two parties take place and later on, if the fund is still interested, the next 

step is the negotiation phase, in which how much the investor is willing to invest and the price 

are discussed. The price is often the element that leads to an interruption of negotiations, 

because the sale price to the PE must be in multiples smaller compare to the sale to a strategic 

investor. 

Once a deal is reached and after an informal agreement, they both sign a pre-contract that can 

condition the signature of the final contract to the verification of certain elements in the due 

diligence phase. The sign grants an exclusive right to the investor during the due diligence 

phase and it should specify the basic elements for the final contract: the value of the company, 

the date for signing the contract, as well as the contract for divestment. 

The due diligence process involves the analysis of many aspects of the target company to 

track the current situation and to highlight potential risks. There are various types of due 

diligence: 

 Market: analyzes the market, positioning and sustainability of the plan, 

 Financial: analysis of the economic and financial data, historical and prospective, 

 Tax: verification of taxation and fiscal obligations resulting from the conclusion of the 

“takeover”, 

 Environmental: verify compliance with environmental standards, 
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 Legal: analysis of the issues related to the drafting of the final contract. 

The areas on which the financial investor pays particular attention are the size and drivers of 

market growth, the presence of skilled managers, market positioning in the sector, the 

structure of the business in which the target company operates, the strategy already adopted, 

the dependence from suppliers, profitability, growth prospects, opportunities and threats. 

Then there is the negotiation phase regarding the purchasing price. If the due diligence come 

to a positive end and in the case of an agreement on the purchase price the negotiation phase 

lasts and there will be the approval and closing phase.  

Whereupon GPs appoint independent directors within the company and they begin to support 

the firm. The fund can purchase majority stakes or minority, in the first case the aims is to 

take full control of the management. In the second one the logic behind the operation is 

mainly financial and the focus moves to the final yield of the investment. At this point the PE, 

to support the target company, actively participates in the definition of the strategy bringing 

managerial skills and moreover it is involved in decisions that may affect the ability of 

producing future results as well as the company's ability to generate value over time. 

Once the target company has achieved all the results previously decided in the business plan, 

the Private equity fund start the divestment strategy. This activity allows to get the capital 

gains back. The exit strategy may happen trough the sale to an industrial buyer, to another 

operator of PE, selling on the stock exchange or to the repurchase by the previous owner. 

During this phase the selling price is not the only important parameter to consider but also the 

time between investment and disinvestment since the yield of the operation is measured by 

the IRR. 

 

3.9 The main features of the Italian market and its recent evolution 

The origin of a real sector in Italy devoted to make investments directly into private business 

with the goal to acquire equity stake in the companies and increase their values can be traced 

back to the mid-eighties, when nine private and banking financial institution were grouped to 

found AIFI (Associazione Italiana del Private equity e Venture Capital) with the main goal to 

promote, develop and represent the private equity and venture capital activity in Italy. Over 

the years, both the number of these financial intermediaries and their investment policy 
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considerably changed as a consequence of the changes occurred both on the economic and 

financial context and after a review of the regulatory framework identifying the legal entities 

allowed to act as private equity investors in Italy. It should be noticed that initially and up to 

1986, banks were not allowed to hold equity stake in non-financial firms. This important 

change occurred in 1994 with the Uniform Banking Code (Testo Unico Bancario) which 

introduced in the Italian legal framework the laws contained in the Second EU Directive on 

banking, designed to encourage the transformation of European banks into universal banks. 

According to this new framework, banks are allowed to hold equity stake consistently with 

specific constraints: up to 15% of their capital is allowed to be invested in the capital of non 

financial firms and up to 3% in the equity of any single company. A second important event 

occurred in 1993 (Law No. 344, enacted in August 13, 1993), with the formal establishment 

of closed-end funds which become, over time, the leading vehicle to promote the private 

equity activity in Italy. The evolution of private equity investments has been rapid since the 

nineties, a trend which is still considerably growing. After an initial phase (between 1986 and 

1996) characterized by a limited numbers of intermediaries active in venture capital 

investments, the trend turned positive between 1997 and 2001 in reply to the massive 

diffusion of new technologies which encouraged the emergence of new private equity entities. 

This phase has been followed by a period of relative stability, interrupted in 2005 which 

witnessed a sustained growth of early-stage segment. The breakdown caused by the financial 

crisis occurred in 2007-2008 is still reflected in the private equity market since that it is still 

recording a phase of a deepen reorganization, primarily driven by the changes affecting the 

market of debt (Bracchi, 2008). 

 

3.10 The Italian institutional framework for private equity industry  

Over time, the institutional framework in which private equity investors operate has been 

subject to relevant changes which are reflected in the investor‟s profile as well as on the 

characteristics of their activity. 

The main categories of investors acting as a private equity vehicle in Italy are identifiable in: 

 Generalist Italian closed end funds (SGR)
12

 and country founds;  

 Pan-European players; 

                                                           
12

  The SGR is the management company authorized by Italian Legislative framework to manage closed-end 

funds.  
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 Regional / Public players; 

 Italian banks; 

 Early stage funds; 

The early history of private equity in Italy was characterized by relatively small volumes of 

private equity investments which were run by local players, mainly organized as investment 

firms, actively engaged in promoting the growth of the private equity market in Italy.  

Over the years, the market has seen the gradual presence of international players: the so-called 

“pan-European” funds (or global funds), which now represent almost 30% of the market, thus 

confirming a growing trend of interest of these international investors in our country. The 

nineties marked a turning point for the business with the emergence of the first asset 

management companies (SGR) recognized by the Italian Law no. 344/1993. Closed-end funds 

have gradually consolidated their presence and, currently represent the leading vehicle in Italy 

accounting for the 50% of the market. Even banks recorded a notable increase of their market 

share in the late eighties, accounting for about 50% of the total supply which started to 

decline in the nineties because of the following spread of closed-end funds hold by banks 

foundations in addition to the growth of asset management companies hold by independent 

investors. From this point onwards, the banks will significantly contribute to the private 

equity activity as a fund investors rather than as an investment vehicle or a direct investor in 

venture capital. But, How Does a closed-end fund operate in private equity business? Every 

closed-end fund has a management company which is devoted to raise capital from investors 

and it is fully responsible for fund management in addition to all investment and divestment 

decision. As aforementioned, the asset management company may be hold by bank, public 

entity, industrial firm, private investors or other different entities. A management company is 

allowed to manage more than one fund as well as to hold share in more than one industries 

(i.e. financial or non financial-firms) not specifically involved in PE activity. In addition, It 

may finance more than one firms. As a consequence of their PE activity, the representatives 

of the management company become member of the board of directors of the investee 

companies both ventured and not ventured back financed. 

