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ABSTRACT  

Historically, private equity (PE) has been a largely local endeavour, but investors are now 

turning towards emerging markets, seeking excessive returns out of their comfort zone. India 

stands out as being one of the key emerging markets. PE investments are increasing with 

roughly 30% per annum, but almost no research exists on the topic.  

While PE performance and its determinants have gained increasing traction among scholars, 

there are gaps in the literature for emerging markets. This study adds to literature by exploring 

if value is created in the PE-backed portfolio firms, and what determines differences in firm-

level performance. Further, we extend the extant literature by disaggregating our sample on 

two types of PE investments: growth capital and buyouts.  By studying India, we explore the 

applicability of scholarly findings in the context of an institutionally different market. This 

presents a unique perspective since the relative performance and determinants of the same is 

largely unexplored, serving as a blueprint when more emerging markets open up for PE 

investments.   

We collect a novel dataset with financial data of 119 PE-backed firms, each matched with a 

reference firm, totalling 238 observations. Here we report that PE-backed firms are growing 

faster, but seemingly without improving margins, albeit with substantial heterogeneity. The 

overall winners appear to be experienced, specialised sole investors who refrain from investing 

in firms with previous PE ownership. At a deal-level, club deals and secondary buyouts seem 

to negatively affect value creation in our sample. While there naturally are common 

denominators, which affect both of our investment types, we find certain discrepancies. There 

is a local and a reputational advantage for PE funds investing in buyouts, and for growth capital 

investments, it seems to be beneficial to invest in older companies. 

Our study also has implications for practitioners and academicians alike. Investors should 

allocate PE capital keeping these determinants in mind, and further research can study the 

applicability of our findings in other emerging markets.    

 

Keywords: private equity, buyout, growth capital, emerging markets, India,  

operating performance, performance determinants, specialist, experience  
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1 INTRODUCTION  

The first section provides the foundation of the research area, clarifying its importance. First, 

a background and motivation for the topic is depicted, materialising in our research question 

and contribution to knowledge. Second, scope and limitations are presented. 

1.1 Background  

Private equity (PE) may be a largely private affair, but it is becoming increasingly visible to 

the public eye. Since the value of private markets increase, its reach over daily life grows. From 

the everyday activities, to more dire situations such as calling 911 (and ‘Wall Street’ answers) 

(Daniel et al., 2016). The booms and, more importantly, the busts of the industry, with the likes 

of Harry and David Inc. – a once thriving fruit order retailer, has inclined outsiders to seriously 

consider the everyday effect of PE. In that case, the investee firm took out over hundred million 

dollars in dividends, paid for with borrowed money, and left the company bleeding – ultimately 

ending in chapter 11 bankruptcy. The PE firm failed to improve the company's operating 

performance, failed to meet its debt obligations, but still managed to make a profit (Surowiecki, 

2012).  

Occurrences like the previous examples has at times put these investment firms to shame in the 

public eye. Maybe it is not an unreasonable outcome, granted that the standard operating 

procedure for PE involves purchasing businesses, adding leverage, minimising tax payments, 

cutting costs (in particular employment), while extracting substantial fees – all aggravating 

public anger (The Economist, 2016). However, the market has progressively changed during 

the past decades, and private market capital have never has never had as large influence on the 

world as it has today, but PE funds' impact on their portfolio companies does indeed present a 

contentious issue.   

The global landscape for investments is going private, and the past years has seen a wave of 

capital into harder-to-trace asset classes, transforming the modus operandi of the investors 

managing the money (Davies, 2018). The strong underlying growth in the wide private markets 

is visualised in Figure 1, wherein PE has sustained a strong growth trajectory when put in 

comparison to, for example, hedge funds. Investors' motives for private markets are historically 

consistent: a potential for excessive returns and consistency at scale (McKinsey & Company, 

2018). Conversely, as with all scenarios of rapid growth, there are also challenges.  
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Figure 1: Global private assets under management, USD trillion  

 

Gone are the days of simply reorienting poorly operated businesses – and welcome are the days 

of overcrowded markets, where investors compete for the interesting assets with sufficient 

potential returns1. Going forward, this phenomenon will likely alter the PE industry at a root 

level, as well as provoke demands for higher transparency, increased regulatory attention, and 

ultimately higher costs. (Davies, 2018)  

In times when too much capital is chasing too few deals, PE funds are investigating novel ways 

of extracting value from their investments. In 2017, investment managers held record amounts 

of ‘dry powder’ (unspent capital), indicating that the sector is pressurised to deploy the capital 

(Espinoza, 2018a). Essentially, the private markets are producing fewer of the home-run deals 

that are the primary drivers of PE performance (Bain & Company, 2018). Investors are 

therefore using alternate ways of creating value; it is less focus on (sometimes excessive) 

leverage, and added focus on operating value creation; as well as an increased interest to enter 

emerging markets from global investors (Kaplan and Strömberg, 2009; Pagani and Haas, 2014; 

Fang, 2016; Hung and Tsai, 2017).  

One recent trend stands out, the surge of capital to mega funds2. Investors have realised that 

capital scale has not at all imposed a penalty on performance, quite the opposite. Studies 

suggest that the largest funds have managed to create the largest returns over the past decade, 

and on that note, capital continues flowing in (McKinsey & Company, 2018). The growing 

                                                 
1 A speculation that is in line with previous research, for example, Kaplan & Strömberg (2009), and Lopez-de-

Silanes et al. (2015), that depict that PE returns tend to decline as more capital is committed to the asset class. 

Intuitively, it also makes sense; increased competition for assets increases the prices of those, and thus the 

probability of overpaying, leading to lower deal returns. 
2 Often defined as funds with more than USD 5 billion in assets under management (AUM).  
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share of capital for these geographically flexible funds of prominent size might suggest that a 

relatively fragmented industry is moving towards consolidation. PE has historically been a 

local business, where investors sought value in markets that they knew well – this is however 

changing. The funds are now seeking excessive returns far away from the comfort zone of their 

home territories, turning to less explored, emerging markets.  

The decision to enter emerging markets is multifaceted. Geopolitical change and declining 

growth prospects have negatively influenced the attractiveness of the developed world, making 

investors seek new opportunities. PE investors are committed to investment theses revolving 

around secular macro trends such as favourable demographics, a rising middle class, and a 

comparatively low PE market penetration. These are just some of the trends highlighting the 

increasing prevalence of PE investor activity in developing3 regions that will continue to unfold 

in the years to come. (EY, 2018)  

At the same time, the traditional Anglo-Saxon PE markets are characterised by well-developed 

institutions supporting the PE industry. In an emerging market context, however, the same 

institutions are significantly different, structurally changing the setting under which a PE fund 

operates. The depth of the capital market, legal support, and socio-political factors all affect 

the viability of the PE business model – which begs the question whether research on the 

developed markets hold true in emerging economies. (Cumming et al., 2010) 

In a survey a couple of years ago, three quarters of the investors in PE assets noted that they 

are looking to increase their exposure to emerging market PE in the next years, in countries 

such as India (Pignal, 2012). Interestingly, apart from obvious upsides such as potential for 

superior returns, emerging markets proved to be resilient during the global financial downturn. 

Apart from China, India is the largest emerging market, with even higher underlying growth 

rates, making the market a strong prospect for investors seeking returns (Groh et al., 2018).  

India is an increasingly important country for PE, since the industry’s inception around the 

1990s (Smith, 2015). Previously, limited partners (investors) complained that it is easy to 

invest, but harder to capitalise on the investments (Hung and Tsai, 2017). However, this is 

rapidly changing; the exit environment is now much more prosperous. As visualised below in 

Figure 2, the value of PE investments is increasing with a compound annual growth rate 

(CAGR) of 29%, and the global funds, for example Blackstone, are generating their highest 

                                                 
3 For simplicity and readability, emerging markets and developing countries are used interchangeably.  
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returns worldwide in the country (Alexander and Antony, 2018). At a general level, Indian 

flows to PE in 2017 is up 26% year-on-year to a record $24.4 billion, further solidifying the 

increasing importance of the Indian market for PE investors. (Balakrishnan, 2018) 

 

 

The topic of PE in India is important for many reasons. First, data on PE capital flows confirms 

the perception of international investors increasingly committing capital to emerging markets, 

and in particular India. India is in parity with mature PE markets such as the United States 

(Figure 3) when comparing PE’s penetration (measured as the ratio of PE investment values to 

GDP), and emerging markets are steadily catching up with their developed counterparts. 

(Klonowski, 2011).  

Second, in countries such as India, there are many family-managed firms, which sometimes 

lack the financial and managerial capabilities required to prosper (‘sleeping beauties’). PE 

involvement may help bring professionalism – allowing the portfolio firms to take advantage 

of previously unexploited growth opportunities. For example, Boucly et al. (2011) use a similar 

rationale when studying PE performance in France, with a large proportion of family-owned 

firms, and arguably less developed credit and stock markets than for example the U.S.. For our 

study, this provides an even greater opportunity to understand the effect of a different 

institutional setting. India, being an emerging market, largely differs from the environments in 

which previous studies have been conducted, indicating an opportunity to bring clarity and 

develop theory for PE in emerging markets. 

Source: Alexander & Antony, 2018
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1.2 Purpose, contribution and research question  

While the performance and determinants of PE performance have gained increasing traction 

among scholars, there are gaps in the literature for emerging markets. PE flows to emerging 

markets, and to India in particular, are growing – motivated by the declining attractiveness of 

the developed markets. However, studies on what gives the competitive edge among investors 

is a topic that is slowly increasing its prevalence in developed markets, but remaining relatively 

untouched in emerging markets, such as India.  

This study adds clarity and accelerate the theoretical development on PE value creation in 

emerging markets, by studying one of the most important PE markets in the category, India. 

By examining the case of India, we explore the applicability of previous scholarly findings in 

the context of an institutionally different market – evaluating whether the current trend of PE 

in India is a result of a momentary bullish sentiment, or if the market provides strong returns 

by presenting high potential for operating gains. Further, we extend the extant literature by 

disaggregating our sample on two types of PE investments: growth capital and buyouts. This 

presents a unique perspective since the relative performance and drivers of the same is largely 

unexplored, serving as a blueprint when more emerging markets open up for PE investments. 

Motivated by the limited knowledge of PE in emerging markets, and incongruous results on 

drivers of performance, the intent of our study is further narrowed down to:     

Does Indian private equity backed firms provide excess returns, and what 

are the determinants for differences in firm-level performance? 

Previous PE literature has to a large degree focused on financial fund returns. However, in 

order to understand the provenance of these gains, one must first explore how value is created 

in the concoction of portfolio companies in which the fund invests. This paper quantifies the 

abnormal returns in terms of operating metrics, that is value creation, such as revenue growth 

and profitability changes. To capture operating impact on the portfolio companies, this paper 

defines PE investments as buyout and growth investments – undoubtedly the PE segments with 

the largest operational focus as opposed to venture capital (VC).  

Further, multiple scholars have addressed the need to explain the heterogeneity in PE 

performance – especially in relation to human capital-related factors and deal characteristics 

(Cumming et al., 2007; Kaplan and Strömberg, 2009; Nadant et al., 2018). Our study addresses 

this by collecting and analysing a novel manually collected dataset with several measures that 

previous research has provided dichotomous views on. The scholarly debate, is in many ways 
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appearing unbalanced, often zooming in on easily observable data – simply due to the nature 

of collecting information on these variables for privately held companies. 

For other emerging markets, it is important to provide an understanding of whether PE firms 

have potential to create prolonged value in the portfolio companies. Operating improvements 

are, in the short-term, potentially more beneficial to the specific company and general economy 

at large. Financial deal returns tend to only positively influence the PE fund and not necessarily 

the portfolio company, as exemplified by the public scrutiny of PE. Essentially, the discussion 

if PE firms bring value to the firms (and the countries) they invest in is of high importance for 

policy debates in countries opening up for PE investments (Smith, 2015). Lastly, in an effort 

to initiate the procedure of understanding the determinants of the operating performance; PE 

investors, institutional investors, policy makers, and academicians the like can find value in 

continuously extending the knowledge of the topic.  

1.3 Scope and limitations 

To effectively answer the research question presented in the previous subsection, a number of 

delimitations have been set. Delimiting our study narrows down the scope of the study, aiding 

in reducing opacity. Additionally, this subsection outlines some external factors affecting the 

study, and how the research methodology recognises these potential complications.  

When conducting studies on emerging markets, data availability and the quality of data often 

becomes an issue – particularly when examining private markets. Attempting to circumvent 

these issues, multiple data-sources have been utilised, and then cross-matched in a rigorous 

sampling process. The study is limited to analysing Indian portfolio companies, that is, 

companies with Indian headquarters. The same limitation is not set for the PE firm(s) partaking 

in the transactions. The years examined are limited to the period between 2010 and 2015, as 

sufficient data cannot be found for an extended period. Further, with the study aiming to 

evaluate operating gains for PE owned companies, we limit our research to the PE investment 

types with active ownership, being growth capital and buyouts. 

The data included for each of the deals covers the period 𝑡−2 to 𝑡+2 (𝑡 being the year of PE 

backing) and does not necessarily capture a fund’s whole holding period of the portfolio 

company. Further, there is no link of the operating value creation to the actual return on the 

investment, measured as either internal rate of return or multiple on invested capital. Most of 

the existing PE literature focuses on these return metrics, and the reason for the limited 

possibility to capture both aspects is simply the difficulties of identifying both data points per 
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each specific deal. However, there is a wide array of research supporting the notion that strong 

operating performance ultimately is one of the key factors affecting the return of the investment 

(e.g. Kaplan and Strömberg, 2009; Gompers et al., 2015), thus, this does not provide any 

inherent issues with the conducted research.  

An issue when conducting regression analyses is selection bias and endogeneity. Accounting 

for (i) industry, (ii) size, (iii) profitability, and (iv) growth trajectories prior to the PE 

investment, the methodological approach controls for these issues to the greatest extent 

possible, but our results can still suffer from an endogeneity bias. 
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2 PRIVATE EQUITY  

This section initially defines PE in general terms and describes the business model. After 

providing a foundation for understanding PE, various methods of value creation are introduced, 

specifically catered to the focus of this paper.    

2.1 Defining Private Equity  

By the broadest definition, PE can be understood as the provision of equity capital to a non-

publicly traded entity (or taking a public firm private). The funds’ fundamental function is to 

invest capital in promising businesses through a leveraged buyout (LBO), taking (or keeping) 

them private. Typical of a PE backed transaction, is that the majority of a relatively mature 

company is acquired by an investment firm using a relatively small portion of equity relative 

to a larger portion of external debt financing. The firms engaged in these activities are referred 

to as PE firms, and generally, PE is divided by the current life cycle of the target they seek to 

invest in. Minority investments in less mature targets (e.g. seed and start-up financing) are 

usually referred to as VC, while (usually) majority investments in more mature targets (e.g. 

growth capital, buyouts, rescue and replacement capital) is commonly considered the pure PE 

asset class (InvestEurope, 2015; Kaplan and Strömberg, 2009). For the sake of clarity, we 

categorise PE in this paper as growth capital investments and buyouts.  

Private AUM roughly total USD 5.2 trillion in 2017, which represents a year-on-year growth 

of 12% from 2016, as presented below in Figure 4. A majority of the PE value constitute of 

buyout transactions4, this asset type is also geographically focused on North America and 

Europe. However, Asia is increasing its prevalence in attracting capital, especially through the 

growth capital segment – being the region receiving the most growth capital funding (see 

Figure 4).    

                                                 
4 For the purpose of this paper, leveraged buyouts and buyouts are used interchangeably.  
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Figure 4: Private market assets under management, 2017, USD billion. Assets now total 

roughly USD 5.2 trillion. 

 

The typical PE firm is structured as a partnership or a limited liability corporation (Axelson et 

al., 2009; Kaplan and Strömberg, 2009). In his seminal piece on PE, Jensen (1989) described 

the PE firms active in the late 1980s as decentralised organisations with few investment 

professionals, and a limited focus on the day-today operations of the operating units. 

Nowadays, many funds are substantially larger, they have an increased focus on operating 

value creation, but the most prominent players remain largely the same, for example, 

Blackstone, KKR, and Carlyle (Kaplan and Strömberg, 2009; Metrick and Yasuda, 2010). 

Historically, their employees have been individuals with an investment banking background. 

Today, the PE firms seem to employ professionals with a wider variety in skillsets, ranging 

from investment banking to management consulting, and professionals with specific industrial 

expertise (Kaplan and Strömberg, 2009). One could argue that this shift mirrors the increasing 

focus on operating value creation, and how the PE industry is reinventing itself to remain 

relevant.   

2.2 The Private Equity business model 

A PE firm needs external equity capital, which it raises through a fund. Usually, these funds 

are ‘closed-end’, where investors are unable to withdraw their capital until the fund is 

terminated, which can be put in contrast to mutual funds where investors can withdraw their 

capital whenever they prefer to (Kaplan and Strömberg, 2009). Investors in these funds commit 

to provide a certain amount of capital for investments in companies, and specific fees to the PE 

firm. Generally, PE funds require investors (limited partners) to be able to commit capital for 

Source: McKinsey & Company, 2018
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a longer period of time, highlighting the illiquidity of the assets class (Cumming, 2010). The 

normal PE fund structure is visualised below, in Figure 5.  

Figure 5: The typical PE fund structure.  

 

The funds comprise capital from internal sources also managing the fund, the general partners 

(GPs) of the PE firm, but primarily by commitments from external sources which serve as 

passive investors5, limited partners (LPs) (Kaplan and Strömberg, 2009). The LP business 

model has for long been the preferred choice of structure for PE, since this model allows 

investors to diversify their own portfolio, and have limited liability (Cumming, 2010; 

Klonowski, 2012). Typically, the fund has a fixed life span of ten years, with the ability to 

extend it with three additional years. The PE firm has up to five years to put the committed 

capital to work by investing in companies. GPs then have a holding period of five to eight years 

to improve and later on capitalise on those investments, returning the capital as well as a 

majority of the returns to investors (Kaplan and Strömberg, 2009).  

Due to the asset class’ special nature, with very limited liquidity, institutional investors such 

as corporate and public pension-funds, insurance companies, banks, wealthy individuals as 

well as endowments are commonly found as LPs, since this allows these groups to both find 

(high) returns and diversify away from public markets (Cumming, 2010; McKinsey & 

                                                 
5 However, some of the larger LPs does sometimes co-invest in a minority stake of the target firm alongside the 

PE fund, and the LP ends up with two separate ownership stakes, a direct part through the co-investment, and an 

indirect part through the PE fund.  
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Company, 2018). After committing their capital, the LPs have little influence on the funds' 

investments, as long as they follow the basic covenants per a fund agreement (Kaplan and 

Strömberg, 2009). Regular covenants include restrictions such as how much fund capital can 

be invested in one company, and debt levels at a fund level (as opposed to debt at portfolio 

company level, which is unbounded) (Kaplan and Strömberg, 2009).  

2.2.1 Private equity fee structure  

The PE firm or GPs, are compensated for their alleged investment expertise in both variable 

and fixed components, based on predefined agreements at the funds' inception (Kaplan and 

Strömberg, 2009; Metrick and Yasuda, 2010). Furthermore, it is important to understand the 

inherent fee structure, to get a grasp of the incentivising mechanisms at play during the lifetime 

of a fund. While the PE fixed fee component has counterparts in both mutual- and hedge funds6, 

the variable incentive fee differs substantially.  

Undoubtedly, the remuneration structures of PE represent one of its most distinctive features. 

GPs receive two primary forms of compensation: a fixed annual management fee, and a 

variable ‘carried interest’, which is a share of the profits of the fund (Kaplan and Strömberg, 

2009; Leeds and Satyamurthy, 2015). The management fee is calculated as a fixed percentage 

of the capital committed, and then, as investments are realised, on capital employed (usually 

between 1% and 2.5%, depending on fund size). The variable part, is essentially performance 

based, and founded in net capital gains generated at the closure of the fund, in excess of a 

minimal hurdle return payed directly to LPs, GPs carried interest usually equal 20%. These 

fees are often distributed through a ‘European waterfall’, which is distributing the carried 

interest at the funds closing rather than on a deal-by-deal basis. (Kaplan and Strömberg, 2009; 

Leeds and Satyamurthy, 2015) To conclude, the principal part of the compensation for the 

funds' investors occurs at the end of the process, numerous years after the initial capital 

commitment, and it exclusively relies on the GPs' ability to create value during the interim.  

2.2.2 Exit routes  

There are three primary exit routes for PE funds' portfolio companies: an initial public offering 

(IPO), a sale to an industrial player (trade sale), or divesting the portfolio firm to another PE 

firm (secondary buyout or SBO) (Economist, 2010). A fourth partial exit consists of a dividend 

recapitalisation, typically occurring when the investor is unable or unwilling to sell the asset, 

                                                 
6 Refer to Chordi (1996), Tufano and Sevick (1997), as well as Christoffersen and Musto (2002) for interesting 

articles on the fee structures for mutual funds. For analyses of fee structures in the hedge fund industry, see, 

Agarwal, Naveen, and Naik (2009), Aragon and Qian (2007), as well as Panageas and Westerfield (2009).  
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but still seeking to realise value from their initial investment (Phalippou, 2017). Essentially, 

debt is added at the portfolio firm level and then cash is redistributed through dividends to the 

PE owner. Lastly, the involuntary exist route subsists, when the portfolio company is forced 

into bankruptcy or liquidation.  

It is difficult for the PE fund to understand beforehand which exit route may generate the 

highest return, and may therefore run a dual track process (Phalippou, 2017). That is, preparing 

for an IPO while simultaneously negotiating with financial and strategic buyers.   

2.3 Private Equity Value Creation  

There are many ways for a PE fund to extract value from their investments, and the potential 

for high compensation for the partners at PE firms certainly incentivises them to generate high 

returns, both direct and through increased ability to successfully raise subsequent funds7 

(Gompers and Lerner, 1999; Metrick and Yasuda, 2010; Chung et al., 2012). High incentives 

in combination with mostly positive empirical results is coherent with PE investors taking 

measures to maximise the value of the firms in their portfolio (Gompers et al., 2015).  

The performance is ultimately reliant on different performance drivers in the portfolio 

companies. Jensen (1989) argues that PE firms improve firm operations and thus create 

economic value by applying improvements over several dimensions. Kaplan and Strömberg 

(2009) put these initiatives in three categories: (i) financial engineering, (ii) governance 

engineering, and (iii) operational engineering, finding this consistent with existing empirical 

evidence. These initiatives are not necessarily mutually exclusive, and more often than not, the 

funds use them in combination. Lately, PE funds have played a less significant role as financial 

intermediaries (heavily reliant on sophisticated financial engineering), and more so through 

continuous involvement in operations as well as strategy formulation as board members or 

advisors (Metrick and Yasuda, 2010).    

2.3.1 Financial engineering 

Financial engineering, especially in terms of adding substantial amounts of leverage in 

connection with a takeover, has been the foundation of PE value creation and returns since the 

industry's inception. When increasing the debt of the firm substantially, the leverage puts 

increased pressure on managers to not be wasteful with the firm’s resources, acting as a 

                                                 
7 Historically, strong performance for some funds have led to extremely high compensation for some GPs, which 

has been a part of the public scrutiny. As an example, in 2017, six out of the ten highest paid executives in the 

U.S. are working in PE (Ritcey et al., 2018). 
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disciplining device (Jensen, 1989; Gompers et al., 2015; Phalippou, 2017). With the need to 

adhere to interest and principal repayments, the results are however two-folded. On the one 

hand, the tax deductibility on interest payments (common in a lot of countries, for example the 

U.S.) can potentially increase firm value, and conversely, when leverage is too high, the 

inflexibility of capital (as opposed to flexible payments to equity) increases the likelihood of 

costly financial distress (Gompers et al., 2015). Lastly, debt comes with an inherent ‘Greenspan 

put’. When the economy is doing well, leverage is amplifying the PE funds' returns. In the case 

of a recession, interest rates are probably cut, and the fund can refinance at low cost (Phalippou, 

2017).  

Another important aspect is PE firms creating strong management incentives in the portfolio 

companies, typically giving a substantial equity upside through both stock and options. PE 

firms deem these incentivising mechanisms very important for the success of their investments 

(Kaplan and Strömberg, 2009; Gompers et al., 2015). Even if equity-based compensation 

through stocks and options is increasingly prevalent among public firms, it is even more 

apparent among LBO firms – that is, management ownership percentages are higher (Gompers 

et al., 2015). However, as leverage has a somewhat pejorative undertone. Most GPs prefer 

claiming that most of the value is created through operational or governance initiatives8 

(Phalippou, 2017).  

2.3.2 Governance engineering 

An important aspect of PE value creation for their portfolio entities is their willingness to alter 

and take control of the board of directors, whereas they are more actively involved in 

governance than the public equivalent (Gompers et al., 2015). These boards also tend to be 

smaller and meet more frequently than public company boards, as well as having more informal 

contacts in the interim (Gertner and Kaplan, 1996; Cornelli and Karakas, 2008; Gompers et al., 

2015). 