In addition to the relative importance of Closed-end fund, public players, both at national and 

regional level, played an important role in the equity market, especially in the early-stage 

financing. Finally, it is important to highlight the presence of the so-called captive funds as a 

private equity player in Italy. A Captive fund may be a subsidiary or, simply, a department of 

http://en.wikipedia.org/wiki/History_of_private_equity_and_venture_capital#Origins_of_modern_private_equity
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a financial institution (bank or an insurance company) or of an industrial company. In a 

captive fund there is one main shareholder contributing most to the capital. In other words, 

the parent company provides financial resources to the fund from its own internal sources 

differently from an independent fund which collects money from the market. Captive funds 

constituted the prevailing player in the first-phase of the market development and it has been 

gradually substituted by the independent ones. This market trend was, partly, attributable to 

the fact that managers of captive funds had a strong disposition to operate independently after 

gaining experience and building up a solid reputation among market players.  

Focusing on the current private equity market structure, the market players distribution in 

2010 reveals that closed-end funds (SGR) represented 52% of the total number, while pan-

European funds accounted for 25% and regional and public investors for 10%. In the last 

year, the number of country funds and regional and public players raised with respect to 2009.  

 

3.11 Main trend of Private equity activity in Italy  

The global credit crisis and economic downturn is still affecting the size, the nature and the 

terms of private equity transactions entered into in 2009 and 2010. During this period, most of 

the funds focused on operational management of their portfolio companies. After the 2008, 

characterized by a record investment activity in terms of both amount and number of 

completed deals, the Italian private equity and venture capital market experienced a slowdown 

in 2009 due to the global financial crisis.  

Data sourced from the AIFI-PricewaterhouseCoopers report reveals that the investment 

activity in 2009 saw 283 new deals, distributed over 229 companies, for a total amount 

invested of 2.615 billion Euro , representing a 52% decrease in comparison with 2008, when 

it amounted t 5.458 billion Euro. Across the whole market, the economic crisis caused a 

decrease in the average invested amount per deal, which fell from 15 million in 2008 to 9 

million of Euro in 2009. In addition, the total amount of capital raised by funds operating in 

Italy in 2009 decreased to 957 million of Euro which represents a 58% drop from 2008 levels 

when the amount of new capital raised reached 2.267 billion Euro. Disregarding from the 

mega-deals completed in 2009, the mean value of invested capital decreased, from 9 million 

in 2008 to 7 million of Euro in 2009. During 2009, the total amount divested was 1.821 

billion Euro (an increase from EUR1.185 billion in 2008), while the total number of 
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divestments was 143 (21% less than 2008, when the number was 181), distributed over 108 

companies. Although in 2009 the amount divested increased compared with 2008 figures, 

85% of the total amount divested was constituted by total or partial write-off. Considering the 

different kind of investments (See Graph 2), the early stage activity showed a 15% reduction 

in terms of amount invested and a 10% decrease in the number of deals made. As far as the 

expansion business is concerned, this segment is still remaining the leading segment in Italy 

in terms of number of deals with an invested amount in 2010 equal to 583 Million of Euro. In 

this difficult economic scenario, it is important to underline the decreasing role of turnaround 

activity that in 2009 attracted 416 Mln Euro and only 51 Mln Euro in 2010. The buy-out 

segment is still remaining the leading segment in Italy in terms of invested amount accounting 

for 65% of the total amount of private equity and venture capital investments in 2010.  

From a sector analysis, data sourced Data sourced from the AIFI-PricewaterhouseCoopers 

report reveals that Energy & Utilities and Industrial Services are the driving sectors of the 

Italian PE market. Compared to 2009, sectors which highlighted a significant increase are 

Luxury (+125%), Consumer Goods (+100%) and Biotechnology (+70%).  
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CHAPTER 4: THE MAIN SOURCES OF ADDED VALUE FROM PRIVATE EQUITY  

 

4.1 Introduction 

In this paragraph all the benefits (financial, strategic, operational, etc...) that a target company 

can experience will be highlighted through a comparative analysis of studies carried out by 

different authors. 

Traditionally, two different approaches were followed by researchers in the field of 

companies evaluation. Some researchers have made a comparison between the return on 

investment obtained by non-baked companies, while others through a series of interviews, 

both to specialized operators and to entrepreneurs of baked companies, with the intention to 

illustrate the actual role of Private Equity investors in the time period between the investment 

and disinvestment.  

The major limit of these approaches is due to the fact that most of them were not able to 

explain the causes that lead to positive or negative performance and also not to be significant 

for the European market in which the divestment pass through the regulated market only for a 

very low percentage. 

A different approach in support of the notion that Private equity firms do add value is the one 

adopted by Rosenstein & Bygrave . In a random sample of 77 high technology portfolio 

companies that had IPOs between 1979 and 1988 they could start by identifying what they 

called the ”top 20”. Those 20 high technology venture capital firms accounted for 66% of the 

seats on the board while the others were on the remaining 34% seats of the board. Based on 

that split between the groups (venture capitalist called ”top-20” vs. the rest of the sample) 

they could show that the ”top 20” had better returns on their investments and in the long term 

did add value whilst the others did not. The researchers concluded that this implied that the 

entrepreneurs should select their venture capital partners carefully, since the choice of partner 

have an effect on the returns. 
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MacMillan, Kulow and Khoylian
13

 have carried out a study on a sample of 62 companies with 

a classification according to the degree of involvement. Similar analyzes were subsequently 

carried out by Bygrave and Timmons
14

.  

The main function being performed by PE is to act as an amplifier for ideas formulated by 

business entrepreneur; in fact, thanks to its experience, the fund is able to evaluate different 

business proposals, choosing the most interesting and consequently discarding those less 

profitable or more risky. One of the main sources of added value is the financial consultancy 

which includes: 

- Performance monitoring, 

- Improvement in credit standing, 

- Financial reputation. 

Another fundamental “service” provided by Private equity funds is the strategic consultancy; 

in fact it results as a great support for long-term development, management, training and 

management selection. 

Operational management provided by investors is not taken in consideration in all the studies, 

but it is considered relevant for 40% of the total sample in both studies, MacMillan and 

Gorman and Sahlman in 1989. 

For most of the interviewed in the end, the network of contacts that they can access through 

the investors is fundamental and it can be used in an ambivalent way, both to find new 

customers and to contact new suppliers. 

 

 

 

 

                                                           
13

 The study is entitled “Venture capitalists' involvement in their investments extent and performance” made in 

1988. 
14

 The study is entitled “Venture Capital At The Crossroads” made in 1992 
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4.2 The growth quantitative level 

There are many empirical evidences that makes possible to attribute to private equity a 

positive contributions towards businesses, which allow the venture baked companies to grow 

quantitatively and qualitatively, with beneficial effects on the entire system. 

 

Source: AIFI 2011 

From a quantitative point of view, growth rate can be measured through facts and figures and 

financial parameters such as the number of employees or turnover. Now all the qualitative 

aspects will be explained more in detail. 

 

4.2.1 Dimensional Growth 

Usually Private Equity funds address their investments to companies that can be classified as 

small or medium size enterprise who can be considered also the backbone of the economic 

business system in Italy (more than 4 million Italian companies have less than 50 employees 

according to a survey of ISTAT 2010). These companies are characterized by above-average 

flexibility in terms of production system and this hence their ability to adapt to changing 

market conditions. Within the international context in these recent years, these companies are 
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facing problems related to inefficiency and difficulties related to new product development, 

resulting in a lack of innovation in both manufacturing output and processes. The before 

mention lacks can limit the internationalization, and consequently they are unlikely to 

compete in global markets, where competition is extremely high and difficult to control. 

Since Private Equity funds can strength and boost dimensional development processes, the 

choice of open ownership to this kind of investor can be suitable choice to successfully 

overcome with these limits. An example would be that venture backed companies compared 

with non-baked ones in a research made by AIFI where evidence of “exploitation” of the 

growth potential, in terms of income, margins, turnover and employment are above average. 

In relation to the amount of employees, EVCA
15

 studies covering the period 2005-2010, 

emphasize the role of growth accelerator that private equity is able to give to target companies 

in which they invest. These companies have created one million new jobs in Europe during 

the referred time interval bringing the annual rate of employment growth to 5.4%, which 

means eight times the value of European companies in the same period. In particular for 

venture capital operations the employment impact was +630,000 jobs from 2004 to 2008, 

while for the Buy-out operations the amount is equal to +420,000 new jobs. 

In England, according to the research published by CMBOR
16

 University of Nottingham out 

of 400 buy-out occurred between 2005 and 2010, after an initial job losses in the following 

year amounted to an average of 2.3%, the number of employees started to increase on average 

cumulative 26% over the next five years. Thus, after the initial operations of rationalization, 

value creation and growth translate in an increase of labor force involved, even in cases of 

buy-out, where the financial component is bigger. 

A research on the Italian market made by AIFI has highlighted the positive impact arising 

from the entry of a Private Equity into the company ownership structure, in fact every million 

euro invested to finance the start of a new venture 13 new jobs after four years of operation 

was created. The same amount utilized to finance the company's next phase of development 

after the start-up phase has generated an average of 12 new jobs during the holding period.  

                                                           
15

 European private equity and venture capital association. 
16

 The study made by CMBOR is entitled “The Impact of Private Equity-backed Buyouts on Employee Relations” 
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The amount of new jobs, in terms of cumulative value, it is therefore estimated at around 

46,000 units created by venture baked Italian companies in the time interval (2005-2010), 

which represents approximately 7.3% of the total new jobs EVCA estimated for the same 

period on a European level. 

Another study made in 2008 by AIFI in collaboration with PricewaterhouseCoopers, 

highlights the same result regarding the positive economic impact of Private Equity and 

Venture Capital in Italy. The analysis showed that the impact of private equity in Italy has 

resulted in an increase in revenues on an annual rate around 18%, nearly six times higher than 

the average growth in sales of benchmark SME (3.3%), and an increase in employment of 8, 

4%, compared with 0.2% of the comparison sample. Moreover The study explains how 

turnover and employment in backed venture companies acquired in 2008 may have a potential 

surplus over the next five years of 4.3 billion average annual turnover and 12000 employees. 

 

Source: AIFI 2008  

4.2.2 Processes of generational turnover 

The Italian entrepreneurial system unfortunately suffers from a structural problem linked to 

the companies‟ life cycle: the generational turnover. In Italy it is estimated that family 
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businesses account for over 90% of firms with less than 10 employees, contributing to employ 

about 80% of the active population
17

. Out of this 90% less than a quarter of them manage to 

survive the difficult period of generational change. A survey made by AIDAF
18

 in 2010 has 

calculated that: 

 Family-controlled firms in Italy represent 90% of companies with less than 10 employees, 

68% of companies with more than 50 employees and 46% of the top 150 industry groups. 

 43% of all entrepreneurs are around sixties years old and therefore, involved in an issue of 

generational turnaround. 

 80% of Italian entrepreneurs consider the generational shift a critic moment for the 

company. 

 On the basis of this research, the amount of businesses at risk each year due to this 

problem account to 20,000 companies for a total 65,000 jobs. 

A research of the Camera di Commercio in Milan covering the period 2008-2009, estimated 

that in Lombardy 5,000 companies that have definitively closed down due to generational 

turnaround. 

The percentage of family businesses is very high also at European level, representing more 

than 70% of the total European employment rate and a share of GDP between 55% -65% in 

the same area. Thus even the European Union has set up a committee of experts to analyze the 

problem of generational turnaround and these are the results they come up with: 

 Every year it is estimated that over 600000 companies which account for about 2.4 

million jobs, will be subject to the processes of generational change in this decade. 

 About a 1,5 million of companies are at risk of closure over the next ten years for the lack 

of direct heirs, resulting in the loss of 6 million jobs. 

In this context the intervention of Private Equity can be decisive in the continuity and survival 

of small and medium enterprises as well as concerning the improvement from a competitive, 

strategic and financial point of view. 

                                                           
17

 Data provided by the FMI study “Italy: selected issue” 
18

 AIDAF: Italian association for family business 
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A survey of CMBOR for EVCA entitled “Private Equity and generational change” has 

determined that: 

 In 2009, approximately 60% of the investments made in Europe by Private Equity were 

aimed to support family businesses. 

 In more than 30% of these companies PE has ensured the continuation of the business. 

 For 70% of these companies PE has preserved their corporate autonomy and 

independence. 

 The investment permits the target company to achieve positive results in terms of 

increased turnover, sales, profits and employment. 

 The Private Equity intervention has boosted the internationalization processes. 

If this problem of ownership “reallocation” is crucial on a European level, in Italy the 

numbers of the phenomenon are even more impressive. 

A survey of CMBOR and the EMP analyzes the origination of the buy-out in Europe and in 

Italy in the time period from 2003 to 2009. The available data highlight that during this period 

in the “Family&Private” channel the majority of bay-out operations had been made in Italy 

with numbers more than double compared to the ones recorded in Europe, where the 

incidence was 24%.  

As analyzed by Giampio Bracchi in the AIFI documents, the value in the Italian market for 

buy-out in the Family Business “segment” is very high, amounting to 50% of the country's 

total, while the percentage of buy-out due to privatization is equal to 2% in Italy against a 15% 

at European level. 

 

4.2.3 The process of privatization 

The processes of privatization have characterized in the last ten or fifteen years the whole 

Europe, both for the purposes of financial reorganization needed and compliance with 

European standards. Based on data provided at European level by CMBOR, between 2003 

and 2009 the total of privatization took place thanks to the intervention of Private Equity 
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funds and institutional investor were higher than one hundred, mainly concentrated in the first 

three years.  