Furthermore, Acharya and Kehoe (2008) report that PE funds do not hesitate to swiftly replace 

underperforming management. One-third is replaced within the first 100 days, and two-thirds 

are changed sometime during a four-year period. Furthermore, they substantiate the 

                                                 
8 Inevitably, leverage is and will remain an important driver of value, evidently more LBOs occur when debt costs 

are low. In recent research, Loualich et al. (2017), provide evidence that LBO booms mostly occur when risk 

premiums are suppressed, which is correlated with cheaper debt.  
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management support provided by the PE houses, by, for example, external support and a high 

intensity of involvement.   

2.3.3 Operational engineering  

Kaplan and Strömberg (2009) depict operational engineering becoming a value creation lever 

for PE portfolio companies only around the turn of the century. This mechanism primarily 

relates to operating and industry expertise applied to add value to the portfolio firms. Examples 

could be introducing add-on acquisition strategies or implementing shared services – where the 

PE firms aim to increase bargaining power and aggregate demand for a combination of their 

portfolio firms (Kaplan and Strömberg, 2009; Gompers et al., 2015).  

Increasing revenue and cutting costs both qualify as operational engineering, and the way of 

achieving those outcomes can naturally take many paths. Gompers et al. (2015) deduce 

interesting results from a survey of GPs' initiatives in value creation, finding that revenue 

growth is more important than cutting costs. Suggesting a shift in importance since Jensen's 

(1989) influential piece that emphasised cost cutting (e.g. outsourcing and focusing on core 

business – terminating contracts for the redundant workforce) and reduction in agency related 

costs. Nevertheless, cost cutting remains as a relevant value driver for PE firms, and is 

important to account for when analysing the effects of PE ownership (Muscarella and 

Vetsuypens, 1990; Gompers et al., 2015). One way of accelerating revenue growth is to alter 

the company's strategy or business model. Most PE firms hire professionals with an operating 

background and industry expertise or hire external consulting firms to create and implement 

value creation plans for their investments (Kaplan and Strömberg, 2009; Gompers et al., 2015). 

A plan can include everything from cost cutting opportunities, productivity improvements, and 

strategic alterations to accelerate revenue growth. Overall, PE investors aim to create value 

through a combination of financial, governance, and operational engineering, with the latter 

receiving an increasing focus.    
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3 LITERATURE REVIEW 

This section presents an overview of the relevant literature and theories on PE. First, we briefly 

touch upon the financial performance of PE, serving as a general background on what attracts 

investors to PE in the first place. The subsequent sections focus in on operating performance 

in (i) developed markets, (ii) emerging markets, and (iii) India. For emerging markets and 

India, we also provide a brief review of the institutional setting, and its importance for PE. The 

last subsection provides an overview of the much-discussed topic of corporate governance, and 

agency theory, from a PE perspective.  

3.1 Private equity performance  

The opaqueness of the PE industry inherently affects the availability of sufficiently detailed 

data to understand the specific components driving performance. Nevertheless, seeking to 

understand value creation is necessary to evaluate the attractiveness of this asset class, and it 

is therefore plenty of notable contributions to the literature on PE value creation and returns9. 

(among many, Kaplan and Strömberg, 2009; Achleitner et al., 2010; Guo et al. 2011; Acharya 

et al. 2012; Puche et al. 2015) However, there are less research distinguishing between 

financial and operating performance, which is even more important in today's post-crisis world 

since the prevalence of highly levered transactions has declined. Put in contrast to equity levels 

of 8-10% in the end of the 1980s, the LBOs today are less leveraged with equity constituting 

as much as 40 to 50% of the capital structure (Kaplan and Strömberg, 2009; Eckbo and 

Thorburn, 2013; Hung and Tsai, 2017).  

There have historically been somewhat divergent views on whether PE actually provides 

excess financial returns (Cuny and Talmor, 2007). Kaplan and Schoar (2005) find average 

returns (net of fees) roughly equalling the S&P 500, even though they find substantial 

heterogeneity between different funds as well as substantial performance persistency across 

subsequent funds raised by a firm10. Another view on the performance is depicted by 

Ljungqvist and Richardson (2003). When analysing a unique dataset of cash flows per fund, 

an average excess risk-adjusted return for the PE funds is recognised. In contrast to these 

findings, Phalippou and Gottschalg (2009) argue that PE performance reported by previous 

research and industry associations is overstated. They find a yearly 6% net-of-fees fund 

                                                 
9 However, most of the literature to date is focused on understanding the PE funds' performance in comparison to 

public market indices, and less attempts to understand operational levers (or their contribution to overall returns). 

This is likely due to the very limited data availability.   
10 These findings differ from that of hedge funds, which delivers limited evidence of persistence, see for example, 

Bares et al. (2002), Kat and Menexe (2002).  
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performance below that of the S&P 500, when adjusting for inherent risk, but surfaces results 

that top quartile funds outperform.         

However, recent research provides amassing evidence that the outperformance is more 

apparent than some of the previous literature suggests (e.g. Higson and Stucke, 2012; Robinson 

and Sensoy, 2013; Ang et al., 2013; Axelson et al., 2013; Harris et al., 2014; Gompers et al., 

2015). For example, Harris et al. (2014), surfaced results indicative of an outperformance 

versus the S&P 500 in excess of 20% over a fund's life cycle, and more than 3% per annum. 

Conclusively, the authors question the quality and reliability of the data that previous scholarly 

articles have been based on, highlighting the need for revaluation of PE performance. 

Accordingly, Axelson et al. (2013) derive an outperformance of roughly 8% per annum gross 

of fees, based on novel data for individual buyout deals. It is apparent that most of the research 

on financial returns are put in comparison to public market indices, however, one most bear in 

mind that is difficult to correctly specify the risk of the PE asset class – which is an overarching 

issue with a lot of the existing research.   

3.1.1 Portfolio company operating performance  

Turning towards research on performance based on operating metrics, and at the PE portfolio 

company level, there is less scholarly debate. The reason for this is primarily the lack of 

sufficient data, specifically for studies outside of the U.S. and Europe. The early empirical 

evidence is largely congruent, operating performance post-buyout is typically positive, which 

in recent years have been challenged by new findings (Kaplan and Strömberg, 2009; Hung and 

Tsai, 2017)11. 

One of the founding fathers of PE research, Kaplan (1989), studied the effect on operating 

performance of 76 management buyouts12 (MBOs) in the 1980s, and finds a significant boost 

in operating metrics. Kaplan attributes the strong performance of MBOs to strong governance 

incentives rather than cost-cutting efforts such as layoffs. In the observed companies, both 

operating income and net cash flow enjoy over 20% stronger growth than firms which have not 

been subject to an MBO during the period. While Bull (1989) does not fully state a reason for 

operating improvements, he also finds a significant outperformance of U.S. firms post-LBO 

compared to pre-LBO in sales growth and cash flow development, which he finds most likely 

                                                 
11 The following section will provide an overview of key research on the topic. For an extensive listing of research, 

please see Appendix A. 
12 MBOs are essentially a type of transaction where the management of a company acquires external financing, 

often from PE, to acquire the company.   
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to be attributable to management changes as well as governance mechanisms. Through 

interviews, Bull finds indications of shifts in managers’ prioritisations, which better align with 

investors’ preferences. While the scholarly contributions continued to upsurge in the late 

1980’s and early 1990’s, the findings mostly remained the same: buyouts are associated with 

positive operating development (Lichtenberg and Siegel, 1990; Smith, 1990; Wright et al., 

1992). 

Although the earlier studies on LBO performance in the U.S. during the 1980’s are seemingly 

cogent, Kaplan and Stein (1993) revisit the LBO climate of the decade finding that the market 

became ‘overheated’ in the final five years of the 1980s. This resulted in riskier, more 

expensive investments, and consequently less attractive returns for PE investors. Opler (1992) 

theorises that this market shift caused difficulties in realising operating gains in portfolio 

companies since the possibility of mitigating agency costs through financial restructuring 

evaporated – suggesting inflated results of the early PE research.  

However, Opler (1992) investigates the effect of LBOs on operating performance in France by 

analysing the performance of 44 large buyouts between 1985 and 1989. In line with the earlier 

studies, Opler supports the notion of buyouts having a positive effect on operating gains for 

portfolio companies, with increases in cash flow and sales consistent with Kaplan’s (1989) and 

Bull’s (1989) findings. Similarly, when analysing the U.K. PE market between 1989 and 1994, 

Wright et al. (1996) find that PE sponsored firms outperform non-PE backed in the longer term 

through stronger productivity gains in the ten years following an investment. More than factor 

productivity, the authors also measure the long-term effect on profitability and find that 

outperformance mainly stems from improved cost-management, control systems, and human 

resource management. Target firms are also found to outperform the non-PE backed 

counterpart in the short-term. 

Although Kaplan and subsequent scholars through the 1980’s and 1990’s seemingly agree on 

the operating value creation PE brings to portfolio companies, more recent research brings a 

less consistent view. On the one hand, one string of literature has found results which conform 

with PE outperformance of earlier works. Bergström et al. (2007), for example, find a positive 

relationship between Swedish firms, which have been subject to a buyout during the years 1998 

to 2006. These firms show both abnormal earnings before interest taxes and depreciation 

(EBITDA, a proxy for cash flow) growth and return on invested capital compared to similar 

firms without PE sponsorship. Similarly, Boucly et al. (2009) and Acharya et al. (2012) find 
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that PE sponsored firms outperform their counterparts in terms of return on assets (ROA) and 

revenue growth during the 1990’s and early 2000’s in France and the U.K., respectively. Hence, 

there is still reason for believing that PE is associated with a positive effect on portfolio 

companies’ operating performance. 

However, contradicting previous findings, Guo et al. (2011) discover no superior performance 

in terms of cash flow for American PE sponsored firms compared to their counterparts. 

Breaking down the sample of 192 deals, the authors find that certain mechanisms increase the 

likelihood of achieving abnormal cash flows, such as gearing the firm and changing CEO soon 

after the deal, indicating that PE backing still may increase firm value. Nevertheless, for the 

aggregate sample, the PE sponsored firms show similar growth patterns as for the non-PE 

backed companies, raising the question if the climate for PE investors has changed. In line with 

Guo et al. (2011), Cohn et al. (2014) find little support for the claim of PE strengthening the 

operating performance of portfolio companies. When analysing tax returns of American 

buyouts, no difference between the PE sponsored group and the control group can be 

distinguished, neither in ROA nor sales, which is also found in a European setting by Weir et 

al. (2015).  

Some of the previous studies, particularly those from the U.S., should be interpreted with care. 

Because of issues with financial data availability, there is a risk of selection bias. To exemplify, 

these studies regularly analyse LBOs of public companies, transactions utilising public debt, 

or firms that subsequently go public – they may not be representative of the population. 

However, the studies in, for example, Europe (Sweden, U.K. and France), with publicly 

available data on private firms, support the notion that LBOs historically have created 

significant operating improvements. (Kaplan and Strömberg, 2009)  

3.1.2 Private equity performance and institutional setting in emerging markets  

The increasing maturity of PE industries in the developed world has resulted in a rising 

importance of emerging markets, investors undoubtedly want to reap the benefits of expected 

higher economic growth. Historically, there have been less scholarly undertakings to 

understand PE performance in this context than in the more mature regions of the world. This 

is changing since researchers are increasingly exploring PE activity and performance in 

emerging markets. (Smith, 2015; Hung and Tsai, 2017)  
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Emerging market institutional setting and private equity 

An important aspect for PE investors when reconnoitring emerging markets is the institutional 

setting and the socio-economic environment therein (Hung and Tsai, 2017; Groh et al., 2018). 

Groh et al. (2018) depict that there still are many emerging markets that are not yet adequately 

socio-economically developed to cater to the traditional PE business model, and too early 

exposure to those markets appear to be a far from optimal investment strategy. Many 

developing countries lack the institutions enabling markets to function effectively (Khanna and 

Palepu, 2006). The overall institutional setting, and the size as well as growth prospects of a 

country, naturally plays a large role, but there are some other parameters that also matters when 

PE investors aim to make rational international allocation decisions (Gompers and Lerner, 

1999; Groh et al., 2018). The depth of the capital market is important since it affects both 

possibilities for transaction financing, and the preferred exit-route for GPs, IPOs (which also 

motivate entrepreneurs, because going public often reward them) (Black and Gilson, 1998). 

Moreover, studies find that the liquidity of the stock market and bank activity is correlated to 

PE activity, and also for facilitating professional institutions, for example investment banks, 

consultancies, and accountants – essential for deal making (Groh et al., 2018). Other important 

aspects for PE investors are the investor protection and corporate governance mechanisms of a 

country. GPs ultimately rely on the management teams they sponsor, and if they are uncertain 

whether their claims are well protected, they will refrain from allocating capital (e.g., Cumming 

et al., 2006; Roe, 2006). Further, Lerner and Schoar (2005) surface results that companies have 

higher cost of capital with weak investor protection. Lastly, the social and human development 

plays a role, while rigid policies for the labour market negatively influence the activity 

(Blanchard et al., 1997; Megginson, 2004; Groh et al., 2018). 

The raison d ́être of PE firms are mostly the same in an emerging market context, and the fund 

structures closely reassemble those in developed markets. There are, although, several 

challenges prevalent in emerging markets, as outlined above (Hung and Tsai, 2017). For 

example, in a Chinese context, the government can influence approval processes, confine 

foreign participation in certain industries, and inhibit public listings (Klonowski, 2013). 

Additionally, Cumming and Fleming (2016) substantiate these concerns when studying a 

global PE firm's attempt to utilise regular LBO investment techniques in China and Taiwan. 

These investments were severely affected by economic, social, and political policy factors, but 

the case studies also showed that the fund was willing to flexibly apply their Western 

investment style. Cumming et al. (2010) find that legal protection is an important determinant 
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of PE returns in Asia, but that the funds are able to mitigate risks of corruption. This is well 

aligned with the perspective that PE funds bring about organisational change, and are able to 

alleviate inefficiencies, and in this case, costs related to corruption13. The funds seem willing 

to adapt, but with different institutional contexts come concomitant challenges.  

Private equity performance in emerging markets 

Regardless of the somewhat limited scholarly contributions on PE's financial performance in 

emerging markets, there are some exceptions. Leeds and Sunderland's (2003) primary findings 

are that, on average, PE returns in emerging markets underperform developed ones, and does 

not compensate for the riskier profile of the transactions. Further, the findings are derived from 

three primary mechanisms, (i) low standards of corporate governance, (ii) dysfunctional capital 

markets, and (iii) weak systems for resolving disputes. Lerner and Schoar (2005) support this 

notion when analysing the causation between developing countries' legal environment and PE 

returns, finding that high enforcement countries have superior performance. It is possible, that 

these mechanisms have improved since their study, and current differences are less prominent. 

This is, at least to some extent, the case when surfacing the results from a more recent study 

by Blenman and Reddy (2014). In the 6,000 LBO deals analysed between 1980 and 2012, PE 

returns are higher in developed nations. In periods of high economic growth, however, returns 

are also high for developing nations relative to developed, and the opposite holds true in periods 

of negative economic growth. In other words, developing nations seem to be more unstable in 

terms of returns both when it comes to booms and busts. Lopez-de-Silianes et al. (2015) do, 

nevertheless derive a consistent PE underperformance in developing countries vis-à-vis 

developed ones (median returns of 13% versus 22%) when studying a wide range of financial 

return metrics.  

There is even less research on the operating performance of PE portfolio companies in 

developing countries. A majority of the studies on PE's effect on portfolio company excess 

performance have mainly been in the U.S. and Europe (Sannajust et al., 2015). Few holistic 

articles have been identified studying operating metrics across developing nations and regions. 

However, some country or emerging market studies exist. For example, Sannajust et al. (2015) 

focus on LBOs in Latin America with a dataset of 36 completed transactions between the years 

2000 and 2008. They find PE-backed companies having better performance in, for example, 

Return on Assets (ROA, defined as EBTIDA over total assets) than their control group. 

                                                 
13 For the interested, Johan and Zhang (2016) provide an excellent overview of PE exits from 2733 deals in 35 

emerging markets, and its relation to legal environments and corruption. 
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Additionally, a workforce reduction among the PE portfolio companies is observed, while the 

net earning per employee increases – indicating increased workforce efficiency. One should, 

although interpret these findings with some caution, bearing in mind the very limited sample 

size for Latin America as a whole. 

One of the largest global studies on value creation of PE portfolio firms is conducted by Puche 

et al. (2015). Reviewing over 2,000 PE-backed deals, between the years 1984 and 2013, with 

wide dispersion in terms of both size and geography, operating enhancements are identified 

across North America, Europe, and Asia. The operating increases are relatively equal in 

absolute terms across the regions, although declining over time. However, while the absolute 

value of operating enhancements has declined in recent years, it has increased in relative 

importance, measured by the contribution to the total value created by operating and financial 

levers. Finally, worth noting is that Asian deals generate higher sales and EBITDA growth. 

The general notion of operating improvements growing in importance, combined with 

comparatively higher performance in Asia, suggests that understanding the specific situation 

in India is indeed relevant.   

3.1.3 Private equity performance and institutional setting in India   

In this subsection, we present India's institutional setting that is most relevant in a PE context, 

followed by literature on operating performance therein. India is consistent with the limited 

amount of literature on emerging market PE generally, but there are a few exceptions. 

Institutional setting for private equity in India  

There are some difficulties, but also vast opportunities distinguishing India from the 

counterparts often studied in PE literature, other than simply being an emerging market. The 

country is characterised by high economic activity with a strong inherent growth trajectory, 

expected to be sustained. In addition, taxation policies have significantly improved, and 

investor protection as well as corporate governance mechanisms are relatively strong compared 

to other markets in the region. Therefore, India currently is one of the more promising emerging 

PE markets, which is expected to increase in attractiveness as the quality of institutions further 

improve14 (Groh et al., 2018). Yet, there are still several issues which complicates operations 

for PE in India. First, the exit-environment has historically been lacklustre, with limited exit 

routes (Menon and Barman, 2016). Albeit, both the public and private markets have seen 

                                                 
14 The 2018 PE attractiveness ranking puts India on a 28th place among 125 ranked countries, among the highest 

ranked developing nations (Groh et al., 2018). 
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increased activity in recent years, opening up for both IPOs and SBOs. In turn, valuations have 

increased, providing more lucrative exit opportunities for PE funds. Second, the absence of 

domestic banks funding for share purchases is currently a central complicating factor. Funds 

have to rely on more expensive offshore structures for financing deals (Menon and Barman, 

2016). If PE firms are unable to substantially leverage transactions, other sources of value 

creation are required. This emphasises how financial engineering mechanisms are difficult to 

utilise to create value in the Indian context, and illustrates that PE funds might have to rely on 

improving the operating performance of their portfolio firms. At the same time, limited access 

to credit also affects other businesses in India, which certainly can be advantageous for PE. 

Limited access to credit is one of the most severe factors prohibiting growth, which PE funds 

certainly can help in alleviating (Schwab, 2017). 

Yet, the traditional operating value levers, which PE firms utilise to improve performance, may 

not be as pertinent in the Indian context. In investment strategies such as growth capital 

investments and buyouts, where active ownership makes the foundation of value creating 

activities, control plays a critical role. On the other hand, the high proportion of family-owned 

businesses also result in conflicting interests where families are not willing to fully separate 

from their firms (Choksi, 2007). The family businesses model has, however, lately been 

challenged through succession issues where the younger generations no longer seek to inherit 

the businesses – potentially indicating an opportunity for PE funds to gain controlling shares. 

(Choksi, 2007; Menon and Barman, 2016).  

The reluctance of giving up ownership shares has largely favoured growth capital investments, 

since PE firms can make sizeable investments, while the original owners can maintain an 

influential stake in the company. Nevertheless, with the PE market slowly maturing, GPs have 

gradually been met by more agreeable buyers, willing to divest larger shares of their ownership 

stakes. Thus, buyouts have recently surged, and continuously increase in numbers, while their 

effectiveness remains largely unclear (Menon and Barman, 2016).  

Regardless of recent traction of both growth capital and buyouts, a fundamental factor may still 

obscure the operating value creation process for these investments: human capital. In their 

international study of PE markets, Groh et al. (2018) find human capital and socio-economic 

factors to be the largest potential impediment for GPs seeking returns in the Indian market. 

Among the more prevalent issues are the inadequate pool of educated managers, a lack of 

professionalism within the national workforce, and poor public health (Schwab, 2017; Groh et 
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al., 2018). Traditionally, changing the workforce of the portfolio company has been one of the 

major value creating levers PE utilise – bringing in skilled human resources to strengthen 

operations (Chokshi, 2007). With a limited resource pool, the ability to exploit such actions 

comes into question. Simultaneously, if PE firms manage to hire skilled management, 

employed at the portfolio company level, substantial opportunities materialise. The lack of 

competent management has become increasingly noticed among business owners in India, 

indicating an accretive momentum for companies with a developed human resource pool 

(Menon and Barman, 2016). 

On the other side of the spectrum, the ability to remove redundant or inadequate human 

resources further constitutes an issue for PE firms seeking to improve efficiencies at the 

portfolio company level (Chokshi, 2007; O'Callahan, 2012; Groh et al., 2018). With labour 

laws making it relatively expensive to terminate employee contracts through high redundancy 

pays, the ability to streamline operations can be less of an alleviating factor than in other 

markets. Moreover, with India being the country many markets turn to when outsourcing 

operations to cut costs, the ability to swiftly decrease wage expenses is largely mitigated in the 

Indian context (Oshri et al., 2015).  

Private equity performance in India 

To the best of our knowledge, there are no studies on the financial performance of PE in India, 

however some studies have been found covering operating metrics. The most exhaustive recent 

research on PE's operating performance in India is conducted by Smith (2015), studying a broad 

spectra of PE deals between 1990 and 2012. In contrary to our study, he includes all types of 

PE sponsored investments, choosing to include VC. This presents some issues regarding 

interpretability, since VC investments are inherently different from growth capital and buyouts. 

VC's do not engage in the day-to-day operations to the same extent, and merely act as a source 

of capital, being largely passive owners. This can be put in comparison to our sample, 

consisting of transactions characterised by active ownership, and a focus on adding value to 

the current operations.      

However, interesting results are surfaced, which can help us in conceptually understanding the 

Indian PE market. First, firms receiving PE investments have greater increases in revenues, 

employee compensation, and assets. Second, and more surprisingly, the firms' productivity 

does not increase post investment, and it appears to be easier to increase the size of the firm 

than altering its productivity in an Indian context. Similarly, Pandit et al. (2015) find Indian 
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PE firms to outperform the control group (non-PE owned companies) in both revenue and 

EBITDA growth. Even if Pandit et al. (2015) present a caveat for selection bias, they record 

stronger job creation, superior financial performance, better corporate governance, and more 

global entities (measured as participation in cross-border M&A). One limitation of Pandit et 

al.'s findings is that they have a largely practical perspective, being published by McKinsey & 

Co., and have not been through the more rigorous acceptance criteria required for academic 

journals. For example, they do not scale EBITDA by neither assets nor revenue, presenting an 

interpretation issue. In other words, it is difficult to deduce whether the firms increase their 

assets' productivity or if the EBITDA growth is through inorganic acquisition of assets. 

However, given the limited studies on India, their findings can be used indicatively.     

3.2 Corporate governance 

The alignment of interests between management and suppliers of finance has for long been a 

conspicuous subject within business and management studies, and is arguably especially 

important in the context of PE. Ross (1973) concretises the problematic relationship between 

principals (finance providers) and agents (managers) within a business context by recognising 

the agency costs incurred when ownership and control of the firm are separated. The precarious 

relationship between principals and agents and the related costs is derived from asymmetrical 

information between the two parties which seek to maximise their own expected utility (Ross, 

1973; Jensen and Meckling, 1976; Shleifer and Vishny, 1997). Jensen and Meckling (1976) 

further argue that agency costs can be dissected into three parts – monitoring expenditures, 

bonding expenditures, and residual loss. These are all costs, which the principal must undertake 

to mitigate the asymmetrical information-relationship through various controlling mechanisms. 

Further, to minimise the risk of divergent goals, the principal may establish incentives for the 

agent to act in the principal’s best interest through contractual agreements with rewards 

contingent on performance (Shleifer and Vishny, 1997).  

The modus operandi of PE firms is to acquire a sizeable equity stake in thoroughly prospected 

companies, which commonly is coupled with replacing management in the acquired firm with 

professionals from within the PE firm. Therefore, agency costs are expected to decrease, as an 

convergence between owners’ and managers’ motivations is likely to occur. In Jensen’s (1989) 

influential paper, it was even stated that, come the 21st century, all public U.S. firms should 

have a PE governance model, since the agency costs should be significantly lower than in the 

traditional public corporation – apparently he overestimated the prevalence of the PE model.  
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4 THEORETICAL FRAMEWORK  

This section is an expansion of the previous chapters' literature review. It presents the 

framework underpinning the research and our main hypotheses, based on existing theories and 

concepts from relevant academic research in combination with anecdotal evidence. While the 

literature review presents a broader perspective of the knowledge areas the study revolves 

around, the theoretical framework provides a foundation and rationale for the analysed 

hypotheses as well as the choice of research methodology.  