The country with the greater weight of this trend is definitely the UK with more than 50% of 

the. In 2009, private equity funds returned to gain great interest in terms of privatization 

having been involved in some important operations such as the investment in Deutsche 

Telekom in Germany and Pajes Jaunes in France. In Italy over 80 privatizations since 1996 

only Esaote Biomedica and Seat and have seen private equity funds directly involved, while 

concerning the Ente Tabacchi Italiani an industrial group (BAT) took the lead over a financial 

consortium. From these data it is clear that in Italy there has been a lack of professionals able 

to fit into this scenario. In the future there is a hope for greater involvement in privatization 

for PE, either partial or total, since there could be huge benefits in terms of competitiveness, 

development and increased revenue for the state. 

 

4.2.4 Processes of internationalization 

Continuing the research about the role of Private Equity, surveys point out that in addition to 

the positive contribution of size and earnings, is extremely significant in case of 

internationalization support that the investors can offer through contacts within the world of 

business and finance, facilitating the identification of foreign partners for international joint 

ventures and acquisitions or making a financial contribution to such operations.  

These researches analyze the impact of investment on the degree of internationalization using 

the propensity to export as the main unit of measurement.  

A survey of EVCA made in 2010 has analyzed 364 venture backed companies acquired by 

Private Equity funds and Venture Capital (119 expansion, 245 startup) for the time interval 

from 2002 to 2008, highlighting how these companies during the reporting period 

experienced a considerable increase in exports of 58%. Another study of EVCA in 

collaboration with Coopers & Lybrand concerning 500 venture backed companies, analyzed 

from 2001 to 2008 discover that the rate of export growth of 30% on an annual base. In 



51 
 

addition a research of the BVCA
19

 showed similar results on a sample of 213 companies 

targeted by private equity investments from 1998 to 2002 and the final result is an increased 

rate of exports amounting to 11%. The results of another study of the PEM
20

 made in 2007 

entitled The Impact of Private Equity on the degree of internationalization of enterprises 

showed how important is the involvement of Private Equity funds in order to stimulate 

companies towards internationalization. Moreover this explains that the intervention of 

“institutional investors” is not only a financial matter, the numerical evidence stress the high 

growth potential of Italian companies in terms of development towards new markets.  

This research is based on data drawn from the PEM database containing 655 PE operations, 

including 354 Buy-out occurred in the Italian market between 1998 and 2007, in particular for 

the purposes of the research were extracted from the database 73 Buy-out open between 1998 

and 2005. The distribution of the sample for origin of the transaction, sees the larger 

proportion, around 53% related to Family & Private, followed with 19% and 13% of 

Secondary B-O and Local Parent respectively. B-O of Foreign Parent and Public Private 

report percentages lower than 10% (9% and 6% respectively). The sample then results aligned 

with what we are stating so far on the Italian PE market. 

  

Source: PEM Study 

                                                           
19

 BVCA: British private equity and venture capital association 
20

 PEM: Private Equity Monitor 
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The exit strategy adopted for these investments was mainly of two types: releverage (44%) 

and Trade Sale (38%) while only 12% through IPO. 

Through the analysis of this research on a sample of 33 ventures on the PEM database, some 

evidences of particular interest have been detected: 

 The 27.3% of firms in the sample made acquisitions abroad and 24.2%, has launched 

partnerships or joint ventures with foreign firms. 

 In 60% of the companies there has been a sharp increase in exports as a percentage of 

turnover. 

 The 18.2% of the sample reduced their share of exports in % of sales, but this is often due 

to additional acquisitions of Italian enterprises that lead to a growth of aggregate turnover, 

however affecting the value of the share of export consequently. 

 Venture baked companies increased the average turnover abroad of 48.8% (compared to 

the time before the acquisition) after 3 years. 

 In absolute terms, the total volume of export was approximately 2.520Mln euro at the time 

of investment while at the time of divestment, the same variable was around 3.750Mln 

euro. 

 The firms in the sample have then generated new overseas sales for a total value of 

approximately € 1.250Mln. 

 Given an average turnover in the sample amounted to 164.3 Mln Euros at the time of 

acquisition and an increase of 30% during the holding period, the increase in exports is on 

average equal to 37.3 Mln Euros. 

 The average CAGR of sales is equal to 14.1%, a figure significantly higher than the 9.1% 

average before the buy-out. This evidence confirms that internationalization is crucial for 

the development of a company. 

 The companies with the highest annual growth rate of their turnover abroad turn out to be 

familiar ones (14.9%) and those sold by Italian Groups - Local Parent (18.1%). 

 Companies with the highest annual rates of growth of the share of export are usually sold 

via IPOs and Trade Sale. 

 Companies belonging to the industrial machinery sector increased its share of the export 

of an annual growth rate (14%) significantly higher than those in the consumer goods and 
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services (6%) probably due to the lower propensity to export that intrinsically 

characterizes these latest. 

 Over half of the sample firms have significantly expanded its sales network by entering 

new markets, focusing on new opportunities offered by emerging countries. 

Another study conducted by Mediobanca on the internationalization of medium-sized Italian 

industrial enterprises seems that 3,887 medium-sized enterprises analyzed in 2003 had an 

average share of exports as a percentage of sales of 32.6%. This value is in line with the one 

of PE target companies at the time of initial investment (34.9%), but significantly lower 

compared with the data at the time of disinvestment (40.9%). In absolute terms, the export 

volumes of the firms in the sample have grown during 6 years (1996-2003) by 7.4% per year 

with a cumulative +51.7% over the period.  

In conclusion data state that PE is able to invest not only huge amount of financial resources, 

but also additional expertise in different areas that turn out to be fundamental: 

 Managerial and professional skills in process management; 

 Financial and business contacts worldwide; 

 Strong motivation to pursue the maximum development of target companies or 

willingness to risk and invest in a process of international growth in order to fully exploit 

higher future returns. 

 

4.2.5 Changing the Governance 

Studies highlight that in PE the entrepreneur and the investor forge a relationship that will 

lead them to face a common path: The business owner provides his entrepreneurial attitude, 

knowledge of market and business as well as the ability to achieve the strategic objectives. On 

the other hand the second one brings the experience gained in different contexts, the ability to 

solve organizational and financial problems as well as a vast network of trade and financial 

relations. The investor, acting as an entrepreneur, provide a set of management capabilities, in 

addition to financial resources, that can accelerate the company development contributing in 

the accomplishment of strategic development plans. The concept of Corporate Governance 

until a decade ago was primarily attributable to listed companies, but today its role is 



54 
 

becoming more and more important especially in those cases where a company opens towards 

third parties. The aim is to share common interests between the entrepreneur, the management 

and all the shareholder, transparency, redefinition of corporate structures and rules in order to 

protect the parties involved. The role of the Board of Directors undergoes through major 

transformation within the venture backed. Thus Board of Directors therefore is subject to a 

series of modifications that formalize his new role: 

 Central role in corporate governance since it becomes the place where key decisions will 

be taken; 

 Central role where plans are established agreed and shared with those involved in the 

enterprise. 