4.1 Measuring value creation  

The nature of PE ultimately stipulates that all of the value creation initiatives, in one way or 

another, serves to increase the potential returns at the exit of the investment. For example, if 

capital is injected, the investors likely seek to grow the business or decrease costs through, for 

example, automation or new machinery. A novel strategy might target a new geography or 

market, or streamline operations to increase EBITDA margins prior to exit. The overall picture 

is clear, most of the initiatives inducing value at the portfolio firm-level aims at create tangible 

value at either a top- or bottom line level. For example, in two separate recent surveys of top 

GPs, they stated revenue growth as the number one driver of value creation, closely tailed by 

profitability (Gompers et al., 2015; Bain & Company, 2018).  

Following industry praxis, and previous academic undertakings (among many, see, Boucly et 

al., 2011; Gompers et al., 2015; Nadant et al., 2018) it makes most logical sense to seek to 

measure the level of value creation by measuring the growth in revenues and profitability 

measured in EBTIDA. First, because these are metrics easily compared across firms, second 

because the PE industry relies to a large degree on the development of these metrics (i.e. the 

firm is usually divested at a multiple of EBITDA) when seeking to exit an investment 

successfully, and third, EBITDA based metrics disregard changes to financing or capital 

structure. (Phalippou, 2017) 

Based on the literature review (among many, Boucly et al., 2011; Acharaya et al., 2012 Puch 

et al. 2015), it is reasonable to hypothesise that firms being PE-sponsored should create more 

value than their counterfactuals, after the ownership change. Thus, we hypothesise that PE-

backed companies in India grow faster than the control group, supported by Smith's (2015) 

findings on India:    

𝐻1.1: 𝑃𝐸 𝑏𝑎𝑐𝑘𝑒𝑑 𝑓𝑖𝑟𝑚𝑠 𝑒𝑥𝑝𝑒𝑟𝑖𝑒𝑛𝑐𝑒 ℎ𝑖𝑔ℎ𝑒𝑟 𝑟𝑒𝑣𝑒𝑛𝑢𝑒 𝑔𝑟𝑜𝑤𝑡ℎ 𝑡ℎ𝑎𝑛 𝑡ℎ𝑒 𝑐𝑜𝑛𝑡𝑟𝑜𝑙 𝑔𝑟𝑜𝑢𝑝 
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Most of the current literature find increasing profitability after PE-ownership, although, Guo 

et al. (2011), and Cohn et al., (2014) find no or little evidence. Further, Smith's study on India 

presented no ROA increases. Provided that he chose to also include VC in his sample, which 

by the nature of the asset type, have lower focus on operating profitability (passive ownership), 

we choose to hypothesise in line with the vast majority of the existing literature on the subject:    

𝐻1.2: 𝑃𝐸 𝑏𝑎𝑐𝑘𝑒𝑑 𝑓𝑖𝑟𝑚𝑠 𝑖𝑛𝑐𝑟𝑒𝑎𝑠𝑒 𝑡ℎ𝑒𝑖𝑟 𝑅𝑂𝐴 𝑎𝑠 𝑐𝑜𝑚𝑝𝑎𝑟𝑒𝑑 𝑡𝑜 𝑡ℎ𝑒 𝑐𝑜𝑛𝑡𝑟𝑜𝑙 𝑔𝑟𝑜𝑢𝑝 

4.1.1 Debt 

Modigliani and Miller (1958) famously stated that firm value is not affected by a company’s 

financial structure. However, Jensen and Meckling (1976) challenged this notion and argued 

that the presence of agency costs alters Modigliani’s and Miller’s findings, and that the costs 

of undertaking debt or equity varies between firms – taking the perspective of the owner. Jensen 

(1986) further developed the ‘free cash flow hypothesis’ stating that agency costs are 

particularly notable in firms generating large cash flows. With Jensen's view, free cash flow is 

the excess cash, available after accounting for all investments with a positive net present value 

(NPV), which may be of interest for managers to invest in projects where the cost of capital 

exceeds the returns. To mitigate extraordinary agency costs, he argues that undertaking debt 

increases efficiencies within firms, since this disallows managers to spend free cash flows on 

projects with low to no returns. Due to the possibility of mitigating agency costs through debt, 

Jensen argues that LBO candidates in the 1980s were usually firms with high potential of 

generating large cash flows. (Jensen, 1986) 

In line with Jensen’s hypothesis, we expect companies with higher debt-levels to have a 

stronger operating performance, even in the Indian context: 

𝐻2: 𝐷𝑒𝑏𝑡 𝑖𝑠 𝑝𝑜𝑠𝑖𝑡𝑖𝑣𝑒𝑙𝑦 𝑐𝑜𝑟𝑟𝑒𝑙𝑎𝑡𝑒𝑑 𝑤𝑖𝑡ℎ 𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑣𝑎𝑙𝑢𝑒 𝑐𝑟𝑒𝑎𝑡𝑖𝑜𝑛 

4.2 Hypothesis development on determinants of value creation 

The high heterogeneity in fund returns and operating performance found in the literature, 

provides motivation to examine some specific determinants of operating performance. These 

characteristics are grouped into (i) factors related to the specific deal, and (ii) PE firm specific 

elements. Furthermore, defining the relative importance of these antecedents could help 

investors or PE funds themselves better adjust when entering new territory; emerging markets, 

and more specifically India.  



27 

 

Few of the following antecedents have been applied in an emerging market setting, and almost 

none of them have been tested in the Indian context. The research is in some ways frontier, and 

is reinforced with anecdotal evidence for the Indian market when necessary. In the end of this 

section, Table 1 presents an overview of the formulated hypotheses corroborated by theories, 

evidence, and relevant variables.    

4.2.1 Deal specific determinants 

This subsection presents literature and theory on how deal characteristics affect the operating 

performance of the target firms. Each section presents a theme (or factor) within the literature, 

ultimately concluding in a hypothesis. The literature as well as hypotheses follows the notion 

that investment stage, previous owner, number of acquirers, size and debt of the target are 

important antecedents of the post-transaction performance.   

Our research on determinants are of an exploratory nature, both generally and for the Indian 

market specifically. Thus, in the sections with limited previous literature, we include anecdotal 

evidence to formulate hypotheses catered to the Indian context.   

Growth contra buyout investments 

Since agency costs arise due to asymmetrical information, the ownership structure of a firm 

significantly affects the gravity of this cost-type. Jensen and Meckling (1976) theorise that the 

effect of selling equity to outsiders compared to a manager will differ. Selling equity will result 

in increased agency costs as management incentives change (lower residual claims), and an 

asymmetrical information-relationship arises. There is, however, a difference in effect, which 

depends on who the purchasers of the issued stock are. If company shares are split between a 

large number of investors, this consequently implies that voting rights are split in smaller 

portions over several principals – which may limit incentives for control for individual 

principals (Jensen and Meckling, 1976; Shleifer and Vishny, 1997). Conversely, large 

shareholders (or blockholders), hold both the empowerment and the incentives for controlling 

agents, since these investors possess voting rights and responsibility of large portions of the 

firm’s cash flows – providing both legal support as well as resource control (Jensen and 

Meckling, 1976; Jensen, 1989; Shleifer and Vishny, 1997). 

In the case of PE, buyouts have historically been viewed as an adequate solution to mitigating 

agency costs, partly due to its concentrated ownership, but also through the high proportion of 

debt undertaken in the buyouts (Jensen and Meckling, 1976; Shleifer and Vishny, 1997).  
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The importance of ownership structure of firms in emerging markets should be further 

emphasised. Corporate governance and agency costs are both related to nations’ institutional 

environment, since legal and enforcement rights pose as determinants for effective governance 

– which generally is deemed lacking in emerging markets (Claessens and Yurtoglu, 2013). Lins 

(2003) finds that large non-management blockholders reduce agency costs in the 18 emerging 

economies evaluated, likely due to the large shareholders’ ability to partly act as a substitute 

for lacking governmental control mechanisms.  

The Indian PE landscape has been characterised by early and growth stage investments, and 

this trend is continuing, albeit with less momentum (Sheth et al., 2017). During the years 

around 2004 to 2008, the share of buyout investments increased considerably – investors 

wanted to be a part the Indian growth story – however, this diminished fast in the tidal waves 

of the global financial crisis (Soni, 2017).  

Since then, buyout activity has once again gained momentum, expected to continue growing 

(Soni, 2017; Dayaldasani et al., 2017). Given the relationship between concentration of 

ownership and agency costs, we expect to find a stronger operating performance for buyout 

targets than companies receiving growth capital investments, because buyouts results in a 

larger ownership stake for the PE firm. Furthermore, maturity and size of the firms does 

inherently come into play, since buyouts usually are both larger and more mature firms. The 

discussion on possible performance differences between growth capital investments and 

buyouts is, to our knowledge, unexplored in literature thus far. Based on the above, we 

hypothesise that buyouts may be associated with higher value creation, in terms of profitability.  

𝐻3: 𝐵𝑢𝑦𝑜𝑢𝑡𝑠 𝑝𝑟𝑜𝑣𝑖𝑑𝑒 𝑠𝑡𝑟𝑜𝑛𝑔𝑒𝑟 𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑔𝑎𝑖𝑛𝑠 𝑓𝑜𝑟 𝑝𝑜𝑟𝑡𝑓𝑜𝑙𝑖𝑜 𝑐𝑜𝑚𝑝𝑎𝑛𝑖𝑒𝑠  

𝑡ℎ𝑎𝑛 𝑔𝑟𝑜𝑤𝑡ℎ 𝑖𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡𝑠 

First-time investment versus secondary buyout 

Given the prevalence of PE funds nowadays, and their continuously increasing AUM, new 

ways are required to allocate capital. One of the fastest growing segments of PE deals is 

secondary buyouts (SBOs), when one PE fund divest a portfolio company to another (Arcot et 

al., 2015). Conditional on the success of the first transaction, it is intuitively difficult to grasp 

how SBOs are supposed to create additional value using the traditional mechanisms. The 

second PE fund should only be able to do minimal changes to the firm's financial, governance, 

and operating structure (Wang, 2012).  
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Wang (2012), in a study of the U.K. market, supports the notion that operating development of 

SBOs are worse than first-time buyouts. SBOs have higher absolute profits after the 

transaction, but show significant drops in EBITDA and other profitability measures when 

scaled by firm size. Emphasising value creation, the findings present no motives that SBOs 

improve the efficiency of target firms. The results are consistent with the idea of SBOs 

alleviating the financial needs of PE funds, stressed to acquire or divest current portfolio 

companies to reach certain return or capital employed requirements.     

Correspondingly, Zhou et al. (2013) find that SBOs in the U.K. market tend to underperform, 

both in terms of profitability and revenue growth, compared to first-time investments. Further, 

the targets of an SBO shows a negative profitability trend measured in the five years following 

the deal. It is hypothesised that the reason behind this negative trend stems from the fact that 

agency related benefits have already been exhausted through the previous PE investment, 

mitigating potential efficiency gains. Ultimately, the authors conclude that SBOs are 

unsuccessful in adapting to changing market conditions, and instead show an entrenching 

behaviour – limiting growth opportunities.  

On the contrary, Achleitner and Figge (2014), find that SBOs are by no means second-class 

deals. Instead, they find evidence of targets acquired from other financial sponsors providing 

as strong returns as first-time transactions. The continued increases in operating performance 

are in line with Jensen's (1989) idea that PE ownership simply is a stronger governance form, 

which needs no end-date. Alternatively, the acquiring PE fund could have another set of skills 

or simply that the target was divested before all value levers had been exploited.    

Regardless of the polarisation on whether SBOs create or destroy value, the question increases 

in relevance in an Indian setting. There has historically been issues with the potential exit routes 

for PE funds in India, yet, the exit situation has improved incrementally during recent years. 

The understanding regarding SBOs in an emerging market revolves around whether the 

operating performance implications are the same as in the presented literature. In the absence 

of any scholarly depictions on the subject in India, and based on the notion that first-time 

buyouts should be able to realise more impactful value creation initiatives, it is hypothesised 

that first-time buyouts will perform better than SBOs: 

𝐻4: 𝐹𝑖𝑟𝑠𝑡 − 𝑡𝑖𝑚𝑒 𝑏𝑢𝑦𝑜𝑢𝑡𝑠 𝑝𝑟𝑜𝑣𝑖𝑑𝑒 𝑠𝑡𝑟𝑜𝑛𝑔𝑒𝑟 𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑔𝑎𝑖𝑛𝑠 𝑡ℎ𝑎𝑛 𝑆𝐵𝑂𝑠 
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Club deals  

A so-called ‘club’ (or syndicated) deal is essentially where two or more PE funds jointly 

sponsor an investment, managing the investment collectively (Officer et al., 2017). The rising 

prominence of club deals is primarily attributed to global investors trying to share risks when 

acquiring assets at uncertain parts of the economic cycle, being able to pursue larger targets, 

and also the increasing need for the PE funds to deploy their increasing ‘dry powder’ (Espinoza, 

2017). The club deals might make sense to some of the GPs, but they seemingly come at a cost 

to some investors. 

Anecdotal evidence supports the notion of club deals having a negative impact. Some LPs have 

spoken out against large club deals, concerned that a co-ownership structure makes it more 

difficult to influence the business strategy, and thus the traditional set of value creation 

mechanisms that PE funds impose on their portfolio companies (Espinoza, 2017). It is difficult 

to keep interests aligned across the consortium, a relevant example is the recent collapse of 

Toys"R"US. As a result of costly debt service and disagreement on the exit timing between the 

PE investors: KKR, Bain Capital, and Vornado. However, initially this deal was construed to 

have several beneficial aspects to it, and the failure can be attributed to disagreements on the 

timing of the exit.  

While PE firms can have different specialisations, either as a result of previous deal experience 

or as a legacy of targeted hiring, club deals might theoretically be beneficial since each fund 

may bring diverse expertise to the target firm. For example, once again in the case of 

Toys"R"US, the participating firms had clearly differentiated themselves in terms of what they 

brought to the table. KKR had a good reputation in retail businesses, Bain had a respectable 

standing regarding turnarounds, and Vornado knew real estate (Sorkin, 2005). This might very 

well be the true in some transactions, but evidently, it was not enough in this case.    

Turning to the limited academic literature on club deals, Officer et al. (2015) conducted a 

comprehensive study on American deals. They find club deals being priced significantly lower 

than sole-sponsored LBO transactions; target shareholders receive roughly 40% lower 

premiums. However, they do not specifically look at the operating performance impact of 

syndicated deals, stating it is possible that the multiple experts involved and facilitated by club 

deals may help redeploy assets more productively. They conclude that there is a need to 

investigate the impact of club deals along operating dimensions in future research. 
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Studies challenging the notion of club deals negatively influencing operating performance are 

Guo et al. (2011) and Brander et al. (2004), who find higher post-deal performance. They 

attribute the outperformance to strong pre-deal prospects, attracting multiple acquirers, and 

complementary management skills.         

Turning to the Indian market specifically, club deals have continuously gained momentum. 

One recent notable deal is the $1 billion investment in Bharti Infratel, by a mix of global PE 

players and local funds (Kalra and Joshipura, 2012; Pandit and Tamhane, 2017). This might 

indicate global players seeking to reduce country-specific risk concerns by teaming up with the 

more experienced Indian PE funds, however, only anecdotal evidence exists on this topic. The 

literature and anecdotal evidence offers little clarity as per the performance of club deals 

generally, and less so for India.    

Anecdotal evidence is incongruent; the recent collapse of Toys"R"US prompt a downside, 

while the increasing presence of club deals in India could be motivated by those deals 

performing better. Yet, the limited scholarly research on the topic suggest that club deals 

perform better along operating dimensions, thus the following hypothesis is depicted: 

𝐻5: 𝐶𝑙𝑢𝑏 𝑑𝑒𝑎𝑙𝑠 𝑎𝑟𝑒 𝑝𝑜𝑠𝑡𝑖𝑣𝑒𝑙𝑦 𝑎𝑠𝑠𝑜𝑐𝑖𝑎𝑡𝑒𝑑 𝑤𝑖𝑡ℎ 𝑝𝑜𝑟𝑓𝑜𝑙𝑖𝑜 𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑝𝑒𝑟𝑓𝑜𝑟𝑚𝑎𝑛𝑐𝑒  

Company age  

In developed markets, PE funds usually target mature firms (Kaplan and Strömberg, 2009). 

However, the Indian investment landscape for private company investments arguably has 

slightly different characteristics. Growth capital investments are far more common than in the 

developed market context, and involving relatively mature firms (when compared to e.g. VC 

targets) (Garland, 2013). India has a rich history of old family-owned businesses, with the 

private sector being dominated by old family owned firms since British independence in 1947 

(Sankaran, 2000).   

Examining the differences in maturity between targets, and also between growth capital and 

buyouts, company age is included as a determinant. In essence, PE funds may choose to invest 

in companies regardless of the age of the firms (Krohmer et al., 2009), but given the exclusion 

of venture capital in our study, the targets should be relatively older. Following Berger and 

Udell (1998), the firms in our sample should be older than five years, corresponding to the type 

of financial sponsors involved in our study.  
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When studying the Indian credit market, Banerjee and Duflo (2014), find Indian businesses 

being severely credit constrained due to the limited financing provided by local banks in the 

early 2000’s. Further, while mature firms show similar tendencies, they find that the effect was 

augmented for younger businesses, suffering from not having a proven business model. This 

affects the younger firms’ ability to grow. With access to credit being somewhat conditional 

on the age of the firm, growth likely has an inverse relationship with company age than 

profitability. 

Following the logical stream of literature (Cressy et al., 2007; Wilson et al., 2012) it is possible 

to deduct that company age can be positively related to internal efficiency measures, such as 

ROA – the relation to revenue growth is possibly the opposite, albeit less discussed in literature. 

The following is hypothesised:  

𝐻6: 𝐴𝑔𝑒 𝑜𝑓 𝑡ℎ𝑒 𝑡𝑎𝑟𝑔𝑒𝑡 𝑐𝑜𝑚𝑝𝑎𝑛𝑦 𝑖𝑠 𝑝𝑜𝑠𝑖𝑡𝑖𝑣𝑒𝑙𝑦 𝑟𝑒𝑙𝑎𝑡𝑒𝑑 𝑡𝑜 𝑅𝑂𝐴 

4.2.2 Private equity specific factors 

The present subsection builds on the notion that PE firm specific factors might affect the 

operating performance of their portfolio firms. We discuss the stream of literature predicting 

origin of the acquirer, fund reputation, specialisation, and experience of the deal partner as 

determinants of the post-transaction outcome.  

Foreign or domestic acquirer 

PE has historically been a largely local endeavour, where the funds have primarily invested in 

their domestic markets. In an industry as PE, which rely on the expertise of the fund managers, 

they should intuitively be able to make the best investments in familiar, well-known markets. 

However, since PE industry leaders have ventured abroad in search of superior returns, they 

have also partly abandoned their familiar turf in favour of foreign markets. The geographic 

origin of the funds effect on performance is thus an ambiguous question, and is relatively 

unexplained in academic research.  

One notable contribution to the topic is Taussig and Delios (2014), analysing the classic effect 

of institutional context on a firm’s resources, but in an emerging market PE context. PE firms 

with local origins and foreign actors with local experience perform better when local contract 

enforcement institutions are weaker. They posit that global PE funds may find it beneficial to 

source deals through collaborations with local PE firms having the local expertise available.   
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Additionally, Bae et al. (2008) provide insight to the notion of a potential home bias, even if it 

is not PE specific. In their study, they compare analyst earnings forecasts cross-countries, and 

the primary findings are that analysts residing in the country of the entity make more precise 

earnings forecasts than the non-resident counterpart. They depict that the reason for this 

discrepancy is simply the proximity to the covered firm. Further, the local advantage is high in 

markets where less information is disclosed by firms, where local investors are less important, 

and for firms with purely domestic activities.  

Indeed, anecdotal evidence in the Indian context suggest that local overcomes global. Key 

executives of subsidiaries of global mega-funds in India have recently decided to start their 

own PE funds (Balakrishnan, 2018). This presents a situation where the clique of Indian PE 

investors seems to value their own local knowledge more than the support and experience of 

the global umbrella organisation as a whole. Arguably, these managers decided to start their 

own fund, first after having acquired some of the proprietary knowledge and information 

attained as an employee of one of global funds. Conversely, David Rubenstein, the co-founder 

of the PE industry giant, Carlyle, recently voiced his thoughts on why the global players still 

have an advantage, “For the right deals, our industry expertise and global network give us that 

edge.” (Espinoza, 2018b).  

While previous academic findings seem to suggest a potential home bias, the anecdotal 

evidence attributes a value to the network of global funds. It is likely that a combination of 

local expertise and access to global business networks provides the strongest results for PE 

funds. Additionally, we suspect that the value of being local in a market such as India is more 

important, than funds with global experience but no local connections:  

𝐻7.1: 𝐺𝑙𝑜𝑏𝑎𝑙 𝑓𝑢𝑛𝑑𝑠 𝑤𝑖𝑡ℎ 𝑙𝑜𝑐𝑎𝑙 𝑜𝑓𝑓𝑖𝑐𝑒𝑠 𝑔𝑒𝑛𝑒𝑟𝑎𝑡𝑒 𝑚𝑜𝑟𝑒 𝑣𝑎𝑙𝑢𝑒 𝑡ℎ𝑎𝑛 𝑝𝑢𝑟𝑒𝑙𝑦 𝑙𝑜𝑐𝑎𝑙 𝑓𝑢𝑛𝑑𝑠 

𝐻7.2: 𝑃𝑢𝑟𝑒𝑙𝑦 𝑙𝑜𝑐𝑎𝑙 𝑓𝑢𝑛𝑑𝑠 𝑔𝑒𝑛𝑒𝑟𝑎𝑡𝑒 𝑚𝑜𝑟𝑒 𝑣𝑎𝑙𝑢𝑒 𝑡ℎ𝑎𝑛 𝑔𝑙𝑜𝑏𝑎𝑙 𝑓𝑢𝑛𝑑𝑠 𝑤𝑖𝑡ℎ 𝑛𝑜 𝑙𝑜𝑐𝑎𝑙 𝑜𝑓𝑓𝑖𝑐𝑒𝑠 

Constructs of skill  

One determinant of PE fund performance should intuitively be the investing skill of the 

individual responsible for the specific transactions. The GPs are inevitably the ones making the 

final decisions on which investments to pursue, and how to create maximum value during the 

holding period. Measures like ‘skill’ are difficult to measure effectively, but we present two 

proxies, the funds' reputation, and the years of PE investing experience.  
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Kaplan and Schoar (2005) provide evidence supporting the notion of strong persistence in PE 

fund performance. For example, experienced GPs have a proprietary deal flow, providing 

exclusive access to certain transactions – and may thus be able to make better investments. 

They find that GP experience is related to their investment skill, and persistence in performance 

in itself is indicative of skill being an important determinant. Supporting that point, Strömberg 

(2008), finds that when an experienced financial sponsor (measured as years since first 

investment) is involved in a transaction, the portfolio firms are more likely to go public, the 

investment is exited sooner, and are less likely to end in bankruptcy. All of these findings 

indicate that the skill of the partners at the PE funds has tangible impact on the investment 

outcome. 

Further, Gompers et al. (2008) surface results that experienced funds are better capable of 

directing their investment flows towards industries with a favourable investment climate. The 

authors construe this as being indicative of experience equalling better ability to exploit the 

most attractive investment opportunities. In other words, that they have a vaster network or 

simply better screening capabilities.  

Conversely, a note on the emerging market context and its implications for fund reputation. 

Balboa and Martí (2007) argue that in an emerging market, there are less track records to be 

found as well as exit references, and reputation should thus primarily be linked to the funds 

capacity of raising new funds. However, they find no reputational nor experience premium in 

their study. Even if India is far from a mature PE market, there are some important 

discrepancies vis-à-vis Balboa and Martí's discussion on emerging market PE reputation. Their 

article is over a decade old and an accelerated development has occurred since then. There are 

still many countries where some of the large funds still have limited track record – India is not 

one of them – and the findings have to be put in the correct perspective. In an Indian context, 

many of the active funds have been through at least one investment-divestment cycle. To 

conclude, a majority of the literature logically finds skill to positively influence value creation. 

Attempting to dynamically capture skill, we formulate two hypotheses, first, on the positive 

influence of reputation:  

𝐻8.1: 𝐹𝑢𝑛𝑑 𝑟𝑒𝑝𝑢𝑡𝑎𝑡𝑖𝑜𝑛 𝑖𝑠 𝑝𝑜𝑠𝑖𝑡𝑖𝑣𝑒𝑙𝑦 𝑐𝑜𝑟𝑟𝑒𝑙𝑎𝑡𝑒𝑑 𝑤𝑖𝑡ℎ 𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑝𝑒𝑟𝑓𝑜𝑟𝑚𝑎𝑛𝑐𝑒 

Second that the deal partners' years of PE investment experience positively affect performance:  

𝐻8.2: 𝐼𝑛𝑣𝑒𝑠𝑡𝑚𝑒𝑛𝑡 𝑒𝑥𝑝𝑒𝑟𝑖𝑒𝑛𝑐𝑒 𝑖𝑠 𝑝𝑜𝑠𝑖𝑡𝑖𝑣𝑒𝑙𝑦 𝑐𝑜𝑟𝑟𝑒𝑙𝑎𝑡𝑒𝑑 𝑤𝑖𝑡ℎ 𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑝𝑒𝑟𝑓𝑜𝑟𝑚𝑎𝑛𝑐𝑒 
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Specialised or generalist fund 

In line with the dramatic growth of the PE industry, some firms seek to increase their 

competitive advantage by being specialised on specific industries (Cressy et al., 2007). There 

are somewhat divergent results in the literature on the topic of specialisation in PE. Aigner et 

al. (2008) find no advantage for specialisation, on the contrary, diversification in the number 

of portfolio companies seem to be positive. They explain the insignificance of specialisation 

(in terms of both geography and sector) by the fact that the PE funds have a wide variety of 

specialists in-house, together creating a diversified and high-performing organisation as a 

whole, limiting the upside of a sector focus.   

Conversely, Cressy et al. (2007) find opposing evidence, that there is a specialisation premium 

affecting abnormal operating performance by roughly 9%, which is consistent with the 

industry-specialisation hypothesis. They find results that PE funds are able to pick the winners, 

but also that the more specialised funds are able to add more value to those investments than 

generalists do. Similarly, Nadant et al. (2018) find that specialised players outperform their 

generalist peers in the post investment period, both in terms of revenue growth and ROA 

improvements. 

From a purely theoretical standpoint there are two primary gains from specialisation: (i) it 

reduces information asymmetries since the fund gets in-depth knowledge about the average 

company's ‘private’ probability of success in that industry, and (ii) the fund learns more about 

specific characteristics for companies within that industry, thus reducing uncertainty. On the 

other hand, must be the potential risk and related costs of reduced portfolio diversification. 

When limiting industry exposure, it also reduces sources of new knowledge that can be adapted 

in different circumstances. (Cressy et al., 2007; Nadant et al., 2018)  

Analysing the theoretical foundation of the value of being specialised, it is necessary to extend 

the discussion to include the resource-based view of the firm. In Barney's (1991) influential 

piece, he describes the link between firm resources and sustained competitive advantage. 

Drawing from his predictions, it is possible to infer that being specialised on one or a few 

specific industries might allow PE partners to deepen their knowledge of the market and 

competitive peculiarities of the investee firms' specific industry context. Consequently, that 

might facilitate the correct understanding of which companies to invest in, also allowing them 

to more effectively add value to the firm during the holding period.  
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Literature attributes a somewhat dichotomous value to being specialised, providing incentive 

to further explore this phenomenon, as also recently suggested by Nadant et al. (2018). The 

theoretical standpoint on the value of being specialised in combination with the resource-based 

view of the firm, seem to suggest a specialisation premium. Thus, we advance the following 

hypothesis:  

𝐻9: 𝑆𝑝𝑒𝑐𝑖𝑎𝑙𝑖𝑠𝑒𝑑 𝑓𝑢𝑛𝑑𝑠 𝑝𝑟𝑜𝑣𝑖𝑑𝑒 𝑠𝑡𝑟𝑜𝑛𝑔𝑒𝑟 𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑔𝑎𝑖𝑛𝑠 𝑓𝑜𝑟 𝑝𝑜𝑟𝑡𝑓𝑜𝑙𝑖𝑜 𝑐𝑜𝑚𝑝𝑎𝑛𝑖𝑒𝑠 

𝑡ℎ𝑎𝑛 𝑔𝑒𝑛𝑒𝑟𝑎𝑙𝑖𝑠𝑡 𝑓𝑢𝑛𝑑𝑠  

Deal partner experience  

There is somewhat lacking literature on human capital impact on financial and operating 

returns in PE (Nadant et al., 2018), and as Cumming et al. postulate: "There is a need to 

understand the human capital expertise that successful PE firms require. There appears to be a 

need to broaden the traditional financial skill base of private equity executives to include more 

product and operations expertise." (2007, p. 454). Many PE funds seem to be hiring based on 

this notion, since it grows more common to hire professionals with an operating background 

and with industry expertise (Kaplan and Strömberg, 2009).  

Acharya et al. (2012) suggest there are task-specific skills at a deal partner level, indicating 

high performance in certain performance metrics for the portfolio firm. For instance, GPs that 

have a consulting or industry background are associated with abnormal returns focused on 

internal value creation. On the other hand, ex-bankers or ex-accountants are related to deals 

involving significant M&A-activity. To put it short, the deal partners’ experience might 

correlate with the value creation strategy employed by the PE firm – partners with operational 

experience should be more skilled in strategies aiming to utilise operational engineering. 

Likewise, bankers may have an advantage in creating value through financial engineering.  

Motivated by the industry's increasing focus on operating partners paired with existing 

academic findings, we present the following hypothesis: 

𝐻10: 𝐷𝑒𝑎𝑙 𝑝𝑎𝑟𝑡𝑛𝑒𝑟𝑠 𝑤𝑖𝑡ℎ 𝑎𝑛 𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑜𝑛𝑎𝑙 𝑏𝑎𝑐𝑘𝑔𝑟𝑜𝑢𝑛𝑑 𝑝𝑟𝑜𝑣𝑖𝑑𝑒 𝑠𝑡𝑟𝑜𝑛𝑔𝑒𝑟 𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑔𝑎𝑖𝑛𝑠 
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For convenience and clarity, the proposed hypotheses are summarised in Table 1, below.  

Table 1: Summary of hypotheses 

Panel A: PE operating performance     

Hypothesis Definition Measurement Supporting literature 

1.1 

PE-backed firms experience higher 

revenue growth than the control 

group 

∆Rev.PE - ∆Rev.CF 
e.g. Kaplan (1989), Boucly et 

al. (2011), and Smith (2015) 

1.2 

PE-backed firms increase their 

ROA as compared to the control 

group 

∆ROAPE - 

∆ROACF 

Smith (2015), Guo et al 

(2011), Cohn et al. (2011) 

2 
Debt is positively correlated with 

operating value creation 
∆DebtPE - ∆DebtCF 

Jensen (1986;1989),  

Lins (2003) 

Panel B: Deal specific determinants     

        

3 

Buyouts provide stronger operating 

gains for portfolio companies than 

growth investments 

βBuyout 
Jensen (1986;1989), 

Lins (2003) 

4 
First - time buyouts provide 

stronger operating gains than SBOs 
βSBO 

Wang (2012),  

Zhou et al. (2013) 

5 

Club deals are positively associated 

with portfolio operating 

performance 

βClubdeal 

Officer et al. (2015),  

Guo et al. (2011),  

Brander et al. (2004) 

6 
Age of the target company is 

positively related to ROA 
βCompanyage 

Wilson et al. (2012),  

Cressy et al. (2007) 

Panel C: PE specific determinants     

        

7.1 

Global funds with local offices 

provide stronger operating gains 

than purely local funds 

βLocal Anecdotal evidence 

7.2 

Purely local funds provide stronger 

operating gains than global funds 

with no local offices 

βForeign 
Bae et al. (2008), 

Taussig and Delios (2014) 

8.1 

Fund reputation is positively 

correlated with operating 

performance 

βReputation 
Kaplan and Schoar (2005), 

Gompers et al. (2008) 

8.2 

Investment experience is positively 

correlated with operating 

performance 

βExperience 

Kaplan and Schoar (2005), 

Gompers et al. (2008), 

Strömberg (2008) 

9 

Specialised funds provide stronger 

operating gains for portfolio 

companies than generalist funds 

βSpecialist 
Barney (1991), Cressy et al. 

(2007), Nadant et al. (2018) 

10 

Deal partners with an operational 

background provide stronger 

operating gains 

βOperational 
Acharya et al. (2012), Kaplan 

and Strömberg (2009) 
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5 RESEARCH DESIGN  

This section first outlines the approach employed to answer our research question. Second, our 

sampling process is explained, including the collection of data and development of proxies 

related to our hypothesised determinants. This is followed by the rationale for our dependent 

variables, revenue growth and profitability. Subsequently the methodology utilised to conduct 

the analysis, and their motivations, are explained in detail. Lastly, issues regarding the 

reliability and validity of our findings are discussed. 

5.1 Research approach 

The primary objective of this study is to develop models to describe and quantify the 

relationship between operating performance (dependent variable) of PE owned firms compared 

to their counterfactual (non-PE owned firms), based on different covariates. Lastly, the study 

uses these empirical findings to draw inferences, seeking to estimate causal effects based on 

previous theories. Following previous research on operating performance in PE (see, e.g., 

Kaplan, 1989; Bergström et al., 2007; Strömberg, 2008; Smith, 2015), this paper is based on a 

deductive research approach, and conducted with a quantitative methodology. Critics against a 

deductive method, might argue that the research is entirely focused around what the scientist 

is actively seeking to analyse, and that important knowledge risks being overlooked. In this 

case a completely inductive method would arguably have been too time-consuming, and neither 

aligned with previous literature nor entirely suitable for the research at hand.  

The hypotheses have been formulated based on theories and empirical findings from previous 

research, based on the logical stream of previous scholars. This has been reinforced by 

anecdotal evidence to develop the most suitable hypotheses for the Indian market. Data 

required to study PE-sponsored investments have been collected and reliable proxies is defined 

for quantities as well as characteristics that are difficult to measure explicitly. Further, the 

empirical findings of our determinants extend and clarify the discussion on extant theory, 

substantiating new nuances for the Indian market. Thus, the research also includes an element 

of inductive reasoning.     

A central stipulation for quantitative research is that the results should be somewhat 

generalisable (Bryman and Bell, 2011). Arguably, the results in this study are supportive of 

this notion as the process for deriving the sample have been highly selective and systematic, 
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making it representative for the overall population15. Likewise, for a quantitative model to be 

effective, it should fulfil some crucial characteristics (Ryan et al., 2002). First, theoretical 

implications from the observations must be possible to infer, and thus it is essential with as 

targeted tests as possible. Second, the model should be internally consistent and as 

commensurate with logical sense as well as any known empirical facts within the specific 

scientific domain. Evidently, most of the factors are fulfilled, given our model's strong 

foundation in existing PE literature and theory, whereas additional logical strength has been 

drawn from other relevant sources. Lastly, disregarding the measures being applied to increase 

external validity, the results of a study of this character should always be interpreted with some 

level of caution.  

5.2 Data and sample construction 

Utilising several databases, we have managed to partly circumvent the issue of data availability 

generally encountered within the academic PE sphere – largely through a manual effort. 

Information regarding Indian growth and buyout investments have been collected through 

Thomson Reuters Eikon (Eikon), Bureau van Dijk’s Orbis (Orbis), and Venture Intelligence 

(VI)16 – three widely used databases within business academia. Further, Orbis and EMIS have 

been used when collecting data on counterfactuals. For a deal to be entitled ‘Indian’ the 

portfolio company must have its main operations (headquarter) in India.  

First, growth and buyout investments with stakes larger than 25%, carried out from 2010 to the 

end of 2015, were identified within Eikon and VI. Since most buyouts acquire an equity stake 

larger than 50%, the percentage cut-off is mainly attributable to the growth-investments, which 

can fall short of this threshold. However, in an Indian context it is important to include these 

investments as they generally are more frequent in developing nations.  

Second, for each company receiving this kind of PE investment during the specified years, 

financial data is required for five consecutive years – ranging from 𝑡−2 to 𝑡+2, with 𝑡 being the 

deal year. Since we could not extract sufficient data on growth and buyout firms within Eikon, 

Orbis was used to retrieve detailed information on these firms. There is no company ID linking 

companies in Orbis to any of the other databases used, so all data gathering for sample firms 

                                                 
15 There are always risks of selection biases in regards of research similar to this. Datasets stemming from 

commercially available databases tend to exclude transactions and deals that went bankrupt – an obvious problem 

with many of the existing studies on the topic. However, the dataset used in this paper has largely been constructed 

manually, alleviating most selection bias concerns. 
16 Venture Intelligence is an India-specific database, containing detailed information of Indian companies, with a 

focus on private equity transactions and deal-related financials. 
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in has been made manually by searching for each entity. As an assurance, these firms’ 

webpages have been reviewed, and company owners validated, ensuring that the company is 

the same across databases. Of the transactions from Eikon, 38 were found to have sufficient 

data for the five years of interest. VI offers financial statements on most firms in their database, 

and most buyout and growth-firms had data that could be directly collected through the 

database. However, many firms only have financials for some two years, indicating that the 

data on most firms was limited. All data is reported in Indian rupees (INR), which has been 

adjusted to USD by using exchange rates gathered from the World Bank. Of the 639 deals17 

available through the VI database, 158 contained sufficient data. In the case where one firm 

had received multiple investments over the observed period, only the first majority investment 

has been used. 

5.2.1 Construction of control group 

The second step of the data sampling process regards finding a counterfactual for each 

identified portfolio company, a control (or reference) group to the PE-sponsored firms. Overall, 

control firms are identified for 119 of the PE portfolio companies, which are the basis of our 

analysis. Deals are identified for all years between, and including, 2010 to 2015 – resulting in 

financial data collected for the years ranging from 2008 to 2017. 

Following previous studies, each company is given a unique matching firm which is as similar 

as possible on key metrics (e.g., Alemany and Martí, 2005; Cressy et al., 2007; Munari et al., 

2007; Boucly et al., 2011). Ideally, every counterfactual is perfectly matched with a reference 

firm, apart from the characteristic of interest – in this case being PE owned. However, this is 

practically a utopian notion, especially in the Indian context. In order to find the most similar 

reference firm, we have matched on industry, size, and profitability. A company is deemed a 

sufficient counterfactual if (i) the company is in the same two-digit NACE Rev.2 industry code 

of the target firm, (ii) the company has revenues ± 50% of the target firm, and (iii) the company 

has a ROA18 ± 50% of the target firm, or (iv) the company has an EBITDA margin19 ± 50% of 

the target firm. Prior to using a two-digit NACE Rev.2 code, the four-digit and three-digit codes 

are used to seek for as similar operations as possible. 77 target firms have been matched on a 

                                                 
17 This number includes tranche investments and growth investments with equity stakes lower than 25%, meaning 

the number of unique deals is substantially lower than 639. 
18 ROA measured as EBITDA/Total Assets. 
19 ROS measured as EBITDA/Revenue. 
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four-digit code, and 42 firms are matched through two-digit matching. Relaxing the 

requirements to a three-digit code did not yield any further matches.  

Data for Indian private firms is scarce, thus both ROA and EBITDA margin were used as 

profitability measures – with ROA being the primary measure. Only one of the two is required 

to be within the ± 50% bracket – this in order to maintain an adequate sample size, but at the 

cost of larger aggregate profitability differences between the target and control group. 

Preferably, one of the two measures would be used in order to not include firms with larger 

discrepancies in, for example, ROA, but this would however result in a suboptimal sample size. 

ROA and EBITDA margin have separately been used by multiple PE scholars (see e.g., Cressy 

et al., 2007; Nikoskelainen and Wright, 2007; Guo et al., 2011; Acharya et al., 2012; Smith, 

2015) due to the metric's abilities to capture operating performance. Especially important for 

PE is that measures including EBITDA are not prone to changes in a firm’s capital structure, 

since financial posts are excluded, indicating that leverage do not have a significant effect on 

these metrics. 

When there was more than one firm fulfilling the specified criteria for a matching firm, the 

firms’ growth trajectory from year 𝑡−2 to 𝑡 was considered, mitigating a mean-reversion effect 

– finding the firm with the most similar pre-event performance. In addition, by matching on 

pre-growth development, we aim to mitigate the risk of simply capturing an effect, which is a 

result of PE firms ‘picking winners’. When pre-event performances were similar, the firm with 

the least aggregate percentage difference over all prerequisites was selected. 

5.2.2 Collection of other data and development of proxies 

The primary financial data is supplemented by data relating to the theorised determinants of 

value creation. This is conducted through a combination of database searches and more time-

consuming desktop research. Our determinants have a foundation in previous research and is 

supported by anecdotal evidence. For some of the concepts, proxies are developed to 

effectively capture the phenomenon of interest.  

Deal specific determinants 

All of the deal-specific determinants were more or less directly extractable when transaction 

and company financials was compiled from the databases. However, for company age, the data 

was extracted from Bloomberg's S&P Global Market Intelligence.  

The distinction between growth and buyout investments was simply a filter function in both VI 

and Eikon. Similarly, regarding first-time buyouts relative to SBOs, a search was conducted in 
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each respective database, while some desktop research was necessary, ensuring that the 

information of previous owners was correct. When applicable, these databases naturally also 

displayed the consortium of acquirers for each transaction – allowing us to create a dummy 

variable for club deals. For club deals, the majority (lead) investor is considered for the 

determinants. Company age is measured as the age of the company at the time of each deal.   

Private equity specific factors     

The variables that are specific for each PE fund were not disclosed in the databases utilised, 

and consequently more arduous to collect. To capture geographic effects of the acquirers, the 

locations of the acquiring investment vehicles have been categorised in three variables. That 

is, global, foreign or a local presence. Global indicates a presence in more than one country, 

with a local office in India. Foreign is a firm with one or more locations globally, but no local 

office in India. As the name entails, local firms only have an Indian presence. This data was 

available from each PE funds website, where all of their office locations was identified, and 

later categorised.  

For our first measure of skill, a proxy is created to capture the reputational effect, following 

the likes of Bonini (2015), and the overall methodology of Demiroglu and James (2006). PE 

fund reputation is modelled by using Private Equity International's (PEI) 300 ranking (PEI, 

2018). PEI's ranking depicts the world's largest PE firms according to one metric: how much 

capital they have raised for PE investments in the last five years. We use a cut-off, only 

considering the top 100 funds globally. The limit is intended to stringently capture the funds 

having the highest reputation, and arguably long-developed investment expertise. The second 

construct of skill, the deal partners' years of PE experience, is collected in conjunction with 

deal partners' previous work experience, below. We follow the simple and plausible idea that 

task-specific learning-by-doing develops and aggregates human capital (Gibbons and 

Waldman, 2004):     

For measuring the deal partners' previous work experience, extensive desktop research was 

conducted. Luckily, in regards to data collection, PE partners are fond of stating which boards 

they previously have had a seat in, and often comment on the rationale for transactions in 

media. This has provided a way of triangulating the responsible deal partner during the specific 

time period. When the correct deal partner is identified through either the PE firm's website, 

press releases or previous board structures of the portfolio firms, their previous experience was 

collected. First, this includes the number of years they have been PE investors, regardless of 
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which PE firm they invested for. Second, their previous work experience was collected, and 

categorised as either investment banking, consulting, industry, accounting, or PE. An industry 

or consulting background corresponds to operational experience. The work history was 

collected from easily available sources, including PE firm websites, Bloomberg Executive 

Profiles, or LinkedIn (following the methodology of Gompers et al., 2015). For the few cases 

when we were unable to identify the specific deal partner, the head of the Indian office (or 

fund) was selected20.  

Lastly, to understand whether the funds in the sample are specialists or generalists, a proxy was 

developed. Unfortunately, no central database nor all of the funds' websites clearly specify their 

investment focus. A fund is considered a specialist if, (i) the company explicitly state a clear 

sector focus, or (ii) a clear majority of the investments are made in three or fewer sectors. 

Further, the deal included in the sample must be within any of the sectors of which the fund is 

considered a specialist, in order for the fund to be considered specialised. By exploring 

specialisation vis-à-vis other constructs of skill, we are able to better isolate sector-specific 

knowledge (as suggested by, Nadant et al., 2018). 

5.3 Dependent variables – measures of value creation 

This subsection presents the defined variables in conjunction with the theoretical and intuitive 

foundation. The dependent variables serve as mechanisms to understand the level of operating 

performance and value creation. Two major categories will be examined, development of size 

and profitability, which will be reviewed through the two metrics described below. 

5.3.1 Size 

Firm size and growth are examined through the development of revenues as well as assets. 

Changes in revenue, being the most common size-measurement in PE value creation studies 

depicts a firm's development, and thus also firm value (among many, see Bergström et al., 

2007; Boucly et al., 2011; Guo et al., 2011). Similarly, the development of assets shows the 

value of all resources owned by the firm, and accordingly its size.   

Using both total assets and revenue as indicators can be cause for some concern. Since a 

common strategy for PE firms after a transaction is to follow up with add-on acquisitions, the 

asset-base and revenues of a portfolio company can become inflated in the post-buyout period 

                                                 
20 Serving as a reliable source, since they still have a strong say in the investment committee and further value 

creation initiatives. For example, Gompers et al. (2015) only analyse the influence of the founding partner's 

background on value creation. Here, we are certain that our measure with deal specific partners is a stronger 

methodology.  
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(Bergström et al., 2007). Thus, an increase in any of these metrics may be the effect of 

inorganic growth, and not organic improvements. Albeit, this does not necessarily indicate 

inorganic growth being something that must be separated before any comparisons can be made. 

However, we have controlled for substantial acquisitive activity, which is reasoned not be 

possible without for control firms without PE-backing. No add-on acquisitions of a significant 

magnitude have been identified for our sample. Nonetheless, Bergström et al. (2007) argue that 

add-on acquisitions can be compared to acquiring the same asset-base on the public market, 

thus simply serving as a substitute for a ‘regular’ purchase of the same assets. Therefore, 

smaller acquisitions should be considered one of the fundamental value creation mechanisms 

PE firms utilise in the post-investment period. Acknowledging add-ons as a source of value 

creation, growth in revenue and assets are thus considered reliable indicators for size-related 

operating gains. Further, acquisitions are not restricted to PE backed companies, indicating that 

the control group are also eligible of growing inorganically. Therefore, this is not viewed as a 

methodological issue of magnitude in the study.  

5.3.2 Profitability 

The profitability measure used in this paper are, as in most studies, scaled by size (among 

many, see Kaplan, 1989; Boucly et al., 2009; Acharya et al., 2012). The indicator for 

profitability used in this paper is EBITDA scaled by total assets (ROA). EBITDA is commonly 

used as a proxy for profitability, being a pre-tax cash flow. It serves as a substitute for operating 

cash flow, and is especially prevalent among PE scholars and industry practitioners (see e.g., 

Long and Ravenscraft, 1993; Bergström et al., 2007; Guo et al., 2011; Acharya et al., 2012). 

Preferably, operating cash flow would be the basis of our profitability analysis, but due to its 

scarce availability in the utilised databases, an adequate sample size could not be reached using 

this measure. EBITDA reports earnings before interest expenses, and remains rigid to changes 

in capital structure. This is especially beneficial when analysing PE backed transactions due to 

the tendency of leveraging the portfolio company – thus excluding gains derived from financial 

engineering (Long and Ravenscraft, 1993; Cressy et al., 2007). This study aims to measure 

operating value creation, and excluding gains from financial gearing is preferred, which would 

not have been the case if, for example, net income was used. Further, excluding depreciation 

effects from the profitability measure is also beneficial for the study, since changes in 

depreciation schedules are common for portfolio companies, which would simply have 

captured changes in accounting measurements (Boucly et al., 2011). 
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When discussing dependent variables, it is worth emphasising that EBITDA over assets (ROA) 

is among the best metrics to compare value creation across companies (Phalippou, 2017). 

Scaling EBITDA with assets allows for more candid comparison between firms of varying size. 

Strictly comparing profitability without adjusting for size would provide arbitrary results, 

without the outcome providing any insight to the efficiency of the firms. Furthermore, using 

total assets as denominator partly adjusts for divestures, and add-on acquisitions, which may 

have been undertaken during the period (Kaplan, 1989).  

Even so, using EBITDA is somewhat problematic. Since the measure is not included in the 

GAAP accounting standards, it can arguably be easier for management to manipulate. Ideally, 

an adjusted EBITDA, modified on a case-by-case basis, would have been used. Unfortunately, 

this has not been plausible due to shortcomings in available data, while also prioritising a larger 

sample. However, we believe there should be no structural differences between PE backed and 

non-PE backed firms in this type of earnings manipulation, making unadjusted EBITDA a fair 

comparison between the groups21.  

5.4 Methodology  

This subsection provides a review of the statistical tools underpinning the analysis. Initially, 

the time period and measurement of excessive returns are touched upon. After, we describe the 

models. First, our sample including both PE and non-PE backed firms, are tested through: (i) 

Wilcoxon rank-sum test, and (ii) a fixed-effect regression model, to estimate performance 

differences. Second, our sample including the excess returns of the PE backed firms are tested 

in conjunction with our discussed determinants through: (iii) OLS regressions, and (iv) logistic 

regressions on the top performers.  