These changes can have a stronger or weaker extent according to the type of business 

situation in which the PE invests: in the case of family businesses, the impact of these new 

code of conduct can be very strong but at the same time very positive, in fact, it marks the 

separation between the company's interests and family one focusing the attention on the final 

goal. Thanks to the periodic monitoring, higher levels of transparency can be achieved and 

clarity leads to the certification of financial statements, financial reports and conducts 

consistent with business ethics. In addition the inclusion of external members in the Board 

also permits to have more knowledge available to the company for the resolution of 

difficulties and problems, with a consequent performance upgrade. In the pursuit of value 

creation, PE funds in recent years used to strengthen the weaknesses of a company 

participating actively in the everyday company life. Empirical evidence coming from a 

research conducted by AIFI-PWC highlighted how strict asset supervision and monitoring can 

positively contribute to boost business growth. In this context collaboration between the 

entrepreneur and investors is expressed in the introduction of a corporate governance system 

with the aim of regulate a number of management aspects such as: 

 Corporate structure and the entrepreneur and management incentives plan; 

 The corporate governance and corporate information system; 

 The exit strategy by the Investor. 

Shared objectives together with the financial expertise from the investor‟s side and the 

operative one from the entrepreneurial side, allow creating positive synergies for the value 



55 
 

creation within the company. Corporate governance rules are set to ensure shareholder 

stability and the entrepreneur involvement. The most common ones are: 

 Lock-up agreements in which the entrepreneur commit himself to not sell its share for a 

defined period of time; 

 Earn-out agreements, in which the seller receives part of the purchase price up front, and 

additional funds over time. Usually companies reach such an agreement because there is a 

dispute about the value of the company being acquired. The buyer may not want to pay 

the full purchase price up front, due to concerns that the company may fail to perform as 

well as expected. Under an earn-out agreement, the buyer might offer to pay a percentage 

the purchase price at the time of acquisition, and the remaining over a period of time.  

 The stock option plans and the so-called management by objectives, which are incentive 

mechanisms to retain the management at least until the investor will quit; 

 Exit ratchet agreements, it is an additional incentives/rewards to the founders for 

delivering excellent returns to the investor. Basically at the time of divestment, under the 

assumption that an increase in the company‟s value has been realized, the investor will 

reward the entrepreneur with the possibility to purchase shares, for a fixed price, as 

premium for the achieved performance.  

 

Furthermore clear corporate structure and information transparency facilitate external 

investments, protect minority shareholders and enhance corporate governance. Particular 

importance is given to the information system towards investors, in fact Italian and 

international practices state that the company must ensure to the partner a complete set of 

information like: 

 Information regarding risks that may affect the performance of the investment, including 

those related to: the business environment and characteristics in which the company 

operates, possible dependence to particular markets or procurement issues, transactions 

with derivatives financial instruments, potential conflicts of interest related to directors or 

company‟s key executives; 

 Information on the financial and operational data about the company, in order to allow a 

strict control over the management.  
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This information prepared, monitored and disclosed in accordance with the international 

accounting standards, should include in particular: the income statement, the cash flow 

statement and the annual budget  

 

4.2.6 Acceleration processes and technological development 

It is know that PE investments in most of the case have the main goal to increase 

competitiveness of production system through research and innovation even if with less 

impact compare to Venture Capital. Unfortunately “Italy, unlike others European realities, is 

mainly characterized by a widespread degree of entrepreneurship in traditional sectors 

showing a lack of vitality in the high-tech sectors.” According to 2009 data source AIFI - 

PricewaterhouseCoopers does not seem possible to have a clear answer about the market in 

this sense. Investments in high-tech companies are on the rise and represent 28% in 2008 

compared to a 22% in 2005. However in terms of invested resources, there has been a 

reduction from 10% in 2008 to 7% in 2009. This trend can be explained by the fact that there 

is more attention to technological ventures with innovative ideas but when it comes to invest, 

the amount of resources needed for the buy-out is lower compare to the same operation with 

already existing and consolidated companies. In conclusion even these data confirm the delay 

of the Italian system in the development of an interesting environment for tech venture 

capitalists.  

 

4.4.7 Support for corporate restructuring 

From investigations it can be stated that in Italy Private Equity funds is willing to invest 

exclusively towards “healthy” companies with good growth potential. In recent years however, 

the number of operations in favor of companies in crisis are increased. The critical issues in 

most of the cases are related to the lack of generational turnover, financial distress caused by 

strategic and managerial mistakes, difficulties with the banking system and problems due to 

the strong international competition. These critical situations may be considered good 

investment opportunities by PE funds with good relationships with the banking system and 

experienced management with financial and strategic expertise. "In this regard, it is 
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internationally recognized that Private Equity funds can have a key role in the consolidation 

process of failure companies, providing economic support and management processes for 

corporate restructuring.” 

 

In the Anglo-Saxon countries these situations have led to the creation of specialized funds in 

acquisitions of failure companies able to manage the turnaround operations. In Italy numbers 

are still very low towards these turnaround investment and the reasons can be: 

- High risk related to turnaround “activities”; 

- The previous bankruptcy legislation incentivates settlement instead of recovery.  

Based on data provided by AIFI – PWC in 2012 is known as the evolution of turnaround 

operations in Italy is positive regarding the amount invested, which in 2011 has almost tripled. 

However numbers for these operation remains very low (only 8 in 2011). One possible 

explanation is that bankruptcy legislation has been recently reformed resulting in a possible 

sign of discontinuity for future data 

 

4.2.7 Bypassing criticisms 

Experience proves that PE is able to implement new processes and transform venture backed 

companies promoting growth, competitiveness and enterprise culture. Despite in these recent 

years Private Equity funds have been criticized regarding the short holding period, the use of 

secondary buy-out operations and the excessive use of leverage. 

In reference to the short holding period, most of the criticisms are towards the propensity of 

PE funds to “seek the creation of value through purely financial mechanisms and with a short-

term horizon, resulting in a subsequent loss of potential development for venture backed 

companies in the immediate future after the divestment”. Actually while it is true that the 

holding period is reducing over time, it is equally true that this trend cannot be generalized. A 

survey of PEM highlights how it has evolved over the average PE holding period in Italy from 

2006 to 2009 for expansion operations and buy-out: 
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- The average holding period for expansion in the period 2006-2009 amounted to 3 years and 

9 months, while for the buy-out is 3 years and 3 months in the same period; 

An explanation of this trend regarding shorter holding period can be explained by the 

pressures from financial markets, which require higher yield resulting in a shorter fund 

lifecycle. 

Secondary buy-out, which usually leads to leveraged buy-out operations, are subjected of 

fierce criticism: Excluding individual speculative cases, it is essential to point out the growing 

importance of PE funds in the general M&A market compared to “corporate” operators. This 

new role inevitably leads to increase the importance of these funds when another fund wants 

to buy or sell.  

For the controversy on the secondary buy-out, it must be emphasized the fund's ability to have 

boosted growth processes as well as the ability to achieve goals previously set up in business 

plan made ex ante. For the repetition of leveraged buy-out that may result in secondary buy-

out, it can be seen, according to a research made by Bloomberg, JPMorgan and Standard & 

Poor's that the capital structure in LBO transactions at the international level has evolved from 

a 92% debt and equity 8% at the end of the eighties to a 68% debt and 32% equity in 2005. 