5.4.1 Time period and measures of returns  

Our analyses and models measure percentage differences in revenue and ROA, from the deal 

year (𝑡) to two years after the transaction (𝑡+2), the exception being the fixed-effect model, 

naturally capturing the whole period (𝑡−2 to 𝑡+2) (following, e.g., Munari et al., 2007). Some 

scholars, somewhat aggressively according to us, calculate the impact of PE performance with 

inception in the year before the buyout (𝑡−1), implicitly attributing all changes in the deal year 

to the PE-ownership (see e.g., Kaplan, 1989). In practice, however, it involves both pre- and 

post-PE operations. The performance can just as likely be accredited to initiatives implemented 

                                                 
21 If the PE-backed firms had reported an inflated EBITDA, the risk for that would have been the most substantial 

prior to exit, while the present study only looks at the deal year plus two years of the holding period, the risk is 

largely mitigated.  
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by management pre-PE backing. For the sake of restrictiveness and accuracy, we choose to 

follow Munari et al. (2007), accepting that we might negatively influence the impact of 

transactions occurring in the first six months of the deal year. Further, we also acknowledge 

the possibility of profitability in the deal year being biased downward, due to transaction-

related expenses, including advisory fees and inventory write-ups.  

We calculate average growth rates22 for each observed company when comparing the 

performance between PE sponsored and non-PE sponsored firms – in line with praxis of PE 

academia (e.g., Kaplan, 1989; Bergström et al., 2007; Guo et al., 2011; Acharya et al., 2012). 

We transform our return metric to measure average excess returns, when analysing the post-

investment performance among PE sponsored firms. Excess returns are retrieved by calculating 

the difference in returns between each target firm and their matched counterfactual for the years 

𝑡 to 𝑡+2. These returns are subsequently divided by the number of observed periods, providing 

average excess returns (Munari et al. 2007). 

5.4.2 Wilcoxon rank-sum test 

When comparing performance between two samples it is valuable to statistically infer 

similarities or dissimilarities in covariates. The Wilcoxon rank-sum test (or Mann-Whitney U-

test) is a statistical method widely used in PE-research, due to its ability to deduce differences 

between samples without assuming normality. In their study on how to optimally measure 

operating performance, Barber and Lyon (1996), find the Wilcoxon test being the preferred 

statistic, regardless of operating performance measures used – attributable to the extreme 

values commonly encountered when comparing businesses’ operating metrics. Our tests were 

conducted to determine the relative performance of PE backed vs. non-PE backed firms on our 

value creation metrics. 

The Wilcoxon rank-sum test is a nonparametric version of the two-sample t-test which 

examines whether the distribution of means between two independent samples are identical. 

Being nonparametric, the test does not require the samples to be normally distributed. To 

calculate the Wilcoxon rank-sum, all observations are ranked by size (the smallest value 

receives rank one) of the covariate of interest, for example, revenue, regardless of which sub-

sample to which the observation belong. Thus, every observation receives a rank, depending 

                                                 
22 Annual change is calculated through (∆𝑋𝑖 𝑡⁄ ) where ∆𝑋 is the development in measure X for the observed 

period, and 𝑡 is the number of years observed. 
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on its relative size to the other observations. The observations are then grouped into PE 

sponsored and non-PE sponsored. The U-statistics for the groups are calculated using: 

𝑈𝑖 = 𝑛1𝑛2 +
𝑛𝑖(𝑛𝑖 + 1)

2
− ∑ 𝑅𝑖   (1) 

 

where 𝑅𝑖 is the rank-sum for the sample. After calculating the U-statistic for both groups, the 

sample with the lowest value is kept as 𝑈. The standard deviation of the sampling distribution 

is calculated through: 

𝜎𝑢 = √
𝑛1𝑛2(𝑛1 + 𝑛2 + 1)

12
   (2) 

 

For larger samples, the Z-value is: 

𝑍 =
𝑈𝑖 − 𝑢𝑢

𝜎𝑢
  (3) 

If the Z statistic falls within the specified confidence interval, there is no statistically significant 

difference between the mean ranks – and differences between the groups can be inferred. It is 

important to emphasise that statistical significance is not a proof of the proposed hypothesis, 

but rather, evidence in its favour – which applies to all the conducted statistical tests (Bettis et 

al., 2014).    

5.4.3 Fixed-effect regression 

To corroborate and formalise our findings from the distributional tests, the following 

differences-in-differences model is used:  

𝑌𝑖𝑡 =  𝛼𝑖 + 𝛿𝑡 + 𝐷𝑒𝑎𝑙𝑡 + 𝐷𝑒𝑎𝑙𝑡 ∗ 𝑃𝐸𝑖 + 휀𝑖𝑡  (4) 

where 𝛼𝑖 denotes a time-invariant fixed effect for company i, and 𝛿𝑡 a time-specific fixed effect 

for time t. 𝐷𝑒𝑎𝑙𝑡 is a dummy variable which equals 1 for all companies after year two, while 

taking the value of 0 for the first two years. 𝑃𝐸𝑖 equals 1 for portfolio companies, and 0 for 

control firms.  

The rationale behind including firm and time fixed effects in equation (4), is that omitted 

variable bias is mostly mitigated. First, 𝛼𝑖 adjusts for time-invariant variables, which do not 
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change over time for company i. Second, 𝛿𝑡 adjusts for all time-specific variables which 

captures differences in the outcome, Y, that vary across time-periods, but not for companies. 

Thus, including 𝛼𝑖 and 𝛿𝑡, only unobserved variables which vary over time within each 

company (and are correlated with the predictors) are cause for omitted variable bias. 

More than simply repeating our findings from previous sections, the fixed-effect regression 

also allows us to partly accommodate for the ‘causality dilemma’ problem which is somewhat 

present in PE research – that is, whether the PE firms actually add value during the holding 

period or simply pick winning firms. Since the model examines changes from time 𝑡 and 

onwards, it helps evaluating whether any changes occur at the time of the deal, or whether the 

findings from previous sections are the result of differences stemming from periods prior to the 

deal. This is further adjusted for, by including growth trajectories in time 𝑡−2 and 𝑡−1 in an 

extended model as a robustness check.  

However, like Boucly et al. (2011) our matching technique does probably result in an 

endogeneity bias. The decision for PE firms to invest in portfolio companies is by no means 

random. Prospects are evaluated on their predicted development in certain metrics, therein 

revenue growth, and the firms ultimately receiving PE sponsorship are researched exhaustively 

by the funds, in the due diligence process. We try to mitigate this selection bias by including 

pre-growth trajectory to the greatest extent possible. Nevertheless, given the probable existence 

of such bias, the results should be viewed mostly indicatively. 

5.4.4 Ordinary least squares regression 

To analyse the effect of our identified determinants, a linear regression model is used. The 

model allows us to analyse the simultaneous effects of multiple independent variables 

(determinants) on our dependent variables (ROA and revenue growth). It should be noted that 

the analyses of the determinants focus on the relative excess performance23 rather than absolute 

gains, since we compare performance between PE-backed firms. The determinants comprise 

various characteristics of the deal-type and PE fund, and the period examined is 𝑡 to 𝑡+2 – that 

is, the deal-year and the two following years (following e.g., Alemany and Martí, 2005; Munari 

et al., 2007). The model can be generalised as: 

𝑌𝑖 =  𝛽0 + 𝛽𝑖1𝑋𝑖1 + 𝛽𝑖2𝑋𝑖2 + ⋯ + 𝛽𝑘𝑋𝑘𝑖 + 휀𝑖   (5) 

where 𝛽𝑖1 is the isolated effect of variable 𝑋𝑖1 on 𝑌𝑖. The betas, or coefficients, are partial 

                                                 
23 For example, ROA is measured as (∆𝑅𝑂𝐴𝑃𝐸 − ∆𝑅𝑂𝐴𝐶𝐹), where ∆𝑅𝑂𝐴𝑃𝐸  refers to the development in ROA of 

the portfolio company in time t to t+2, and 𝑅𝑂𝐴𝐶𝐹  is the same development for the counterfactual. 
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derivatives measuring the impact on 𝑌𝑖 of one unit increase in the independent variable, holding 

all other variables constant. The determinants previously introduced, and their respective 

measurements is presented below, in Table 2. After regressing the sample, two subsamples are 

created to test the model fit for both growth investments and buyouts – allowing us to see the 

relative explanatory power of our determinants for each investment type within the Indian PE 

universe. 

Control variables 

Intuitively, variables which are hypothesised to affect the outcome of 𝑌𝑖 should be included in 

the model, mitigating omitted variable bias. Consequently, control variables are required to 

prevent inflated coefficients. Two control variables are used, pervading all of the differently 

specified regressions, since we want to remove their effect on the other independent variables. 

First, we control for the size of the target in the deal year, simply by the size of the firm's 

operating revenue. Second, following Cohn et al. (2014), the EBITDA is used to control for 

whether the firm is profitable or not one year prior to the time of the deal, and how it affects 

future profitability levels.  

Elaborating on the size aspect, one paper with an international perspective is identified. Puche 

et al. (2015) find transaction size being more important than industry and geography in 

explaining operating differences in value creation for PE. The small-cap deals endured a higher 

level of operating improvements, stemming from sales growth, followed by mid-cap and lastly 

large-cap deals. Supporting this, Achleitner et al. (2010), find that there seem to be slightly 

different value creation drivers for deals of different sizes. In terms of EBITDA growth, they 

find that for the firms of smaller size, the profitability growth is primarily driven by revenue 

growth, while the growth in the larger deal segment is driven by margin improvement 

initiatives (such as cost-cutting). The previous findings seem to support the notion that 

company size matters for value creation. Table 2, below, provides an overview of all variables. 
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Table 2: Overview and variable definitions 

Panel A: Deal specific 

determinants       

Determinant Variable name Unit Variable type 

Buyout Buyout Binary 
1 = Buyout 

0 = Growth 

First-time vs. SBO SBO Binary 
1 = SBO 

0 = First time PE 

Club deal Clubdeal Binary 
1 = Club deal 

0 = Sole investor 

Company age CompanyAge Continuous 
Years since 

incorporation* 

Panel B: PE specific determinants       

        

Foreign PE fund without local office Foreign Binary 
1 = Foreign 

0 = Other 

Local PE fund Local Binary 
1 = Local 

0 = Other 

Reputation of PE fund Reputation Binary 
1 = In PEI top 100 

0 = Other 

Years of investment experience YearsExperience Continuous 

Years of 

investment 

experience* 

Deal partner's background OperationalExp Binary 
1 = Operational 

0 = Other 

Specialist fund Specialist Binary 
1 = Specialist 

0 = Generalist 

Panel C: Control variables       

        

Profitable at time t Profitable_t Binary 
1 = Profitable 

0 = Not profitable 

Revenue at time t Revenue_t Continuous Revenue at time t 

* at time t 
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5.4.5 Logistic regression 

To examine whether there is a congruency in determinants between performing well and being 

a top-performer, a model is utilised with a binary dependent variable. We analyse determinants 

for top-quartile performers, being commonly employed in PE research and practice (Phalippou 

and Gottschalg, 2009; Phalippou, 2017). The variable is coded 1 if the target firm performs in 

the top 25 percent of the value creation metric, and 0 otherwise: 

YTop25pct = {
1 If top 25% performer
0 Other

   

Thereafter applying a logistic regression model, which estimates the probability of variable 𝑌 

taking value 1 granted a value of 𝑋, that is:  

𝑃𝑟(𝑌𝑇𝑜𝑝25𝑝𝑐𝑡 = 1 |X𝑆𝐵𝑂, X𝐶𝑙𝑢𝑏𝑑𝑒𝑎𝑙, … , X𝑌𝑒𝑎𝑟𝑠𝐸𝑥𝑝𝑒𝑟𝑖𝑒𝑛𝑐𝑒)  (6) 

The probabilities depend on vectors of our observed variables. Restricting the predicted values 

to range between 0 and 1, the probabilities are transformed into logarithmic odds ratios, or log-

odds, which fulfils the restrictive criteria of the logit model: 

log (
Pr (𝑌𝑇𝑜𝑝25𝑝𝑐𝑡)

1 − Pr (𝑌𝑇𝑜𝑝25𝑝𝑐𝑡)
) = 𝛽0 + 𝛽1𝑋′

𝑆𝐵𝑂 + 𝛽2𝑋′
𝐶𝑙𝑢𝑏𝑑𝑒𝑎𝑙 + ⋯ + 𝛽9𝑋′

𝑌𝑒𝑎𝑟𝑠𝑒𝑥𝑝𝑒𝑟𝑖𝑒𝑛𝑐𝑒 (7)  

Or 

𝑌𝑇𝑜𝑝25𝑝𝑐𝑡 =
𝑒

𝛽0+𝛽1𝑋𝑆𝐵𝑂+𝛽𝑋𝐶𝑙𝑢𝑏𝑑𝑒𝑎𝑙+⋯+𝛽𝑋𝑌𝑒𝑎𝑟𝑠 𝑒𝑥𝑝𝑒𝑟𝑖𝑒𝑛𝑐𝑒
 

1 + 𝑒
𝛽0+𝛽1𝑋𝑆𝐵𝑂+𝛽𝑋𝐶𝑙𝑢𝑏𝑑𝑒𝑎𝑙+⋯+𝛽𝑋𝑌𝑒𝑎𝑟𝑠 𝑒𝑥𝑝𝑒𝑟𝑖𝑒𝑛𝑐𝑒

 
  (8) 

As a logistic regression utilises the log-odds to estimate each independent variable’s impact on 

𝑌, the output less intuitive to understand. However, deriving each coefficient yields the change 

in expected value of probability granted a unit change in the independent variable24. The sign 

of the coefficient, still provides insight to what effect each variable has on performance. A 

positive coefficient shows that the likelihood of being a top quartile performer increases with 

an increase in the independent variable, and vice versa.  

The results generated by the model allows us to see whether there are any attributes which 

distinguish ‘good’ and ‘great’ performers – that is, determinants which seemingly have no or 

little effect in the OLS model but receives greater attribution among the top performing 

                                                 
24 A less tedious and generally accepted way of calculating the change in expected probabilities is to multiply the 

coefficient by 0.25, which yields a commensurable linear probability model coefficient. 
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portfolio companies. In the same manner, omitted variables among the top performers, does by 

the nature of their absence, present an interesting finding in itself.  

5.5 Reliability and validity  

The methodology of this study is presented as transparently as possible to ensure external 

reliability, the ability to replicate the study by other scholars (Bryman and Bell, 2011). Both 

the data collection process and the tools utilised for conducting the analysis are explained 

systematically, providing a holistic view of each procedure. The data collection has required a 

significant amount of manual effort, raising potential consistency issues in the sampling 

procedure. This issue has partly been circumvented by automating the data management 

processes to the best of our knowledge. Furthermore, each input has been subject to a ‘sanity 

check’, with the purpose of correcting any wrongfully admitted data.  

Validity refers to the ability of the study to capture the effects being studied (internal validity) 

and to which degree the findings can be generalised (external validity) (Bryman and Bell, 

2011). Both internal and external validity is strengthened through following the methodological 

processes of prominent scholars within PE academia, and adjusted for studies within emerging 

markets. 

The selection biases in commercially available datasets, for example, Preqin, PitchBook, are 

subject to a sample selection bias, as stipulated by Phalippou and Gottschalg (2009), arguing 

that these datasets contain funds performing better than average. Largely due to the voluntary 

basis that PE funds report to these databases. In this paper, however, our extensive dataset has 

been created manually – which is both beneficial and somewhat risky. The obvious advantage 

is that we substantially manage to avoid sample selection bias present in a lot of the previous 

research on the topic. Private company financials in India is available after paying a small 

amount per firm25, VI and Orbis has accumulated many of the private firms, providing a way 

for us to extract the relevant financial data, without the same issues of selection bias as many 

previous studies for the developed market. The disadvantage is that we could suffer from 

simple human error mistakes.  

 

                                                 
25 http://www.mca.gov.in/  

http://www.mca.gov.in/
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6 EMPIRICAL RESULTS AND ANALYSIS  

In this section, the empirical findings are presented and discussed. The first subsection presents 

the descriptive statistics, while adding some emphasis on key data points. In the following 

sections, the primary results from our statistical models are presented and discussed in relation 

to theory as well as previous academic findings. The section is concluded by providing an 

overview of our hypotheses, and if they are: (i) supported, (ii) partly supported, or (iii) rejected.   

6.1 Descriptive statistics   

The sample distribution is visualised in Figure 6. A majority of our sample comprises PE-

sponsored acquisitions that took place in the period between 2012 and 2014. With respect to 

the data requirement of ± two years of financial information, the sample does not necessarily 

reflect the overall PE activity, but rather the window for data availability. On that note, the 

limited data for year 2015, is simply stemming from difficulties in finding 2017 financials. 

Unsurprisingly, in an Indian context, the growth segment of the PE market has a substantial 

presence in the data.  

Figure 6: Sample distribution, number of deals per year, 2010-2015.  

 

Global funds back a majority of the transactions in the sample, with 46.2% of the total deal 

volume (see Table 3). Somewhat surprisingly, the local players, on average, seemingly invest 

in larger companies. This can be explained by the size discrepancies between the two deal type 

sub segments, and a striking relation to the PE firms' domicile. The local funds' average 

investments in the growth capital category is considerably larger than the global firms' activity 

($45 vs. $18 million). In the buyout category, the situation is the direct opposite, where global 

funds invest in larger targets ($325 vs. $143 million) This is perhaps less surprising given the 

prominent rise of global buyout funds' activity in emerging markets in general, and in India 
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specifically. Overall, the sample of 119 transactions is relatively balanced between the number 

of growth investments and buyouts, at 65 and 54, respectively26. 

Table 3: Sample distribution of origin of funds. For all PE-backed, and divided on growth capital and buyouts.  

  All PE-backed     Growth     Buyout   

Panel B: PE 

firm origin 
No. 

% of 

total 

Avg. rev. 

(m$) 
 No. 

% of 

total 

Avg. rev. 

(m$) 
 No. 

% of 

total 

Avg. rev. 

(m$) 

Global 55 46.22% 125.73  22 18.49% 18.20  33 27.73% 325.28 

Foreign 20 16.81% 98.59   13 10.92% 15.02   7 5.88% 175.35 

Local 44 36.97% 162.05  30 25.21% 44.92  14 11.76% 142.89 

Total 119 100.00% 133.66   65 54.62% 29.90   54 45.38% 258.56 

 

Table 4 shows a number of operating statistics for the sample, divided by treatment and control 

group. Means and medians are compared for the deal year (𝑡) and two years after (𝑡+2). It is 

comforting to observe the financial similarities between PE backed firms and reference firms 

at time 𝑡. Evidently, the used matching technique has generated two groups that are largely 

similar at an aggregate level. They are analogous in size, both in terms of revenue and assets, 

as well as profitability. The average control firm seem to have a higher mean ROA at the time 

of the deal, 7.58% as opposed to -3.40% for the PE-backed, and this advantage is actually 

sustained two years post deal. However, both groups have similar median ROAs, with the PE 

backed sample having a slightly higher median at time 𝑡. The average debt level for the PE 

backed firms is notably higher than their counterfactuals, which is well aligned with the modus 

operandi of the PE industry at large. This is also reflected in the differences in leverage.  

Standard deviations are elevated for some of the metrics in relation to size. This is explained 

by the larger transactions (i.e. buyouts), being substantially larger than the mean firm. An 

example is Bain Capital's well-known acquisition of Hero Honda, refer to Appendix D for an 

overview of the ten largest transactions in our sample. In terms of deviations in profitability, it 

is largely driven by margin differences between growth investments and buyouts, which is 

evident when dividing the sample.   

 

 

                                                 
26 See Appendix B for an overview all deals in the sample. Appendix C provides and overview of the industries 

covered. 
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Table 4: Descriptive statistics for sample firms, year t and t+2. Divided by PE-backed, and control group. 

    Time: t       Time: t+2     

Panel A: PE-

backed 
No. Mean  Median S.D.  No. Mean  Median S.D. 

Revenue (m$) 119 133.66 16.18 456.03  119 144.91 19.05 428.15 

EBITDA (m$) 119 23.47 2.10 74.07   119 23.24 2.49 64.52 

ROS, % 119 -4.98% 12.31% 95.84%  119 -11.60% 9.80% 117.84% 

ROA, % 118 -3.40% 8.96% 55.51%   119 -4.39% 7.46% 38.04% 

Assets (m$) 119 182.96 22.50 431.08  119 181.27 37.85 334.21 

Debt (m$) 119 264.55 22.49 633.36   119 367.89 30.11 764.13 

Leverage, % 118 201.74% 106.76% 273.74%  119 228.98% 112.49% 465.31% 

Panel B: Control firms                

Revenue (m$) 119 123.76 15.47 392.24  119 123.16 11.64 365.48 

EBITDA (m$) 119 22.86 0.75 81.69   119 23.32 1.29 81.73 

ROS, % 119 -7.58% 8.16% 54.55%  119 -7.66% 10.03% 95.19% 

ROA, % 119 4.58% 8.17% 18.60%   119 3.09% 7.36% 24.47% 

Assets (m$) 119 148.66 22.12 432.94  119 162.80 22.02 476.18 

Debt (m$) 116 101.69 9.65 258.34   116 98.95 7.05 286.53 

Leverage, % 119 135.12% 57.77% 221.61%  119 104.33% 53.29% 135.25% 

 

A partial explanation to the profitability deviations is provided in Table 5, where Panel A 

provides a disaggregate view by growth investments contra buyouts for the average PE backed 

firms, and Panel B the same for control firms. When comparing inter groups the average buyout 

is both more profitable and has a larger average revenue than the corresponding growth target. 

It is, once again, reassuring that intra group similarities are high, both growth and buyout 

counterfactuals are adequately similar on most key metrics. Further, for some of the metrics 

being denominated in absolute values (millions of dollar), a high dispersion is observed both 

for growth investments and buyouts. This is expected, since we chose to include targets without 

any size restrictions, in order to keep the sample high.    

Table 5 shows high variance for ROA and ROS in the growth category, possibly attributed to 

the relatively seen more immature companies in comparison to buyout targets. The earlier stage 

of growth investments also inherently depicts a scenario with wider spread in terms of 

profitability (as the name entails, growth capital primarily seeks to grow the investment). The 

median size is relatively small for the growth capital targets, though one must keep in mind 

that the absolute dollar value is still quite sizeable in an Indian context. In the buyout segment, 

there is less variance in profitability, thus the medians do not deviate much from the mean 

values.  
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Table 5 Descriptive statistics for sample firms, year t and t+2. Divided by growth capital, buyouts, and control 

group. 

Panel A: PE-backed   Time: t       Time: t+2     

Growth No. Mean  Median S.D.  No. Mean  Median S.D. 

Revenue (m$) 65 29.90 4.30 83.73  65 40.99 7.41 102.23 

EBITDA (m$) 65 4.70 0.09 13.15   65 8.07 -0.01 26.27 

ROS, % 65 -24.99% 4.84% 124.95%  65 -32.99% -0.36% 154.65% 

ROA, % 65 -16.76% 2.64% 70.94%   65 -16.24% -0.44% 46.29% 

Assets (m$) 65 55.37 7.20 135.54  65 88.70 12.22 184.20 

Debt (m$) 65 140.83 5.29 406.33   65 299.78 14.50 779.31 

Leverage, % 65 245.19% 112.59% 322.68%  65 247.47% 126.85% 374.94% 

Buyout 
                 

Revenue (m$) 54 258.56 74.74 652.27  54 269.99 73.12 605.24 

EBITDA (m$) 54 46.07 16.39 105.14   54 41.50 14.05 88.40 

ROS, % 54 19.11% 15.89% 22.72%  54 14.16% 14.33% 28.26% 

ROA, % 53 12.99% 12.34% 15.53%   54 9.86% 10.21% 15.99% 

Assets (m$) 54 336.54 113.61 589.54  54 292.69 100.97 429.60 

Debt (m$) 54 413.47 110.40 807.69   54 449.89 155.45 744.36 

Leverage, % 53 148.45% 101.26% 187.60%  54 206.73% 101.78% 558.00% 

Panel B: Control 

firms 
 

Time: t 
     

Time: t+2 
    

Growth No. Mean  Median S.D.  No. Mean  Median S.D. 

Revenue (m$) 65 28.91 3.35 85.20  65 29.69 3.11 88.94 

EBITDA (m$) 65 2.53 0.14 7.87   65 3.29 0.30 9.08 

ROS, % 65 -25.17% 3.24% 66.18%  65 -20.57% 6.29% 123.25% 

ROA, % 65 -0.22% 2.47% 21.47%   65 0.74% 4.78% 21.93% 

Assets (m$) 65 28.65 9.86 51.85  65 33.71 7.11 63.53 

Debt (m$) 63 36.23 2.56 104.08   63 33.51 2.02 85.16 

Leverage, % 65 145.02% 32.93% 244.07%  65 103.34% 37.92% 145.56% 

Buyout 
                 

Revenue (m$) 54 237.93 64.01 556.30  54 235.68 72.71 514.04 

EBITDA (m$) 54 47.34 11.16 116.90   54 47.43 11.84 117.00 

ROS, % 54 13.59% 13.76% 22.37%  54 7.89% 12.96% 37.16% 

ROA, % 54 10.35% 11.04% 12.32%   54 5.93% 9.30% 27.16% 

Assets (m$) 54 293.12 92.99 612.49  54 318.18 95.99 674.48 

Debt (m$) 53 179.49 53.66 351.17   53 176.75 47.51 401.95 

Leverage, % 54 123.22% 76.75% 192.72%  54 105.53% 62.43% 123.05% 

 

The determinants in our sample (Table 6) are split in deal and PE specific factors, and divided 

by growth capital and buyout investments, respectively. Of the deal specific antecedents, in 

Panel A, roughly, half (56) of the sample comprises SBOs, and 34 (61%) of those transactions 

are within the growth category. Only 22 (41%) of the SBOs are within the buyout category, 

which partly can be explained by the relative immaturity of the Indian PE industry for larger 

buyouts (whereas growth investments have had a longer presence in the market). There are 27 

club deals in the sample, and they are somewhat surprisingly, more prevalent in the growth 
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category with 23 syndicated deals. Turning to company age, it is comforting seeing that the 

average age is 16.8 years, well above the proposed threshold specified by Berger and Udell 

(1998). Buyouts are, as expected, substantially older firms than growth capital investments 

(25.9 vs. 8.1 years).    

Panel B reports specific characteristics of the PE acquirers. Most growth capital investors tend 

to be local players at 46% of the total number of deals, as opposed to buyouts where a majority 

are global players (33 of the 54 buyouts, 61%). Additionally, there are 28 funds with a top-100 

reputation, evenly split between growth and buyout investments (54% vs. 46%). 

Most of the funds in the sample are generalist funds, while 32 (27%) are specialist funds 

investing specifically in one or a few industries. In terms of deal partners’ previous experience, 

most have an investment banking background (32%), this is also true for the buyout subsample 

(38% of the subsample). For the growth investments most partners have industry experience, 

even if it is closely tailed by investment banking (31% vs. 27%). On average, deal partners 

have 12.8 years of PE investing experience, and somewhat unsurprisingly, the buyout partners 

have slightly more experience than their growth capital counterparts do (14.1 vs. 11.7 years).  

Table 6: Descriptive statistics, decomposition of performance determinants divided by growth capital and buyouts 

Performance determinants   All PE-backed   Growth   Buyout 

Panel A: Deal specific 
 

No. 
% of 

total 
 No. 

% of 

subtotal 
 No. 

% of 

subtotal 

Growth vs. buyout  119 100%  65 55%  54 45% 

SBOs   56 47%   34 61%   23 41% 

Club deals  27 23%  23 85%  4 15% 

Company age (avg. years)   119 16.8   65 8.1   54 25.9 

Panel B: PE specific factors                

Origin of acquirer  119 100%  65 100%  54 100% 

Global   55 46%   22 34%   33 61% 

Foreign  20 17%  13 20%  7 13% 

Local   44 37%   30 46%   14 26% 

Fund reputation, PEI top-100  28 24%  15 54%  13 46% 

Specialised   32 27%   18 56%   14 44% 

Deal partner experience  116 97%  64 100%  52 100% 

Investment banking   37 32%   17 27%   20 38% 

PE  19 16%  13 20%  6 12% 

Accounting   6 5%   1 2%   5 10% 

Consulting  23 20%  13 20%  10 19% 

Industry   31 27%   20 31%   11 21% 

PE experience (avg. years)  119 12.8  65 11.7  54 14.1 
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6.2 Results on operating performance 

The following subsections presents and discusses the empirical results in conjunction to the 

main hypothesis on PE's operating performance in India. The first section provides a univariate 

analysis of the performance, which is thereafter formalised through a fixed-effect model.  

6.2.1 Univariate analysis on operating performance  

Table 7 presents the results from the Wilcoxon rank-sum tests for the sample. A disaggregate 

view of the relative performance of growth investments (Panel A) and buyouts (Panel B), 

respectively, is provided in Table 8. 

Table 7: Wilcoxon rank-sum test, two-year post investment performance for PE vs. non-PE firms, (and mean 

values) 

  Time: t to t+2     

Variable No. PE Non-PE Z-value Significance 

ROA (%) 238 -0.048 -0.015 1.215 0.22 

Debt growth†(%) 238 0.726 0.126 -4.761 <0.01*** 

Asset growth†(%) 236 0.450 0.019 -4.601 <0.01*** 

Turnover growth (%) 238 0.286 0.003 -5.081 <0.01*** 
† indicates a winsorized variable at the 0.05 and 0.95 percentiles. ***, **, 

and * articulate the statistical significance at the 1%, 5%, and 10% level, respectively. 

 

Table 8: Wilcoxon rank-sum test, two-year post investment performance for PE vs. non-PE, split by growth 

capital and buyouts (and mean values) 

    Time: t+2     

Panel A: Growth No. PE Non-PE Z-value Significance 

ROA (%) 130 -0.064 0.010 0.037 0.97 

Debt growth (%) 130 0.862 0.147 -3.352 0.01*** 

Asset growth (%) 130 0.476 0.029 -6.223 <0.01*** 

Turnover growth (%) 130 0.459 0.047 -2.544 0.01** 

Panel B: Buyouts           

ROA (%) 108 -0.029 -0.044 1.460 0.14 

Debt growth†(%) 108 0.436 0.101 -3.506 <0.01*** 

Asset growth†(%) 106 0.128 0.020 -4.817 <0.01*** 

Turnover growth (%) 108 0.079 -0.050 -4.808 <0.01*** 

† indicates a winsorized variable at the 0.05 and 0.95 percentiles. ***,**, 

and * articulate the statistical significance at the 1%, 5%, and 10% level, respectively. 

 

Contrary to our predictions in 𝐻1.2, PE does not seem to have any significantly positive effect 

on ROA for the total sample, and neither for growth investments nor buyouts. Thus, for the 

observed period, PE firms does not appear to be particularly successful in improving the 

portfolio companies’ usage of its assets, providing no basis for the claim of PE contributing to 
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higher operating profitability. ROA, in our case, constitute of EBITDA over assets – so in 

simple terms, the PE firms fail to keep their operating profits (EBTIDA) consistent with the 

development in assets. They seem to be partly sacrificing earnings capacity while growing the 

size of their portfolio firms.  

While deviating from the findings of the more classical pieces of literature in PE academia 

(e.g., Kaplan, 1989; Bergström et al., 2007; Boucly et al., 2009; Acharya et al., 2012), our 

results are harmonious with the findings of Smith (2015), who concludes that PE provides no 

significant positive effect on ROA in an Indian context. One possible explanation for the 

absence of ROA improvements stems from the fact that we do not track the whole holding 

period – it could be the case that the funds first focus on growing their portfolio firms, while 

accelerating profitability closer to the end of the holding period. Another possible explanation 

is the institutional context, and difficulties of implementing swift employment cost cutting 

regimes. The combination between high redundancy costs, and an inability to outsource non-

core activities effectively, may help in understanding the absence of accelerated profitability 

improvements (Chokshi, 2007; Schwab, 2017).      

Without realising significant efficiency gains for the portfolio firms, we find PE backed 

companies enjoying a substantially larger revenue growth compared to their counterfactuals, 

in support of 𝐻1.1. For the aggregate sample in Table 7, we see PE backed firms growing 29% 

more than their counterparts, significant at the one percent level. Dividing the sample in Table 

8, we find the strongest outperformance deriving from the growth capital firms in Panel A, 

trouncing their counterfactuals by approximately 40% in revenue. In comparison, the buyouts 

outperform the control group (Panel B) by almost 8%. Both results are significant at the one 

percent level. Thus, with the modest development of other profitability metrics, it is possible 

that PE investors in India initially have a strong focus of growing the firms’ revenue rather than 

focusing on cost-cutting efforts or other efficiency initiatives in the early stages of an 

investment. This finding supports the notion introduced by Gompers et al. (2015) – revenue 

growth is more important than improving efficiencies for portfolio companies, as well as 

Smith's findings for India (2015). 

We only find support for hypothesis 𝐻1.1 on revenue growth. Given the usual PE holding period 

of five to six years, it is plausible that the focus on profitability increases when approaching 

the exit horizon – since our sample only captures the first two years of the holding period. On 
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the other hand, it could be the case that in an emerging market context, the PE funds simply 

focus more on revenue growth, and choose to view profitability as a pure bonus.27     

Determining whether the hypothesised relationship between PE investment and operating value 

creation holds true, is rather dichotomous. On the one hand, no positive effect on ROA can be 

found, indicating no efficiency gains compared to the control group. Yet, the substantial 

increase in revenue growth can still support the argument of increased operating value creation 

as, without a significant drop in ROA, the pure dollar value of a firm will still increase as 

revenue grows. Since our data shows a significant outperformance in both revenue and asset 

growth, while the development in ROA cannot be differentiated from the control group, 

EBITDA increases (as ROA is measured by EBITDA/Assets). In simple terms, no significant 

change to ROA, but a significant increase in revenue growth seem to indicate that PE-backing 

creates value in the Indian context. Therefore, we find PE in an Indian context to improve value 

creation, while not increasing operating efficiency. 

Beyond the development of performance indicators, our data indicates a sizeable increase in 

both assets and debt for PE backed firms. For the entire sample, and when divided between 

growth capital investments and buyouts, debt growth exceeds the development of assets – 

corroborating the idea of PE firms increasing portfolio companies’ leverage to maximise 

returns (significant at the one percent level) (e.g., Bergström et al., 2007; Kaplan and 

Strömberg, 2009; Puche et al., 2015). The sizeable increase in both assets and debt also 

conforms with the notion of PE firms’ ambition to grow revenue rather than increasing a 

portfolio company’s efficiency during the early stages of an investment. This type of growth 

typically requires large cash expenses in form of, for example, new machinery and factories, 

which in the short-term negatively affects a company’s cash flow (in our data, proxied by 

EBITDA).  

Evidently, our data does not support Jensen’s (1986) hypothesis regarding debt as a contributor 

to firm efficiency through agency theory. The debt levels for PE backed firms increase at a 

greater pace than non-PE backed firms, combined with the fact that our PE sample on average 

has higher gearing at time t, one would expect these firms to see an improved ROA. This is not 

the case. Instead, a substantial increase in debt levels is observed, without any tangible positive 

effect in ROA. Jensen argues that undertaking debt prohibits managers to spend cash on 

                                                 
27 This is a notion supported by the PE scholar Steven N. Kaplan (Booth School of Business, University of 

Chicago), in personal correspondence. He suggests that the PE funds do not get payed for profitability at exit to 

the same extent as growth in a developing market context.   
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investments with negative NPVs, but this implicitly assumes companies following a rational 

prioritisation of investments with fair estimations of returns for all potential investments. In an 

emerging market context, where risks and market uncertainties are generally considered to be 

high, it is possible that the actual return from an investment more often deviates from the 

forecast than in a developed market. Therefore, the constraint put on managers by undertaking 

debt, may not have the same effect – as the volatile nature of emerging markets inherently 

might reduce the impact of Jensen's seminal argument pro-PE. 

6.2.2 Model 1: Fixed effect regression on operating performance  

To formalise our univariate analysis, the results of the fixed effect regression is presented in 

Table 9. Taking all five observed years into consideration, it is comforting to find the initial 

discoveries remaining intact, granted discrepant magnitudes of the variables due to differences 

in periods included in the model. Further, while not conclusive, the results of our regressions 

also provide some indication of PE firms bringing value to portfolio companies, not riding the 

wave of strong previous performance. This is consistent with much of the prior research (such 

as, Bergström et al., 2007; Boucly et al., 2011; Acharya et al., 2012). Including the interaction 

term 𝐷𝑒𝑎𝑙𝑡 ∗ 𝑃𝐸𝑖, allows us to see the actual change in, for example, ROAi post PE investment 

compared to company i’s development of ROA in year 𝑡−2 and 𝑡−1. Thus, the model considers 

previous performance and recognises the relative change in the metrics at the time of interest, 

year 𝑡. Conversely, 𝐷𝑒𝑎𝑙𝑡 is simply the control firm at the corresponding time, without 

receiving PE investment. 

Table 9: Fixed-effect regression on operating profitability and its drivers 

  Time: t-2 to t+2     

Variable ROA log(Revenue) log(Assets) log(Debt) 

Dealt x PE -0.091** 0.342*** 0.181*** 0.069 

  (0.03) (0.09) (0.06) (0.14) 

Dealt -0.019 -0.016 0.069* -0.119 

  (0.01) (0.06) (0.04) (0.11) 
     

Firm FE Yes Yes Yes Yes 

Year FE Yes Yes Yes Yes 

Obs. 1175 1190 1189 1175 
Standard errors are clustered at the company level. ***, **, and * articulate the 

statistical significance at the 1%, 5%, and 10% level, respectively. Standard 

deviations for each coefficient estimate are reported in parentheses. 

Similar to the results from the univariate analysis, no evidence of increased efficiency for PE 

backed firms post PE investment is found. Contrarily, PE investment appears to have a negative 

effect on ROA post investment (-9.1%), significant at the five percent level for the entire PE 
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sponsored group. While, 𝐷𝑒𝑎𝑙𝑡 indicate no significant decline in ROA from the deal year, 

which is comforting, given that it is a synthetically constructed event for the control firms.  

PE sponsorship seems to positively influence revenue growth and asset growth. The significant 

revenue growth disputes previous research, such as Guo et al. (2011). Yet, our results are 

consistent with the few extant studies on the Indian market (Smith, 2015). Noteworthy is that 

portfolio companies’ increase in debt (log(Debt)) is not significant in the model, indicating that 

no increase in gearing can be distinguished. This is likely due to the PE sponsored firms’ high 

initial gearing (as seen in the descriptive statistics of Table 4), suggesting that the average 

gearing for portfolio companies is high, but not significantly increased at time t. The relatively 

high standard errors also show that there is a rather inflated variance of debt levels among 

companies within the PE sponsored group, making it difficult to draw any further conclusions 

at an aggregate level.  

Conclusively, the overall results from the univariate analysis is supported through the fixed 

effects model. PE sponsored firms seem to accelerate their revenue faster than their 

counterfactuals, but at the cost of seemingly declining margins. Debt, on the other hand, do not 

have a significant association with PE sponsorship. 

6.2.3 Robustness checks  

Wilcoxon tests are performed with the vintage in year 𝑡, when the PE firm invested in the 

portfolio company. This differs from some previous scholars’ methodologies, who instead use 

the year prior to PE investment (𝑡−1) as the vintage year (Opler, 1992; Guo et al., 2011; Liu, 

2014). This probably suggests that our estimates are somewhat restrictive, since we do not 

attribute any changes in the deal year to PE ownership. To see whether the effects are amplified 

when using year 𝑡−1 as the base year, we run a Wilcoxon rank-sum test for the aggregate sample 

(Appendix E). The results are similar to the findings in Table 7, albeit with lower differences 

in means between PE sponsored firms and the control group in debt and asset growth. At the 

same time, the differences between the groups increases for revenue growth and ROA. The 

results demonstrate difficulties in attributing changes in year 𝑡 to changes incurred by the PE 

fund or previous management. It is, nevertheless, consoling that the results show similar 

tendencies for both methods. 

One issue with research comparing PE backed and reference firms, is the pre-deal growth 

trajectory (studies suffering from similar concerns, are among many, Bergström et al., 2007; 

Munari et al., 2007; Boucly et al., 2011). This study does unsurprisingly suffer from similar 
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concerns – even if measures deemed reasonable have been adapted to reduce these issues. 

When running unreported placebo Wilcoxon-tests where we artificially move the deal year to 

two years prior to the actual investment, the results are similar to post-deal findings. The tests 

indicate the two groups significantly differing in terms of revenue growth, but not on ROA. 

Consistent with prior research, our results depict that PE funds are consistently skilled at 

picking winners. Possibly, and with access to vast amounts of proprietary data, we could have 

constructed the control group based on targets that PE firms actively have considered as 

investments. However, this has been deemed interesting, but unrealistic for India. Instead, we 

follow the methodology of Boucly et al. (2011), and extend our model to include: 

𝑌𝑖𝑡 =  𝛼𝑖 + 𝛿𝑡 + 𝐷𝑒𝑎𝑙𝑖𝑡 + 𝐷𝑒𝑎𝑙𝑖𝑡 ∗ 𝑃𝐸𝑖 + 𝐷𝑒𝑎𝑙𝑖𝑡 ∗ 𝑅𝑒𝑣𝑖 + 휀𝑖𝑡 

where 𝑅𝑒𝑣𝑖 is the average revenue of company i in year 𝑡−2  and 𝑡−1. Mitigating potential 

differences in growth trajectories prior to the deal year, the interaction term 𝐷𝑒𝑎𝑙𝑖𝑡 ∗ 𝑅𝑒𝑣𝑖 is 

included, with comforting results. When adding the adjustment to the model, our findings 

remain intact (Table 10).   

Table 10: Robustness check, fixed-effect regression 

  Time: T-2 to T+2     

Variable ROA log(Revenue) log(Assets) log(Debt) 

Dealt x PE -0.091** 0.330*** 0.182*** 0.071 

  (0.03) (0.09) (0.06) (0.14) 

Dealt -0.023 -0.011 0.075** -0.108 

  (0.01) (0.06) (0.04) (0.12) 

Deal x Rev 2.94e^-11 -3.79e^-11 -5.23e^-11 -9.23e^-11 

  (2.70e^-11) (4.09e^-11) (6.91e^-11) (1.46e^-10) 

     

Firm FE Yes Yes Yes Yes 

Year FE Yes Yes Yes Yes 

Obs. 1175 1190 1189 1175 
Robustness check adjusting for revenue at time t. Standard errors are clustered 

at the company level. ***, **, and * articulate the statistical significance at the 

1%, 5%, and 10% level, respectively. Standard errors for each coefficient 

estimate are reported in parentheses. 

Regardless of potential issues related to pre-deal growth, the determinants section of the paper 

is unaffected by these concerns, because we are studying antecedents of excess performance. 

The control group is matched by size, industry, profitability, and to the highest extent possible, 

a similar growth trajectory – this decrease the concerns of ‘picking winners’ affecting the 

determinant section of the paper.  
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6.3 Determinants of operating performance 

In the following subsections, we examine the determinants of excess operating performance 

for our sample. While one measure of value creation, ROA, indicates no significant gains, 

findings on average revenue growth show the opposite – with substantial size increases. The 

variation in operating performance is quite large. To understand the heterogeneity of 

performance in the PE sample, we examine the relation between operating value creation and 

some specified determinants, expected to explain some of the variations in performance. An 

OLS model is analysed, followed by a logistic model on top quartile performers.         

6.3.1 Model 2: Multivariate regressions on determinants of value creation 

In this subsection, we examine the explanatory power of our identified determinants, both for 

the aggregate sample, and separately for growth investments as well as buyouts28. Overall, the 

variables better predict profitability (ROA), than revenue growth. Supporting the decision of 

also dividing the sample, we observe some of the antecedents having different explanatory 

power for growth investments and buyouts. 

Aggregate sample  

Table 11 reports the results from the cross-sectional regressions explaining some of the 

variations in value creation among the PE backed targets. The absence of a PE and non-PE 

variable, is simply due to us measuring the excess performance across all measured metrics, 

enabling an understanding of what drives the excess performance. Primarily, the variables 

provide some comparison to the relative importance of these determinants. Following our 

previous methodology, the dependent variables are our proxies of value creation: ROA and 

revenue growth. The independent variables include variables hypothesised to affect the 

operating performance, including deal and PE specific factors. First, we report results for the 

full sample of PE deals, and then a disaggregate view on growth capital and buyout 

investments. 

Table 11 shows some of the determinants having a significant impact on ROA for the target 

firms. Conversely, effects seemingly not captured in our model, better determine the 

performance on revenue growth. The models seem unable to provide determinants specifying 

the revenue growth outperformance previously concluded. The specifications capture: (i) deal 

specific characteristics, (ii) PE specific, and (iii) a combination of both. The coefficients, and 

                                                 
28 Unreported VIF (Variance Inflation Factor) tests have been used to test for multicollinearity of the independent 

variables. No VIFs above 3 are detected, indicating some variances may be slightly inflated, but not severely. 
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robust standard errors, for each determinant is reported as well as the adjusted R2 and F-statistic 

for each specification. Specifically, the results from table 11 indicate support for hypotheses 

𝐻3, 𝐻8.2, and 𝐻9 – that is, buyouts creating more value than growth investments, and years of 

PE experience as well as specialised funds are positively correlated to profitability. 

Panel A of Table 11 below reports the impact of the deal specific determinants. Partly 

consistent with 𝐻3 and our univariate analysis, we find buyouts showing signs of stronger 

efficiency gains in terms of ROA, while lagging in revenue growth. In specification (1), the 

buyouts (captured in Growth_BO) show a stronger outperformance in terms of ROA of 7.4%, 

significant at a ten percent level. The coefficient fails to hold in the aggregate model, while 

remaining positive. Further, the results also corroborate growth investments seeking to advance 

their revenue growth, possibly coming at the cost of deteriorating margins. Specification (4) 

and (6) signifies a relatively weaker revenue growth of over 60% among buyouts in the sample 

(albeit with substantial standard errors). These results are however circumstantial, as the 

coefficient is not significant, and the F-statistic fails to meet the critical threshold for 

specification (6).  

While indicative, the positive relationship between buyouts and ROA falls well in line with the 

findings of Lins (2003), as buyouts generally suggest a larger shareholder position for the PE 

fund than for growth investments. With concentrated ownership, incentives for monitoring and 

controlling portfolio firm activities increase, as argued by Ross (1973) and Jensen (1989; 

1986). Further, with one central distinction between growth capital and buyout investments 

being that the latter results in a majority stake in the company, it is sensible that the effect is 

augmented for these investments. Regardless if growth capital investments are associated with 

a substantial share of control, the previous owners are still left with a considerable say in the 

managerial decisions. Hence, information asymmetries and misalignment between owners and 

managers are likely higher for the growth investments. The findings can also partially explain 

why Indian business-owners are becoming more accommodating to GPs seeking majority 

acquisitions, since the investment appears to be associated with stronger performance. With 

the succession issues present in many family-owned businesses, the recognition of the power 

of professional majority ownership is timely, and likely to enhance the trend of buyouts in the 

Indian market (Menon and Barman, 2016). 

Extending the discussion on the impact of deal specific characteristics, the only other variable 

presenting significant results is club deals. Surprisingly, the effect is opposite to what is 
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hypothesised, both specification (1) and (3) show negative coefficients of -21.6% and -16.0% 

for ROA (significant at the five and ten percent level, respectively). These findings are 

inconsistent with predictions from Officer et al. (2015), postulating that the knowledge 

diversity facilitated by a club deal should help to redeploy assets more effectively. Likewise, 

our results are contrary to previous evidence (Guo et al., 2011; Brander et al., 2004) finding 

higher post-deal performance for club deals. The negative impact of syndicated transactions in 

our sample, provides some support to anecdotal evidence implying the co-ownership structure 

constrains the different investors' ability to coherently influence strategy and other value 

creation initiatives. Taking an agency perspective, our results can be further corroborated. 

Multiple owners go against Jensen's (1986; 1989) main argument pro-PE: that PE's 

concentrated ownership structure effectively aligns interests between managers and owners. 

While the variable has a positive coefficient when regressed on revenue growth, the high 

standard errors indicate no clear relationship between the two. It is apparent that LPs worried 

about the increasing presence of club deals in India, might have a reason for their disbelief due 

to the negative profitability trajectory after a deal. While club deals may aid PE funds in 

reducing the risk of investments in emerging markets, it evidently comes at a cost for both 

investors and portfolio firms. 

On the other hand, SBOs do not display any significant coefficients across all specifications. 

Its relationship to ROA is seemingly negative, indicating a negative trend after the investment, 

which is consistent with Wang's (2012) and Zhou et al.’s (2013) findings, but contradicts 

Achleitner and Figge (2014). One should, albeit, be careful with the interpretation since it 

changes signs for revenue (however, with elevated standard errors). SBOs show incongruous 

signs, insignificant results, and are more likely to be involving larger target firms (they have 

endured at least one investment-divestment cycle). Hence, there is reason to consider that the 

variable is perhaps correctly analysed by breaking it down by stage, growth capital versus 

buyouts in our case.  

For the last deal-specific determinant (Table 11), company age, the existing stream of literature 

is challenged (e.g., Cressy et al., 2007; Wilson et al., 2012). We are unable to identify age as 

having a significant positive relation to ROA. However, for specification (4), age is positively 

affecting revenue growth, significant at the ten percent level. These results are however merely 

indicative because: (i) the specification fails to reach the critical threshold for the F-statistic, 

and (ii) age loses the significance in specification (6). In summary, for the aggregate sample, 

the deal-specific parameters indicate primarily club deals having a negative significant effect, 
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in combination with the less consistent ROA (1) results on the differences between growth 

investments and buyouts.  