"In this scenario, there are definitely steps that could help to properly characterize the image 

and the activities of the operators of PE [...] the Italian and international risk capital markets 

must continue to improve the quality of communication and guarantees towards investors and 

the general public in general through greater transparency ". 
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CHAPTER 5. THE PIQUADRO S.p.A. AND PRIVATE EQUITY: A SUCCESSFUL 

PARTNERSHIP 

 

5.1 The history of Piquadro. 

Piquadro is a brand that actively operates in the leather sector with a focus on design and 

innovation. It was funded in 1987 in Riola Vergato near Bologna from the intuition of Marco 

Palmieri, actual President and CEO of the company. During the first ten years the company 

was just a supplier and it produced for the most prestigious Italian luxury leather goods brand, 

developing innovative solutions and technologies. 

In 1998, Piquadro began offering new products with its own brand. Thanks to the experience 

gained during the previous years, the company started manufacturing and selling folders, 

briefcases, diaries and other leather goods with innovative design and high functionality with 

the aim of targeting a medium-high clientele. After an in depth market analysis, Piquadro was 

able to identify a new niche in the market where it could position itself as innovator. 

In November 2000 the company opened its first store in Milan, followed by those of Rome 

and Airport Milano Linate in 2002. At the moment Piquadro is present in Italy with 27 

flagship stores, including 14 franchising, and it counts other 16 flagship stores abroad. 

Product lines diversification, innovation and strategic investments allow continuous 

production development, which is partly delocalized in China since 1998. With the aim to 

preserve the contents of design and innovation of its products and to reduce costs in 2003 

Piquadro acquired 50% of a manufacturing plant in Zhongshan, in southern China.  

The business model see the manufacturing relocation as an opportunity for new partnerships 

and not just a simple low cost force labor pool. The choice of interaction between the industry 

and the design is the distinctive element of Piquadro‟s line-up. In 2004, the company began to 

internationalize the brand with the opening of two new flagship stores abroad, one in Moscow 

and the second one in Barcelona while during the same period Piquadro‟s products boosted 

popularity on the Italian leather goods market. In May 2005 the new Piquadro SpA was 

founded through the transfer of the all company‟s operations activities by the former Piquadro 

SpA from 1998, that simultaneously takes the name of Piqubo SpA. Two months later, In July 
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2005, Piquadro Holding SpA was established with the role of majority shareholder of 

Piquadro SpA while the 35% was acquired by BNL Investire Impresa
21

, which replaced the 

previous minority partner Development Capital. Almost 65% of Piquadro Holding S.p.A. is 

held by Marco Palmieri through Piqubo SpA. In November 2006, it was announced the 

creation of Piquadro Hong Kong Ltd, a joint venture with a local trading company for retail 

development in Hong Kong, and one month later Piquadro opened its first boutique in Hong 

Kong City. 

In December 2006, the new futuristic plant was inaugurated in Gaggio Montano near Bologna. 

The new plant has the dual role of new company headquarters as well as an efficient logistics 

base in which all the orders are collected and processed from all over the world, with a 

delivery time within 24/48 hours. The emphasis on the logistics part is partially reflected also 

in the partition of the spaces: the total area measures around 8,000 m2, 2000 of which 

dedicated to offices and up to 6,000 for logistics and production. In addition other 

improvement actions have been taken, in fact, the entire sales network has been fully 

computerized and the web potential have been exploited, as a result the availability of 

products can be verified in real time. Moreover in 2007 it was finally approved by the Board 

the proposed merger of the 100% owned subsidiary Piqubo Services into Piquadro. 

 

5.2 Piquadro’s products line-up. 

Piquadro produces a wide range of products ranging from bags and professional suitcases for 

men and women, to small leather goods, diaries, clipboards and a vast selection of accessories. 

Piquadro targets a medium-high-end clientele with a wide age range from 26 to 50 years, split 

in 60% men costumers and the remaining 40% for women. The main purchase reason and 

motivation to purchase is due to the uniqueness of the design and high functionality of 

Piquadro‟s products. 

The actual portfolio prodocts is characterized by the perfect combination of high performance 

regarding durability with a strong functional content: 

                                                           
21

 Italian Close-end fund controlled by BNP Paribas. The BNL investire impresa lasted until 31
st

 July 2009 when it 
was settled down. 
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Source: www.piquadro.com/investorsrelationship 

 

5.3 Company Business Model 

The business model of Piquadro is quite unique and it characterized by high flexibility. The 

group manages internally all the phases with higher added value, such as research and 

development, design, logistics, distribution, purchasing, quality control, marketing and 

communication. The manufacturing activities are instead outsourced in China, Taiwan and 

Hong Kong with a 40% built internally in the Chinese factory controlled by the subsidiary 

UniBest2. The remaining 60% is outsourced to external companies always in the same 

geographical area. The purchases of raw materials with higher added value, both aesthetic and 

technical, are carried out directly by the company and mainly on the Italian market. The 

business logistics and replenishment, crucial for products with long life cycles, is done 

internally in the Gaggio Montano plant, which is equipped with an automated warehouse 

capable of handling orders in 24/48 hours, with significant functional efficiency. 

 

5.4 The drivers of growth 

Piquadro's strategy has always been focused on positioning the Piquadro brand as young, 

dynamic, with the use of the most innovative materials and technological solutions. 

http://www.piquadro.com/investorsrelationship
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The company plans to develop its presence in the domestic and international markets through 

a growth plan based on five guidelines: 

 Continuous Research and Development; 

 Developing and strengthening the Piquadro brand presence in new markets where the 

brand is not yet established; 

  Expansion of the distribution network through flagship stores and multi-brand shops in 

Franchising, Piquadro Stations and Shop in Shop
22

; 

 Expansion of the product line-up of women's bags and luggage; 

 Strengthening of the communication activities. 

 

5.5 Year 2002: The first approach with Private Equity 

After the expansion in China and the opening of the first store with its own brand between 

1998 and 2001 the company's revenue doubled, rising from 4.9 million to 10.4 million euro. 

At the same time the EBITDA increased from the initial 540000 euro to 1.8 million euro, with 

profitability up to more than 117%. Therefore the performance of Piquadro attracted strong 

interest from Private Equity firms, resulting in the entry of Alto Partners SGR
23

 into the 

company‟s equity. 

The operation of expansion capital was completed in February 2002 with the signing of a 

capital increase, amounting to 2.5 million euro and based on a company's valuation of 10 

million, Which allowed Alto Partners to acquire 25% of Piquadro.  

 

                                                           
22

 The "shop-in-shop" retail concept is where a brand owner or retailer takes space in another retailer's store and 

fits it out to provide selling space dedicated to that secondary company's products. 

 
23

 Alto Partners SGR Spa is a private equity firm specializing in investments in lower mid-market businesses. 

The firm does not invest in start-ups or turnaround situations but it prefers to invest in consumer goods; food and 

beverages; industrial and commercial machinery; high end mechanics; leather and luxury goods; and fashion.  
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Source: by the author 

The partnership between the PE fund and Marco Palmieri was crucial to support and boost the 

company‟s growth in Italy and especially abroad. The main results achieved during this 

period mainly thanks to the operator of private equity were as follows: 

 Growth in sales over the 23 million Euro; 

 Profitability of 26%; 

 EBITDA of 6 million euro; 

 Start a policy of opening flagship stores (11 in the period) in order to diversify distribution 

channels, to promote the brand and establish a direct relationship with the final customer; 

 Consolidation of the relationship with leading multi-brand stores, through the 

dissemination of shop-in-shop (153 in 2004); 

 Growth in foreign markets achieved through the opening of Piquadro España branch, new 

mono-brand outlets (Barcelona, Paris and Moscow) and the spread of shop-in-shop (new 

18 solely in 2004); 

 Introduction of new product lines (women's bag and travel); 

  Starting a manufacturing joint venture in China, to cover 50% of the production. 

 

5.6 Year 2005: The divestment of Alto Partners 

In 2005, Piquadro focused on the opening of new flagship stores around the world and on the 

construction of the new plant, initiating indeed a new phase of investment. Therefore it was 

decided to close the first growth cycle allowing the fund, who participated in this important 

process, to exit. The divestment of Alto Partners happened via a leveraged buyout operation 

and Piquadro was transferred to a second private equity firm, who purchased 35% of a 

NewCo where all the Piquadro‟s industrial assets were conferred. 
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5.7 Year 2005: the second round of Private Equity 

In July of 2005, the fund of BNL
24

, BNL Investire Impresa purchased 35% stake of Piquadro , 

25% from Alto Partners and 10% from the Palmieri brothers, who still own 65% of the 

company. 

The transaction was made through the establishment of a NewCo named Piquadro Holding, to 

whom all the industrial activities of the old Piquadro S.p.A were transferred. Piquadro 

Holding, belonging for 60.67% to Marco Palmieri through Piqubo SpA, for the 4.33% to 

Pierpaolo Palmieri and the remaining 35% to BNL Investire Impresa, was capitalized with 24 

million euro of equity, 8.4 million of which paid by the fund of BNP Paribas, and with 10 

million of debt provided by BNL, for a total enterprise value of approximately 34 million euro. 

 

Source: by the author 

 

                                                           
24

 Banca Nazionale del Lavoro: leading italian bank now owned by the french BNP Paribas 
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Source: by the author 

 

5.8 Year 2007: After two years of BNL Investire impresa 

The achievements under the BNL fund were even greater than the ones achieved with the 

previous fund and they can be summarized in: 

 80% of the turnover was realized within national borders while 20% of revenues came 

from abroad; 

 Investments in marketing fort 2.5 million euro, representing approximately 7% of 

turnover; 

 The growth of Piquadro (2005-2007) was always greater than 10%. In particular, in 

2006/2007, the group turnover exceeded 35.7 million euro, a considerable increase of 

51.6% compared to 23.6 million achieved in the previous year. 

While in terms of profitability: 

 EBITDA increased from 5.9 million to 10.7 million euro, with an increase of +81.6%. 

 Consequently, the operating margin increased from 25.1% to 30%. 

 Net profit increased from 3.1 million to over 5.3 million. 

 

5.9 Year 2007: The IPO on the Expandi market. 

In 2007 Piquadro was able to achieve in advance all the goals expected for 2010 so that the 

IPO, which was not expected before 2008 was anticipated in 2007. The initial public offer 

began on 15
th

 of October and finish 4 days later. In the following scheme I will try to identify 

the main data collected prior and after the listing process. 

Phase 1 

 Mediobanca: global coordinator, sole bookrunner, liting partner, specialist and responsible 

for the shares underwriting. 

 The price range was set between 2,1 and 2,3 euro per share, which implies an overall 

company value between 105 and 115 million. 
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  The total amount of shares offered for sale was approximately 15,220,000 (30.44% shares 

of Piquadro Holding and those of BNP Paribas) that might become 17.5 million in the 

event of full exercise of the greenshoes option. 10% of the total shares were available for 

the public and employees while the rest was dedicated to institutional investors. In terms 

of shares, 15,220,000 were offered for sale by the shareholder Piquadro Holding SpA and 

2,280,000 shares as greenshoes option offered to the global cordinator. 

 The revenues from the IPO will be used to balance the exit of the private equity fund, who 

owns 35% stake in Piquadro Holding since 2005. 

Phase 2 

The public offer ended on 19
th

 of October 2007 with a request equal to 11 times the shares 

offered regarding the amount of shares available for the general public, while for the 

institutional underwriting the request was 3.6 times the shares offered coming from foreign 

and leading Italian investors. 

 The price of the shares has been set at 2.2 euros per share and on the 25
th

 of the same 

month trading begun on the Expandi
25

 market. 

 On November 9, the IPO global coordinator announced that the greenshoes option has 

been fully exercised for a total of 2,280,000 ordinary shares, which resulted in 17,500,000 

free float on the Expandi market, accounting for 35% of corporate stocks 

 The incomes of the IPO calculated on the basis of the public offering price amounted to 

approximately EUR 32.1 million. 

 The market capitalization of Piquadro Holding resulting from the IPO amounted to 110 

million euro. 

5.10 Year 2008: the divestment of BNP Paribas 

In February 2008, the BNL Investire Impresa Fund, definitively divest and exit from Piquadro 

Holding with a capital gain of 16.5 million euro compared to the initial investment of 8.4 

million. The close-end fund sold its remaining shares in the holding company, which has 

consequently reduced its corporate stock. The fund has therefore concluded a successful 

                                                           
25

 The Expandi market is a special compartment of Borsa Italiana, Italian stock exchange, where all the smaller 
companies, even family business, are traded. Today is no longer existing and all the companies traded into it 
are now traded in the MTA market. 
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operation that began in 2005 and ended with the arrival of Piquadro SpA on the Expandi 

market. 

With an initial investment of 8.4 million Euros, BNL Investire Impresa has received in two 

tranches, during the following months after the IPO, a total of approximately 24.9 million 

euro, achieving an IRR of 55% and a multiple of investment around 3 times, with a gain of 

16.5 million euro. 

 

5.11 After the exit of BNP Paribas 

The fiscal year ended 31 March 2008 once again was a further confirmation for the Piquadro 

Group of the validity of the Piquadro brand and its business model. A particularly brilliant 

year both in terms of sales revenue, with an increase of more than 28.6% over the previous 

one also from a profitability point of view. 