Table 11: OLS regression on the determinants of abnormal performance, aggregate view 

OLS regression on determinants for time t to t+2. Regressions are run with robust standard errors. Specification (1) 

and (4) comprise deal-specific determinants, specification (2) and (5) PE specific determinants, and specification (3) 

and (6) combines the two. ***, **, and * articulate the statistical significance at the 1%, 5%, and 10% level, 

respectively. Standard errors for each coefficient estimate are reported in parentheses. 

  ROA   Revenue growth 

Variable  (1) (2) (3)  (4) (5) (6) 

Panel A: Deal specific         

Growth_BO   0.074*   0.029   -0.679   -0.602 

  (0.03)  (0.05)  (0.57)  (0.69) 

SBO   -0.041   -0.050   0.867   0.909 

  (0.05)  (0.05)  (0.97)  (1.00) 

Club_deal   -0.216**   -0.160*   3.000   2.427 

  (0.09)  (0.09)  (2.47)  (2.12) 

Company_age   -0.001   0.000   0.023*   0.019 

  (0.01)  (0.01)  (0.01)  (0.02) 

Panel B: PE specific                 

Location_foreign     -0.127 -0.123     -0.927 -1.012 

      (0.09) (0.09)     (1.09) (1.05) 

Location_local     -0.025 -0.016     0.172 0.077 

      (0.07) (0.07)     (0.57) (0.68) 

Reputation     0.027 0.027     2.706 2.657 

      (0.08) (0.08)     (3.36) (3.42) 

Years_PE-Exp     0.013*** 0.010**     -0.047 -0.001 

      (0.01) (0.01)     (0.06) (0.05) 

Operational_Exp     -0.025 0.000     0.758 0.421 

      (0.07) (0.07)     (0.59) (0.57) 

Specialist     0.182*** 0.142**     -2.156 -1.515 

      (0.07) (0.06)     (2.00) (1.59) 

Profitable_t   0.166** 0.313*** 0.230***   -2.324 -3.517 -2.330 

    (0.07) (0.11) (0.09)   (1.64) (2.56) (1.61) 

Revenue_t   -1.19e^-11 1.62e^-11 3.15e^-13   -2.35e^-10 -1.20e^-09 -9.71e^-10 

    (1.20e^-11) (1.63e^-11) (1.62e^-11)   (3.13e^-10) (9.92e^-10) (8.53e^-10) 

Intercept    -0.140** -0.492*** -0.347***   2.348* 4.716 2.244 

    (0.07) (0.14) (0.10)   (1.19) (3.04) (1.65) 

F-statistic   2.52** 2.68** 1.69*   0.72 0.89 0.70 

Adj. R-squared   0.23 0.24 0.28   0.06 0.07 0.09 

 

Panel B of Table 11, surfaces the results for the PE specific antecedents, highlighting specialist 

funds and the deal partners' year of experience as central determinants. On an aggregate level, 

the origin of the funds seems to be of weak importance, since none of the location dummies 

(foreign or local in comparison to global) are statistically different from zero for any of the 

dependent variables. The absence of a local advantage is in contrast to both the limited literature 
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on the topic and anecdotal evidence. Academics (Bae et al., 2008; Taussig and Delios, 2014) 

reason that local PE funds should have an advantage in an emerging market setting, and recent 

development of executives from global funds starting their own PE funds in India further 

support the rationale for the expected local advantage. Yet, for our aggregate sample, there is 

no local advantage, and we find no support for 𝐻7.1 nor 𝐻7.2. When splitting the sample on 

growth capital and buyouts, it is apparent that the insignificance is potentially related to the 

stage of the target firms.  

Turning attention to the constructs related to skill, reputation and years of PE experience, only 

experience seems to have determining characteristics. In line with literature that PE experience 

drives superior performance (e.g., Kaplan and Schoar, 2005; Strömberg, 2008), this also seems 

to hold true for India. However, inconsistencies between the reputational construct and years 

of experience present an interesting dichotomy. Reputation shows a consistently positive 

coefficient which is aligned with theory, but in the absence of statistical significance, it is 

difficult to draw conclusions. One potential flaw with our measure of reputation, proxied as 

funds raised the last five years, is that the funds with a top 100 reputation also are the world's 

largest funds. Local reputation is not captured, for example, based on word of mouth or 

previous performance. In other words, the reputational proxy does not imply that the global 

and large funds perform any better in the Indian context, in contrast to views from, for example, 

Gompers et al. (2008), and Balboa and Martí (2007).  

Yet, the years of PE experience, regardless of where the experience is geographically stemming 

from, has a significant positive impact on ROA. In Table 11, specification (3), an additional 

year of experience is associated with a 1% improvement in profitability (significant at the five 

percent level) which, accumulated for a more experienced investor, becomes economically 

large. When only including the PE specific determinants, the effect increases in magnitude to 

1.3% (specification (2)), significant at the one percent level. This indicates that the value 

creation mechanisms one deal partner has attained while partly working outside of India, have 

a tangible value also in an emerging market setting, in line with Gompers et al. (2015). Even 

if the Indian market is intrinsically different from many developed economies, it seems as if 

experienced investors are successful in adapting common practices to fit the institutionally 

different environment. Kaplan and Schoar (2005) argue for the importance of experience, 

primarily because of the increased access to a proprietary deal flow. Without being able to 

provide a definitive answer, we can only speculate that when years of PE experience increase, 
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exclusive access to proprietary deals is one possible performance driver, also within an Indian 

context.  

Further, we challenge the importance of a deal partner's previous work experience, but confirm 

the stream of literature proponing a specialisation premium. It seems as employment prior to 

the deal partner's investment careers is of limited importance. The coefficient is insignificant 

across all specifications, and roughly around zero for the profitability measures, while showing 

an increased magnitude for revenue growth. While being of an inconclusive statistical nature, 

the positive sign and size of the coefficient is somewhat consistent with theories that an 

operational background could help drive revenue growth (Cumming et al., 2007; Acharya et 

al., 2012). The seeming unimportance of an operational background can possibly be explained 

by three factors. First, we measure the experience of deal partner, which in our sample, usually 

is a senior partner with many years of investing experience – possibly mitigating the 

importance of skills often learned a decade ago. Second, partners directly moving into PE are 

categorised as having a financial background, perhaps reducing the impact of the operational 

background (consulting and industry). Third, typical value creation skills learned in an 

operational background are difficult to swiftly realise in the Indian context. Since, we are only 

measuring three years of the holding period, it is rational to assume that the classical accelerated 

ways of increasing efficiency could be mitigated. For example, in India it is difficult to reduce 

employee related costs, both due to high redundancy costs and ineffective outsourcing 

possibilities.        

Unlike Aigner et al. (2008), we find a positive relation between specialist fund and post 

operating profitability, in support of 𝐻9. Yet, this is consistent with findings from Cressy et al. 

(2007), and theories building on the resource-based view of the firm, stating that specialists are 

able to add more value to their investments than generalist funds. The sign is positive for ROA 

(2), with a coefficient of 18.2%, significant at the one percent level (Table 11). Specification 

(3) shows similar tendencies, with a coefficient of 14.2% (significant at the five percent level). 

The additional value creation does not hold for revenue growth, and negative signs depicts the 

opposite (albeit insignificant and with large standard errors).   

Following the resource-based view of the firm, it could tell the story of specialists in the Indian 

market being able to effectively reduce information asymmetries and uncertainty through 

deepened knowledge of the modus operandi within certain industries. This increases the 

average company's probability of sustaining operating profitability. On the contrary, any 
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premium to specialisation seems to be absent for revenue growth. The sector specialists may 

be better equipped to increase firm efficiency within a specific context than they are at creating 

new channels for growth or picking investments with the highest potential for growth. The 

institutional setting in emerging markets generally result in higher costs of capital, and in India 

specifically, transaction financing is forbidden (Lerner and Schoar, 2005; Menon and Barman, 

2016). In combination, these effects emphasise how financial engineering mechanisms are less 

adequate value creation options in an Indian setting. The gains theory attribute to specialisation, 

including reduced information asymmetries, could help in understanding why specialists seem 

more effective at operating value creation.  

Overall, we find a specialist premium (Table 11, Panel B, specification (2) and (3)), for Indian 

PE backed firms. On average, the specialists show a margin improvement of 14.2% for the 

whole model. Contrary to our hypothesis on club deals, we find that they negatively influence 

post-deal ROA (Panel A, specification (1) and (3)). There are also tendencies that growth 

investments and buyouts are separated in terms of profitability, suggesting different 

explanatory power for the determinants. Furthermore, agency theory proposes that there are 

different mechanisms at play due to varying ownership shares, providing further support for 

analysing the sample separately for the two investment types.    

Growth investments and buyout subsamples 

To understand the differences between growth investments and buyouts, attention is turned to 

Tables 12 and 13. The determinants are better predictors for the buyout sample, since our model 

fails to meet the critical threshold for the growth subsample. The discussion regarding the 

determinants’ effects on growth investments must therefore be interpreted with care, and 

should be viewed as mostly indicative results. It is also worth noting that dividing the sample 

on the two investment types results in relatively small subsamples (65 observations for growth 

investments, and 54 for buyouts), possibly resulting in inflated variances and reduced statistical 

power. However, it is reassuring that the significant variables from the aggregate sample seem 

to be somewhat consistent predictors also for the subcategories, albeit more so for buyouts. 

All variables, except club deals and specialists, show consistently insignificant coefficients for 

growth capital investments, indicating the difficulties of assigning any somewhat reliable 

determinant for value creation. Compared to buyouts, the growth firms are generally more 

immature with a volatile development trajectory. Per the ownership criteria set up for the 

sampling process, all of our sampled growth investments are above a 25% ownership threshold. 
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This is still smaller than their buyout counterparts that usually are majority investments. The 

discrepancy in ownership stakes, motivated by an agency theory (e.g., Jensen, 1986; Shleifer 

and Vishny, 1997; Lins, 2003), in combination with the relatively more immature firms could 

help in explaining the nature of the results.    

The deal specific determinants for the divided sample is presented in Panel A of Tables 12 and 

13. Congruent signs for the effect of club deals substantiates the findings for the overall sample 

for value creation measured in ROA – while not significant over all specifications. For growth 

investments (Table 12), the coefficient shows a statistical significance in specification (1), 

which corresponds with previous tendencies – but the overall model fails to hold due to the low 

F-statistics. However, the vague tendencies for the growth sample is partly validated by the 

statistically stronger findings for buyouts. Club deals enable the funds to jointly pursue larger 

target firms (Espinoza, 2017), but with coefficients for ROA of -18.2% and -13.7% (Table 13, 

specification (1) and (3), significant at the five and ten percent level, respectively), increased 

target size in combination with potential interest alignment issues seemingly penalises the 

club's success. Our findings contradict notions from, Officer et al. (2015), instead providing 

the perspective that a group of acquirers seem to limit firm efficiency. Thus, we find no support 

for 𝐻5 for neither growth capital nor buyout investments. In terms of revenue growth, the 

presence of club deals presents the idea that syndicated deals could grow faster (positive signs, 

but large standard errors, and no statistical significance). A hypothetical discussion on revenue 

growth underlines the value of ownership collaboration for revenue growth, but at the cost of 

profitability.         

The divided sample partly confirms the notion that the impact of SBOs is likely to diverge 

between growth and buyouts, since the aggregate sample presented insignificance. Buyouts 

show a negative coefficient for ROA (1) of -6.1% (Table 13, Panel A), significant at the ten 

percent level, although, the effect is insignificant for the remaining specifications and for the 

growth subsample. Our indicative results are consistent with theories stating that SBOs have 

fewer value creation opportunities left, and that the segment is arguably a function of funds 

required to put their swelling capital bases to work – even in the Indian context (Wang, 2012; 

Jenkinson and Sousa, 2013). India has historically struggled with proper exit routes for PE 

investors. SBOs help in improving the situation, albeit at the cost of reduced profitability. The 

sign flip for revenue, (specification (4) and (6), in Table 12 and 13), is consistent with the 

nature of the aggregate sample – no theories for SBOs’ relation to revenue growth have been 

identified. It can possibly depict the previous owners having a high variance in what state they 
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leave the firm's growth trajectory, but the coefficients remain insignificant. Yet, a driver of 

SBOs is usually that a larger PE fund acquires the target from a smaller fund, when the 

company is entering the next growth stage, and higher amounts of capital is required to grow 

the business. This provides a simple, but plausible explanation for the positive sign of revenue 

growth.   

The results for company age does not change as for the detailed view of both subsamples. It 

remains insignificant. However, the magnitude of the differences for revenue growth between 

growth investments and buyouts is interesting. The descriptive statistics detailed the 

unsurprising fact that growth investments are on average roughly 18 years younger than the 

average buyout investment (theoretically in line with e.g., Kaplan and Strömberg, 2009; 

Kromer et al., 2009). The tendencies in Table 12 (specification (4) to (6)) indicate that as 

growth investment targets increase their age relative to the average firm, revenue growth 

increases by a substantial economic magnitude, 11.4% and 8.5%. None of these coefficients 

are statistically significant, but it does depict the logical discourse that it is more important to 

target the somewhat more mature firms in the growth capital segment to achieve a higher 

average revenue growth.   
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Table 12: OLS regression on the determinants of abnormal performance, growth-investments 

OLS regression on determinants for time t to t+2. Regressions are run with robust standard errors. Specification (1) and 

(4) comprise deal-specific determinants, specification (2) and (5) PE specific determinants, and specification (3) and (6) 

combines the two. ***, **, and * articulate the statistical significance at the 1%, 5%, and 10% level, respectively. 

Standard errors for each coefficient estimate are reported in parentheses. 

  ROA   Revenue growth 

Variable  (1) (2) (3)  (4) (5) (6) 

Panel A: Deal specific          

Growth_BO   n.a   n.a   n.a   n.a 

    n.a   n.a   n.a   n.a 

SBO   -0.009   -0.036   1.803   2.162 

    (0.10)   (0.10)   (1.82)   (2.35) 

Club_deal   -0.227*   -0.131   3.639   1.691 

    (0.11)   (0.11)   (3.10)   (1.78) 

Company_age   0.003   0.012   0.114   0.085 

    (0.01)   (0.01)   (0.11)   (0.15) 

Panel B: PE specific                 

Location_foreign     -0.186 -0.204     -2.819 -1.956 

      (0.24) (0.27)     (2.94) (3.16) 

Location_local     -0.083 -0.087     -0.230 0.086 

      (0.12) (0.12)     (1.08) (1.27) 

Reputation     0.034 0.026     5.129 5.159 

      (0.16) (0.16)     (6.63) (6.93) 

Years_PE-Exp     0.003 0.002     -0.009 0.031 

      (0.01) (0.01)     (0.11) (0.12) 

Operational_Exp     0.001 0.029     0.656 0.636 

      (0.13) (0.14)     (1.18) (1.27) 

Specialist     0.335** 0.304**     -4.962 -4.253 

      (0.15) (0.14)     (4.54) (4.39) 

Profitable_t   0.170** 0.414** 0.305**   -2.346 -4.099 -2.815 

    (0.08) (0.17) (0.14)   (1.92) (3.53) (2.44) 

Revenue_t   2.22e^-10 2.99e^-10 4.68e^-10*   4.85e^-09 6.20e^-09 8.51e^-09 

    (1.93e^-10) (2.28e^-10) (3.05e^-10)   (3.86e^-09) (4.81e^-09) (7.64e^-09) 

Intercept   -0.198* -0.485** -0.441**   1.043 5.501 1.590 

    (0.11) (0.19) (0.20)   (1.40) (4.24) (3.25) 

F-statistic   1.62 1.28 1.01   0.57 0.75 0.52 

Adj. R-squared   0.17 0.24 0.28   0.06 0.10 0.09 
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Table 13: OLS regression on the determinants of abnormal performance, buyouts 

OLS regression on determinants for time t to t+2. Regressions are run with robust standard errors. Specification (1) 

and (4) comprise deal-specific determinants, specification (2) and (5) PE specific determinants, and specification (3) 

and (6) combines the two. ***, **, and * articulate the statistical significance at the 1%, 5%, and 10% level, 

respectively. Standard errors for each coefficient estimate are reported in parentheses. 

  ROA   Revenue growth 

Variable  (1) (2) (3)  (1) (2) (3) 

Panel A: Deal specific        

Growth_BO   n.a   n.a   n.a   n.a 

    n.a   n.a   n.a   n.a 

SBO   -0.061*   -0.049   0.147   0.447 

    (0.03)   (0.03)   (0.41)   (0.47) 

Club_deal   -0.182**   -0.137*   0.377   0.130 

    (0.08)   (0.08)   (1.28)   (1.41) 

Company_age   -0.001   -0.001   0.014   0.016 

    (0.01)   (0.01)   (0.01)   (0.10) 

Panel B: PE specific                 

Location_foreign     -0.046 -0.032     -0.247 -0.453 

      (0.06) (0.05)     (0.36) (0.44) 

Location_local     0.105*** 0.100***     0.730 0.794 

      (0.04) (0.03)     (0.50) (0.50) 

Reputation     0.063* 0.052     0.227 0.218 

      (0.03) (0.03)     (0.36) (0.37) 

Years_PE-Exp     0.009** 0.008*     -0.010 0.002 

      (0.01) (0.01)     (0.04) (0.04) 

Operational_Exp     -0.028 -0.010     -0.026 0.003 

      (0.03) (0.03)     (0.44) (0.38) 

Specialist     0.082** 0.064*     0.341 0.576 

      (0.03) (0.04)     (0.62) (0.60) 

Profitable_t   0.087 0.090 0.068   -1.619 -1.682 -2.037* 

    (0.08) (0.08) (0.07)   (1.04) (1.34) (1.20) 

Revenue_t   -1.09e^-11 6.13e^-12 3.75e^-13   -2.45e^-10 -1.81e^-10 -1.54e^-10 

    (1.03e^-11) (1.27e^-11) (1.01e^-11)   (1.98e^-10) (1.79e^-10) (2.10e^-10) 

Intercept   0.011 -0.242** -0.158*   1.770* 2.127 1.597 

    (0.07) (0.10) (0.09)   (0.94) (1.68) (1.41) 

F-statistic   5.39*** 3.29*** 4.68***   1.07 0.93 0.97 

Adj. R-squared   0.28 0.43 0.54   0.16 0.15 0.23 

 

The PE specific determinants for the divided sample are presented in Panel B of Table 12 and 

13. When comparing the PE specific antecedents, the determinants seem to have higher 

explanatory power for buyouts. Overall, there is consistency in the results in comparison to the 

aggregate sample, with the addition of some specific variables that are better drivers for growth 

investments and buyouts separately. 

Similar to the results for the entire sample, we challenge the advantage-to-localisation 

hypothesis for growth capital investments (Table 12). There seems to be no clear home bias for 
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this investment type, since none of the location dummies are significantly separated from zero. 

The coefficients are insignificant, but in the negative territory for ROA, suggesting that global 

funds perform better. India as the origin of the fund or local offices provides no apparent 

advantage when investing in growth PE, challenging the theoretical and anecdotal foundation 

of a localisation-advantage in emerging markets (Bae et al., 2008; Taussig and Delios, 2014). 

However, consistent with buyouts in Table 13, local firms seem insignificantly, but positively 

associated with revenue growth, providing some basis for the notion that local funds may be 

able to grow their portfolio companies at a greater pace. Conversely, extant theory is supported 

for the buyout sample (specification (2) and (3), Table 13). Location_local, which denotes that 

the PE fund is strictly local, has economically substantial coefficients of 10.5% and 10.0%, 

both significant at the one percent level for ROA. Anecdotal evidence that local overcomes 

global in the Indian market is supported, as exemplified by executives of mega-funds starting 

their own funds (Balakrishnan, 2018). The notion of global funds having the necessary network 

to have an edge is, thus, possibly rejected (Espinoza, 2018b).When disaggregating the sample, 

we find signs of a purely local advantage for Indian buyouts, partly rejecting hypothesis 𝐻7.2.  

On the contrary, the global mega-funds, which largely represent the well-reputed funds 

(Reputation) in our buyout sample, seem to have a positive impact of 6.3% on ROA (2) with 

ten percent significance (Table 13, Panel B). The coefficients are consistently positive for all 

specifications, however, not statistically different from zero for all other specifications – 

indicating that even if reputation may somewhat matter, it does not seem to be a major 

determining factor for value creation. The negligibility of reputation is supported by the fact 

that neither the aggregate nor the growth sample have any significant coefficients. Hypothesis 

𝐻8.1 is partly (weakly) supported for buyouts, in line with our theoretical foundation (e.g., 

Kaplan and Schoar, 2005; Gompers et al., 2008).  

The other construct of skill, years of PE experience, also yields diverging results. Growth 

investments (Table 12) show no significant results, while the buyout segment (Table 13) is in 

line with the whole sample, as years of PE experience on average have a positive effect on 

ROA. The coefficients for buyouts in specification (2) and (3) are individually quite small at 

0.9% and 0.8% (when compared to e.g., being local at roughly 10%), both at a ten percent level 

of significance. But again, being a continuous variable, a large difference in years of experience 

yields an economically considerable effect on margins. Experience appears to be less important 

for growth investments than for buyouts when it comes to profitability, which makes sense 

logically. Growth investments are primarily more immature firms, and their investors are likely 
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to have less focus on improving margins – at least, it is more difficult in attributing it to a deal 

partner's years of investment experience.   

Diving deeper into the human capital background of the deal partners, their pre-PE experience 

(Operational_Exp) seem to matter less than theory suggests (Acharya et al., 2012). None of 

the specifications for growth or buyouts have a significant coefficient for whether the partners 

have a financial or operational background. For both of the subsamples we dispute the rationale 

of the literature (e.g., Cumming et al., 2007; Acharya et al., 2012) depicting deal partners with 

an operational background also providing stronger operating performance. In accordance with 

the findings for the aggregate sample, we find no indications of previous work experience 

becoming more important for neither growth capital nor buyouts. One possible explanation to 

why our results differ from Acharya et al.'s (2012) findings is that we include several skill-

related measures, which potentially capture the phenomenon at hand.    

Specialist funds is the most consistent determining factor, proving to be significant and positive 

regarding ROA for both growth investments and buyouts, accentuating the findings for the 

aggregate sample. Our findings for India corroborate the scientific discourse of the value of 

being specialised in an increasingly competitive global PE environment also for emerging 

markets (Cressy et al., 2007). This disputes the notion of PE funds only gaining from 

diversification29 as depicted by Aigner et al. (2008). Growth investments present economically 

substantial coefficients around 30% for ROA (Table 12, specification (2) and (3), both 

significant at the five percent level), and buyouts' (Table 13) coefficients are slightly weaker at 

8.2% and 6.4% (significant at the five and ten percent level, respectively). However, in the 

specifications for revenue growth, coefficients for growth investments change signs, indicating 

a negative effect. This is not the case for buyouts, having positive signs across all specifications 

for revenue growth. The results for specialist funds in the growth capital segment indicate that 

it is more difficult to create extended revenue growth, than it is to rationalise and increase 

margins. On the other hand, buyouts show a consistent upside to being specialised in the Indian 

context. The overall tendencies attribute a premium to specialisation, which is in line with 

predictions of the resource-based view of the firm. Our results show that firms backed by more 

specialised funds tend to have significantly higher post-deal profitability levels.  

                                                 
29 There are much to gain from diversification in regard to risk-adjusted financial returns, but with our focus on 

operating performance, the perspective is inherently different.   
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6.3.2 Model 3: Logistic regression on top performing firms  

To explore the specific drivers of the top performing firms, and whether these exhibit any 

specific peculiarities, logistic regressions are conducted on top quartile performers. The 

regression results are reported in Tables 14, 15, and 16. The discussion is deliberately focused 

on profitability (ROA), since our model, once again, seems to be a better fit for this metric than 

for revenue growth. Similarly, the determinants appear to be a better fit for buyouts rather than 

for growth capital investments, and only a few antecedents seem to have a significant effect on 

either ROA or revenue growth.  

At an aggregate level, the findings support what was uncovered in the linear regression model 

– but there are certain characteristics that show different effects for the top performing firms. 

Again, buyouts are seemingly significantly better at improving ROA, as buyouts increase the 

likelihood of being a top performer (Table 14, Panel A, specification (1) and (3)) – conforming 

to the idea of a premium to concentrated ownership, as outlined by Lins (2003). The result is 

comforting, since it not only strengthens the assertion that buyouts provide stronger average 

profitability improvements than growth capital, but also increases the likelihood of being 

among the top quartile performers generally. 