The ownership structure of Piquadro S.p.A., listed on the Expandi market of the Italian Stock 

Exchange, is as follows: 

 

Source: by the author 

While with regard to the organizational structure of the Piquadro S.p.A. can be better 

represented with the following graph: 
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Source: www.piquadro.com/investorsrelatioship 

Piquadro SpA during the fiscal year 2009 distributed its products in over 50 countries with a 

distribution network of over 1,500 stores, 79 single brand stores (46 in Italy and 33 abroad). 

The company started to internationalize its retail network and as a result the percentage of 

leather goods sold in foreign countries kept on growing from an initial 15% to a 23% in 2010.  

The turnover of the Group at 31
st
 March 2009 was about € 51.7 million, with an overall 

increase of 12.4% over the previous 12 months. The CAGR 2005-2009 (Piquadro fiscal year 

ends on March 31) shows an average growth during these five years around 28.1%. The 

Piquadro Group also achieved excellent results with an EBITDA of € 14.4 million, 27.8% of 

the turnover. The EBIT was declared to be € 12.5 million, 24.2% of revenues and with a 

consolidated net income around € 7.5 million, an increase of 15.9%. 

http://www.piquadro.com/investorsrelatioship
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Source: by the author  

 

5.12 Current situation of Piquadro 

In the first three months of the year 2010/2011 considering the actual financial crisis that 

undermined the real economy especially in the European context, the Group showed 

significantly better performance compared to the same period of the 2009/2010. 

The Piquadro Group net sales amounted to 10.8 million euro (+14.8%) compared to 9.5 

million in the corresponding period of 2009/2010. In the first three months of 2010/2011, 

sales volumes went up by about 7.9% over the same period of 2009/2010. The categories of 

products that registered the most significant increase in terms of sales revenues were those of 

women's bags (+119%), small leather goods (+31%) and the luggage compartment (about 

+9%), while briefcases basically remained stable (about -0.6%). 

In terms of profitability, the Company had, at 30 June 2010, an EBITDA of 2.44 million euros 

(22.4% of net sales), an increase of approximately 29.8% compared to what was achieved 

during the same period of the previous year (1.88 million euro or 19.8% of net sales). 

Piquadro‟s EBIT amounted to approximately 1.96 million euros (18.0% of net sales), a 

considerable increase of approximately 40.8% compared to 30 June 2009 (€ 1.4 million, that 

are the 14,72% of net sales). The performance at the EBIT level is equal to an increase of 

about 19.2% (1.66 million euro with an incidence of 15.3% of net sales). Considering the net 
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profit of the Group in the first three months of 30 June 2010, they amounted to 1.27 million 

euro, an increase of approximately 73.4% compared to the same period of the previous fiscal 

year (net profit of 0.7 million euro). 
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CONCLUSION 

 

The intent of this study, despite solid foundation in the theoretical premises presented during 

the course of this thesis, is not to establish itself as absolute, but these conclusions are the 

result of analysis with the aim of identifying the advantages and disadvantages of using 

private equity funds as an external source of growth and value creation. 

The motivation behind the choice of Piquadro SpA as empirical object of this study, is related 

to the results obtained by the company in the short run in terms of strategic, financial and 

economic improvements, thanks to Private Equity investments. The Piquadro SpA can be 

included within the category of small medium enterprises that without private equity or 

investors looking for high returns, it could not have realized growth paths as strong as those 

demonstrated. 

Although data provided by researches on the Italian private equity show positive growth 

trends, especially at small or medium enterprise level, Italy is still lacking behind other 

European countries regarding private equity and venture backed companies. Necessary 

actions are needed from both parties, institutions and private equity funds. The PE, but in 

particularly the category of venture capital, should be considered as a tool for supporting and 

mentoring institutional activities, with the aim of encouraging the development of highly 

innovative companies. Consequently these new ventures will be able to generate positive 

effects not only within the company, but their success will also contribute to provide further 

advantages to the communities and environment in which they operate. The institutional 

actions must be able to stimulate SMEs to develop and promote growth development path 

with the final goal of strengthen their businesses and maximize profits. Moreover, thanks to 

private equity firms, companies will be forced to adopt transparent and efficient management 

mechanisms, allowing higher standards of quality at domestic and international level. 

The logic followed in the thesis highlights all the advantages that a venture backed company 

can benefit from a positive relation with the investing partner as a total range of financial 

services, strategic and managerial skills. The need for financial resources constitutes probably 

one of the essential needs for the enterprise. This requirement, indeed, will led to an evolution 

of the finance function within companies, which in many cases is still limited to individual 

creditors relationships. The real promoter of the change, together with the market needs and 
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requests, is the private equity which allows venture backed companies to expand their 

strategic vision and understand the benefits of a balanced capital structure. Thus the support 

from PE can be considered as an element of development for internal consolidation from a 

financial point of view as well as a strengthen factor for the company‟s prestige towards 

markets. 

The presence of the financial investor should be considered as a medium to long-term 

entrepreneur with the only aim to create value for all stakeholders. In addition considering the 

characteristics of SME in Italy we can state that one of the weaknesses of these businesses is 

the lack of specialization and professionalism of those supposed to run the company. Through 

private equity SME can benefit from the experience gained in different sectors and in other 

business contexts. Finally, the role of the management is another element that is overlooked 

by the entrepreneur, who tends to maintain full control into his own hands. The problem takes 

the form of a circular process and in many cases the company is reluctant to enter relevant 

managerial personnel and consequently it results to be unattractive for new managers who see 

in the enterprise a limit to their own careers. The use of PE in part allows expanding the 

vision of the company, defining roles and a precise structure from an organizational, financial 

and strategic point of view representing a positive and challenging opportunity for 

professionals. 

In addition to purely quantitative benefits, should not be overlooked benefits associated with 

the reputation guaranteed by the investor. On the basis of the information provided and 

empirical evidences it can be argued that private equity proves to be an "invisible hand" that 

makes companies more competitive and allow boosting growth. 

Although there is a well-structured investment process, in reality the success of the Italian 

private equity derives mainly from the availability of consolidated network of investors, 

entrepreneurs and managers. The partnership investor-entrepreneur plays a very positive role 

in accelerating the growth process and allowing companies to achieve significantly higher 

performance levels compare to other countries. Through effective collaboration and mutual 

trust, strategic, financial and organizational issues can be bypassed allowing the company to 

initiate a positive spiral of growth or change in case of generational turnover. Moreover it is 

necessary to put in place a two-way process of adaptation, aiming on one hand to push the 

company to achieve certain levels of profitability, efficiency and transparency required by the 
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investor and on the other hand to be seen as possible target for future acquisitions, adapting 

itself to the needs of a particular business environment.  

In conclusion, we can say that the results obtained in this thesis show a positive relationship 

between the combination of private equity and small medium enterprises. The importance of 

private equity is stressed because the necessity for Italian firms to grow is a crucial theme 

nowadays. The possibility to increase investments in research and development, innovation, 

internationalization will allow Italian companies to compete on an international level and 

through complex and difficult challenges. Private equity is therefore a valuable tool for 

companies that want to grow and be more international and accept the future challenges on a 

global scale. 
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