For the aggregate sample (Table 14, Panel A, specification (3)), SBOs are less likely to achieve 

top quartile profitability improvements, significant at the one percent level. Indicating that 

investors purchasing shares in a formerly PE owned firm may achieve roughly average 

efficiency gains, but it is more unlikely to result in a ‘home-run deal’. This might explain the 

insignificance of SBOs in the aggregate OLS model. Agency related benefits should be 

depleted for acquirers in an SBO, as argued by Zhou et al. (2013) and Wang (2012). In an 

Indian context, however, it is possible that the current state of inflated valuations in the private 

markets has incentivised PE firms to divest portfolio companies before all operating value 

creation levers have been utilised. Hence, with a few value creating levers still available, PE 

acquirers may be able to create value for the portfolio firms, albeit not achieving top quartile 

returns with SBOs. Disaggregating the sample, we find the negative effect remaining 

significant at the five percent level for growth capital investments (Table 15, Panel A, 

specification (1) and (3)), and for buyouts in specification (1) at a ten percent level, but fails to 

hold in the full model for buyouts (Table 16, specification (3)). In the full model for buyouts, 

there is still a negative probability, but with elevated standard deviations, it seems as if some 

of the SBOs still deliver or simply that other variables better capture the effect.  
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Regarding the number of acquirers, club deals seem negatively associated with strong excess 

ROA, but the variable fails to meet significance in the aggregate model (Table 14, Panel A, 

specification (3)). It is therefore difficult to draw any direct conclusions from this result alone, 

but combining these findings with our results from the OLS, it is probable that club deals often 

underperform relative to sole-sponsored investments. This is especially apparent for the buyout 

sample (Table 16, specification (1) and (3)), where the variable is omitted as no club deals 

provide top quartile profitability improvements. As previously theorised, it is likely a 

misalignment of interest between managers can reduce the potential gains which agency theory 

attributes PE ownership – exemplified by the failure of KKR, Bain, and Vornado’s syndicated 

purchase of Toys"R"US. Another explanation could be the value of acting swiftly, in an 

emerging economy, markets are naturally less efficient (Khanna and Palepu, 2006), and there 

are vast opportunities for companies being quick and decisive. In a club deal, there are multiple 

investors trying to maximise their own gains by influencing management – as stipulated by 

agency theory. While a club deal may widen the skillsets of the syndicate, it seems to be 

outweighed by the costs of moving slowly and being inflexible. In an emerging market context, 

these downsides may be augmented by weak mechanisms for resolving disputes.  

The last deal specific determinant, the age of the portfolio company, seems to have a limited 

effect on the overall sample (Table 14, Panel A). For specification (4), top revenue growth is 

positively influenced by the age of the company (significant at the five percent level), but the 

remaining specifications fail to hold, showing a mostly positive but insignificant effect on both 

ROA and revenue growth. When disaggregating the sample, we find that investing in older 

firms appears to increase the likelihood of achieving top quartile revenue growth, especially 

for growth investments (Table 15, Panel A, specification (4) and (6)). The coefficient is positive 

and significant for both growth investments and buyouts (at a one and five percent level, 

respectively), while the growth investments shows a substantially greater magnitude. Hence, 

for the relatively younger growth capital investments, the effect of an additional year in 

business has a stronger effect on revenues (e.g. growing the customer base or expanding market 

reach) than for the more mature and developed buyout target. For the case of India, this effect 

may be amplified for growth capital investments, since credit constraints can prohibit growth 

opportunities for firms with potential to expand business (but possibly not the resources nor 

capital) (Banerjee and Duflo, 2014). 
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Table 14: Logistic regression on the determinants of top performance, aggregate view 

Logistic regression on determinants for time t to t+2. Top performers are defined as the top 25% in each metric. 

Regressions are run with robust standard errors. Specification (1) and (4) comprise deal-specific determinants, 

specification (2) and (5) PE specific determinants, and specification (3) and (6) combines the two. ***, **, and * 

articulate the statistical significance at the 1%, 5%, and 10% level, respectively. Standard errors for each 

coefficient estimate are reported in parentheses. 

  Top 25% ROA  Top 25% Revenue growth 

Variable  (1) (2) (3)  (4) (5) (6) 

Panel A: Deal specific       

Growth_BO   1.796***   0.750   0.439   0.298 

    (0.73)   (1.08)   (1.26)   (1.47) 

SBO   -1.350   -2.632***   0.420   0.743 

    (0.88)   (0.95)   (0.83)   (0.86) 

Club_deal   -1.267   -1.098   1.184   1.011 

    (1.37)   (1.02)   (0.74)   (0.82) 

Company_age   -0.001   0.005   0.062**   0.080 

    (0.02)   (0.02)   (0.03)   (0.051) 

Panel B: PE specific        
Location_foreign     Omitted Omitted     Omitted Omitted 

      Omitted Omitted     Omitted Omitted 

Location_local     0.438 0.046     1.095* 1.261 

      (1.04) (1.22)     (0.62) (0.78) 

Reputation     2.367 3.391     -0.370 -0.699 

      (1.92) (2.08)     (1.01) (1.13) 

Years_PE-Exp     0.409*** 0.416***     0.009 0.047 

      (0.13) (0.12)     (0.07) (0.09) 

Operational_Exp     -2.076 -2.386     1.009 1.218 

      (1.64) (1.79)     (0.69) (0.93) 

Specialist     2.552*** 3.306***     -0.758 -0.989 

      (0.79) (0.90)     (1.05) (1.57) 

Profitable_t   -1.487* -0.140 -1.325   -0.712 -1.179 -1.097 

    (0.87) (0.66) (0.83)   (0.89) (0.74) (0.90) 

Revenue_t   1.81e^-09 -5.16e^-10 -1.62e^-10   -9.50e^-08** -2.68e^-08* 1.05e^-07 

    (2.05e^09) (-1.76e^-09) (1.15e^-09)   (3.88e^-08) (1.37e^-08) (6.79e^-08) 

Intercept   -1.393 -9.542*** -8.636***   -2.345** -1.891* -3.909* 

    (0.90) (2.97) (2.87)   (0.99) (1.09) (1.59) 

Prob. > Chi-

square   0.03 0.05 0.00   0.05 0.01 0.11 

Pseudo R-

squared   0.18 0.44 0.56   0.28 0.22 0.34 
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Table 15: Logistic regression on the determinants of top performance, growth capital 

Logistic regression on determinants for time t to t+2. Top performers are defined as the top 25% in each metric. 

Regressions are run with robust standard errors. Specification (1) and (4) comprise deal-specific determinants, 

specification (2) and (5) PE specific determinants, and specification (3) and (6) combines the two. ***, **, and * 

articulate the statistical significance at the 1%, 5%, and 10% level, respectively. Standard errors for each 

coefficient estimate are reported in parentheses. 

  Top 25% ROA  Top 25% Revenue growth 

Variable  (1) (2) (3)  (4) (5) (6) 

Panel A: Deal specific       

Growth_BO   n.a   n.a   n.a   n.a 

    n.a   n.a   n.a   n.a 

SBO   -0.715   -6.913**   -0.711   -0.370 

    (1.00)   (2.70)   (1.14)   (1.18) 

Club_deal   -1.794   -6.287**   1.466   1.638 

    (1.17)   (2.63)   (0.97)   (1.17) 

Company_age   -0.050   -0.061   0.203**   0.318*** 

    (0.09)   (0.45)   (0.10)   (0.09) 

Panel B: PE specific        
Location_foreign     Omitted Omitted     Omitted Omitted 

      Omitted Omitted     Omitted Omitted 

Location_local     -2.940** -7.530***     1.159 1.092 

      (1.20) (2.38)     (1.32) (1.70) 

Reputation     -0.912 0.710     0.751 -0.402 

      (1.50) (1.62)     (1.42) (1.53) 

Years_PE-Exp     0.300* 0.704**     0.006 0.135 

      (0.17) (0.35)     (0.10) (0.15) 

Operational_Exp     0.674 0.626     1.759 4.542*** 

      (1.59) (1.81)     (1.18) (1.33) 

Specialist     0.895 0.004     -1.715 -1.166 

      (1.08) (1.43)     (1.74) (2.10) 

Profitable_t   -2.445** -1.131 -9.395*   -1.500 -0.552 -1.348 

    (1.23) (1.35) (5.23)   (2.24) (0.88) (1.62) 

Revenue_t   9.14e^-09** 9.75e^-09 4.51e^-08**   -1.05e^-07 -3.92e^-08 -5.35e^-08 

    (4.27e^-09) (7.07e^-09) (2.01e^-08)   (9.05e^-08) (3.15e^-08) (6.79e^-08) 

Intercept   -0.436 -5.988** -5.032   -3.340** -3.334*** -10.126** 

    (1.11) (2.61) (5.36)   (1.28) (1.98) (4.40) 

Prob. > Chi-

square   0.05 0.01 0.16   0.04 0.61 0.02 

Pseudo R-

squared   0.19 0.32 0.57   0.26 0.18 0.41 
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Table 16: Logistic regression on the determinants of top performance, buyouts 

Logistic regression on determinants for time t to t+2. Top performers are defined as the top 25% in each metric. 

Regressions are run with robust standard errors. Specification (1) and (4) comprise deal-specific determinants, 

specification (2) and (5) PE specific determinants, and specification (3) and (6) combines the two. ***, **, and * 

articulate the statistical significance at the 1%, 5%, and 10% level, respectively. Standard errors for each coefficient 

estimate are reported in parentheses. 

  Top 25% ROA  Top 25% Revenue growth 

Variable  (1) (2) (3)  (4) (5) (6) 

Panel A: Deal specific       

Growth_BO   n.a   n.a   n.a n.a n.a 

    n.a   n.a   n.a n.a n.a 

SBO   -1.377*   -2.642   0.798   1.175 

    (0.81)   (1.70)   (1.00)   (1.70) 

Club_deal   Omitted   Omitted   -0.442   -0.132 

    Omitted   Omitted   (1.21)   (2.09) 

Company_age   -0.012   -0.334   0.024**   0.044** 

    (0.02)   (0.29)   (0.01)   (0.02) 

Panel B: PE specific        
Location_foreign     Omitted Omitted     Omitted Omitted 

      Omitted Omitted     Omitted Omitted 

Location_local     5.579** 4.723***     3.034*** 3.265*** 

      (2.03) (1.70)     (1.22) (1.16) 

Reputation     8.317** 8.610***     3.065 4.400** 

      (3.92) (2.92)     (2.21) (2.25) 

Years_PE-Exp     0.588*** 0.556***     -0.105 -0.011 

      (0.19) (0.15)     (0.10) (0.11) 

Operational_Exp     -6.215*** -6.391***     -2.438* -2.737 

      (2.35) (2.29)     (1.31) (1.69) 

Specialist     6.045*** 4.073**     -1.915* -1.184 

      (2.35) (1.70)     (1.12) (1.18) 

Profitable_t   3.961 -5.779 -3.126   0.176 -0.808 -3.866 

    (2.67) (6.08) (6.67)   (2.72) (3.51) (3.18) 

Revenue_t   -8.89e^-10 -1.74e^-09 -1.02e^-09   -2.65e^-08* -4.51e^-08*** -6.41e^-08* 

    (9.08e^-10) (4.78e^-09) (5.84e^-09)   (1.46e^-08) (2.28e^-08) (-3.51e^-08) 

Intercept   -0.998 -14.972*** -12.601***   -0.745 2.405 -0.238 

    (0.89) (4.26) (3.05)   (0.71) (2.29) (2.76) 

Prob. > Chi-

square   0.14 0.03 0.00   0.21 0.08 0.08 

Pseudo R-

squared   0.13 0.68 0.72   0.29 0.43 0.50 

 

For the PE specific determinants in Panel B of Tables 14, 15, and 16, we see similar results in 

effects on ROA of our specified determinants as in the OLS. One difference is foreign PE funds 

with no local offices (Location_foreign) being omitted from all models, since none of these 

deals can be found among the top performers. This may be indicative of an inability to compete 

with global and local funds at the top level due to a lack of market specific knowledge through 

the absence of a local office. We ruminate the idea, and acknowledge the absence of such 
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investors among our top performers, supporting theory depicting an advantage-to-local (Bae et 

al., 2008; Taussig and Delios, 2014).   

We also find that being a local PE fund (Location_local), has an inverse relationship between 

growth investments and buyouts in terms of effect on ROA. Local firms are more likely to be 

top quartile performers in terms of profitability in the buyout sample (Table 16, Panel B, 

specification (2) and (3)), while the opposite holds true for growth capital investments (Table 

15). A potential explanation to this may be the investment stage of these targets, where the 

younger firms (found in the growth investment subsample) are less streamlined and still in the 

process of developing formal practices when compared to the more matured buyout targets. In 

this case, it is possible more standardised solutions, which require no local-specific knowledge 

can be better implemented by the larger, experienced global PE funds than their local 

equivalents. Contrarily, more mature buyout portfolio companies may require more local-

specific adaptations in order to increase firm efficiencies, favouring the local PE funds. 

Possibly, the same argument can be had when analysing revenue growth, since only buyouts 

have an increased likelihood of achieving top quartile growth, significant at the one percent 

level (Table 16, Panel B, specification (6)). Older firms may already have utilised the more 

apparent growth levers, requiring more local-specific knowledge to accomplish above average 

growth levels. On an aggregate level, we only find indicative results of a home advantage for 

top performing PE funds. Although, the results from our subdivided regressions demonstrate 

that there may be a localisation premium for buyouts, since local actors are significantly more 

likely to achieve top quartile ROA and revenue growth – partly supporting the previous 

scholarly findings (Bae et al., 2008; Taussig and Delios, 2014).   

While reputation does not seem to be significantly associated with an increased likelihood of 

top quartile profitability for the entire sample, the two investment types show different results. 

The magnitude of the coefficient for the aggregate top performers in Table 14 (Panel B, 

specification (3)) is substantial, but so is the standard deviation. When analysing the 

reputational effect on growth investments and buyouts respectively (Table 15 and 16, Panel B, 

specification (3)), the effect is different between the two. While also having a positive 

coefficient for growth investments (but insignificant), the magnitude is considerably higher for 

buyouts (significant at the one percent level), signifying a greater importance for this 

investment type. The reputation, and former performance, of the fund seems to increase the 

likelihood of achieving strong profitability improvements among Indian buyouts. Globally 

renowned firms mainly have made their names through successful buyout investments, which 
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may be the reason for the different effect of reputation between the investment types. The skills 

acquired in previous undertakings may not be directly transferrable to the growth capital 

segment, where other skillsets seem to be required. This notion is further substantiated when 

looking at the variable’s effect on revenue growth (Table 15, and 16, Panel B, specification 

(6)), showing a similar pattern as for ROA on the two investment types. Therefore, while we 

cannot fully support the claim of reputation being a determinant of stronger performance for 

the entire PE sample, our results depict renowned funds as more likely to be among the top 

performers in the buyout sample – partly validating the main findings of Gompers et al. (2015) 

as well as Balboa and Martí (2007).  

Investment experience’s impact on profitability is similar to the OLS, showing an analogous 

trend for the top performing firms regarding both investment types (Table 14, 15, and 16, Panel 

B, specification (2) and (3)). Evidently, as argued by Kaplan and Schoar (2005), practice makes 

perfect. Each additional year of experience significantly increases the likelihood of becoming 

a top quartile performer in terms of operating efficiency. However, the relationship between 

experience and revenue growth is less clear (specification (5) and (6)). The variable is 

insignificant across all models, and turns negative for the buyout sample. Since PE experience 

includes both undertakings abroad and in India, it is possible that foreign experience mainly 

can be applied in terms of increasing efficiencies for portfolio companies. Improving revenue 

growth for the buyouts in India appears more difficult. 

Operational experience remains insignificant in the aggregate sample, but show different 

effects for the growth capital and buyout segments. Partly consistent with Acharya et al. (2012), 

for growth capital investments, previous operational experience seems to increase the 

likelihood of achieving top quartile revenue growth (Table 15, Panel B, specification (6)). As 

introduced by Groh et al. (2018) and Schwab (2017), a lack of educated managers is prevalent 

within the Indian business environment, and possibly, this issue is predominantly affecting the 

smaller firms. Thus, GPs with an operating background may provide relief to this issue, 

providing valuable insight to less experienced management within the growth capital segment. 

Due to our sample size, and the absence of any indications of this effect in our OLS regression, 

this notion is highly circumstantial. 

Contrarily, GPs with an operational background decreases the likelihood of achieving a top 

quartile profitability improvement for buyouts (Table 16 Panel B, specification (3)). When 

measuring operational experience, we include all backgrounds in industry or consulting, 
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regardless of the geographic origin of the experience. Possibly, these GPs attempt to implement 

value creation levers which are generally applicable, but loses effect in an Indian setting. The 

example of difficulties in implementing cost-cutting initiatives through outsourcing and 

reducing employee expenses previously introduced, may help in explaining the negative effect. 

Supporting the overall findings from the OLS, specialist funds are more likely to achieve top 

quartile profitability than their generalist counterparts, an effect which can be derived from the 

buyout segment (Table 16, Panel B, specification (2) and (3)). Although also having a positive 

association within the growth capital segment, the coefficient fails to meet significance. With 

the substantial age-discrepancy between growth capital and buyout investments, it is possible 

that achieving top quartile profitability may have more to do with luck than skill. When 

investing in businesses with less proven business models, it becomes more of an act of ‘picking 

winners’ which incrementally improve operations without actually being an effect of the PE 

sponsorship. For buyouts on the other hand, the resource-based view of the firm seems to apply 

more than for growth capital investments (Barney, 1991). In more mature firms, further 

improvements become more contingent on understanding the competitive peculiarities within 

the portfolio firms' specific context to effectively add value during the holding period. For 

growth capital investments, the specialisation premium seems less important, perhaps 

explained by standard solutions being sufficient – which generalists appear to be equally 

capable of. For buyouts, the advantages theorised by previous scholars (e.g., Cressy et al., 

2007; Nadant et al., 2018) are more prevalent, providing motivation for the discrepant effect 

of specialisation for the investment types. 

Combining the results from the conducted statistical analyses, an overview of the hypotheses 

and their empirical support is provided below, in Table 17. 
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Table 17: Final hypothesis overview 

Panel A: PE operating performance     

Hyp. Definition Support Rationale 

1.1 

PE-backed firms experience higher 

revenue growth than the control 

group 

Supported 
Supported through both Wilcoxon rank-

sum tests and fixed-effect model. 

1.2 
PE-backed firms increase their ROA 

as compared to the control group 
Not supported 

Neither Wilcoxon rank-sum tests nor 

fixed-effect model indicate any 

outperformance. 

2 
Debt is positively correlated with 

operating value creation 
Not supported 

Higher debt increases in the post-buyout 

period, but similar trend pre-PE 

sponsorship. 

Panel B: Deal specific determinants     

3 

Buyouts provide stronger operating 

gains for portfolio companies than 

growth investments 

Partly 

supported 

Indicative of outperformance in terms 

of ROA, but fails to hold significant in 

complete model. Buyouts more likely to 

achieve top quartile ROA. 

4 
First - time buyouts provide stronger 

operating gains than SBOs 

Partly 

supported 

Indicative of underperformance in terms 

of ROA for buyouts, and significantly 

less likely to achieve top quartile 

profitability in the logit models. 

5 
Club deals are positively associated 

with portfolio operating performance 
Not supported 

Significant underperformance in terms 

of ROA for the aggregate sample. 

6 
Age of the target company is 

positively related to ROA 
Not supported 

No significant relationship between the 

two. Older firms are, however, more 

likely to achieve top quartile revenue 

growth. 

Panel C: PE specific determinants     

7.1 

Global funds with local offices 

provide stronger operating gains than 

purely local funds 

Not supported 
No indications for either investment 

type in any our models. 

7.2 

Purely local funds provide stronger 

operating gains than global funds 

with no local offices 

Partly 

supported 

Indications of a home-bias for buyouts 

in OLS and logit models. 

8.1 

Fund reputation is positively 

correlated with operating 

performance 

Partly 

supported 

Indications of outperformance for 

buyouts. More likely to achieve top 

quartile profitability. 

8.2 

Investment experience is positively 

correlated with operating 

performance 

Partly 

supported 

Supported for buyouts, not for growth 

capital. Stronger average performance, 

and more likely to achieve top quartile 

profitability. 

9 

Specialised funds provide stronger 

operating gains for portfolio 

companies than generalist funds 

Supported 

Supported for both growth capital 

investments and buyouts across all 

models. 

10 

Deal partners with an operational 

background provide stronger 

operating gains 

Not supported 
No indications, except top quartile 

revenue growth for growth capital. 
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7 DISCUSSION AND CONCLUSION 

The unrelenting growth of the PE industry increases its societal reach and is continually the 

target of public scrutiny. However, the days of often-criticised pure financial engineering 

efforts are largely gone, and investors are now venturing abroad – welcoming a deep-dive on 

the operating impact of PE in an emerging market setting. We report PE backed firms 

outperforming the control group on revenue growth, without improving operating profitability, 

but with substantial heterogeneity. The overall winners appear to be experienced, specialised 

sole investors who avoid investing in SBOs. By increasing clarity of extant literature – we 

provide one piece of the puzzle to understand the increased interest in emerging markets in 

general, and India in particular.  

We collect a novel dataset with detailed financial data of 119 PE-backed firms, each matched 

with a reference firm, totalling 238 observations. For the PE-backed firms, non-financial 

determinants are collected, hypothesised to influence the relative performance. What emerges 

from our analysis indicates PE backed firms growing faster, but seemingly without improving 

margins, albeit with substantial differences. In order to increase our understanding of the 

performance discrepancies, we gauge the relative importance of a set of deal and PE specific 

determinants. This is followed by a deep-dive into the characteristics of the top quartile 

performers in our sample. Some determinants emerge as relatively consistent predictors of 

operating profitability improvements, while the revenue growth is harder to account for. 

Overall, specialist funds and years of PE investment experience of the deal partner show the 

most consistent results. At a deal-level, avoiding club deals and SBOs are recommended, as 

these seemingly affect the value creation in our sample negatively.  

With varying characteristics of the two investment types, we divide the sample to isolate the 

explanatory power of each determinant for growth capital investments and buyouts. While 

there naturally are some common denominators which affect both subsamples similarly, we 

find certain discrepancies. First, it appears as a local and reputational advantage is apparent for 

buyouts, since these funds are likely to achieve better marginal improvements than their peers. 

Second, investing in older companies significantly increases the likelihood of achieving strong 

revenue growth for the comparatively younger growth investment group. 

While it is valuable for our study to split the sample on growth investments and buyouts 

separately, it does come with some limitations. Each analysis of the subsamples has a small 

number of observations, and should be viewed as indicative evidence. When we make 



87 

 

predictions on the basis of data, that are at risk of being incomplete in regards to the whole 

population, the results will inevitably be probabilistic and not deterministic. Further, we, as 

many PE scholars, suffer from the ‘causality dilemma’ – the uncertainty around if PE investors 

merely are skilled at picking targets or if they create additional value during their holding 

period. We have tried adjusting for this, by for example, including an interaction term for pre-

deal growth in our fixed effect regression, being restrictive on the time period influenced by 

PE, and being exhaustive when selecting reference firms. However, it is, inevitably difficult to 

completely eradicate this problem, although the determinant part of the paper is relatively 

excluded from these potential issues. 

This dilemma offers one of several possibilities for further research. First, it would be 

interesting to increase the robustness of the construction of the control group to only consist of 

firms that later receive PE investment. That is, only comparing the PE-owned firms with 

entities which in a later time period receives investments. Another interesting perspective is to 

only include counterfactuals that have been very close to being acquired – firms who are 

essentially suitable targets but ultimately fell short of being acquired. This would require 

proprietary information from one or more PE firms, which in itself is a cumbersome endeavour. 

Results from both of these potential methods would push PE research on operating performance 

forward, regardless of the geography or segment examined.  

Second, our research on India provides impetus for further research to dwell deeper into the 

topic of PE's operating performance in a broader emerging market context, where it would be 

valuable to look at the whole holding period of each portfolio firm. This would further clarify 

whether emerging market PE is focused on revenue growth or if profitability starts becoming 

more important towards the end of the holding period, prior to divesting the portfolio firm. This 

also presents an opportunity to examine the generalisability of our findings for other emerging 

markets. Lastly, future studies could also aim at increasing the extant understanding of the 

value of being specialised. We imagine specialised funds are essentially more focused on 

operational engineering than generalists, which tend to rely more on financial engineering. One 

reason for specialists' outperformance could be financial engineering becoming less reliable in 

an emerging market setting – where cost of capital can be higher.  

In essence, we are convinced our primary findings provide nuances to the continuing discussion 

on the PE industry in emerging markets generally, and in India specifically. Our results suggest 

that PE backed firms in the Indian environment create value primarily through revenue growth, 
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possibly by reducing agency costs in combination with increased access to capital and 

expertise. Our findings are tangential to much of the previous research on PE operating 

performance, but largely analogous with the few existing studies of the Indian market (e.g., 

Smith, 2015). We corroborate the focus on revenue growth with profitability seemingly only 

being of peripheral focus, at least for the first three years of the holding period. It is concluded 

that PE bring value to the portfolio firms primarily through growth, but without being able to 

definitively posit that PE seem to be a positive addition to the Indian economy at large.  

Further, we believe our issues relating to coherently quantifying the determinants across 

revenue growth and profitability measures serve as a valuable illustration to the complexity of 

the PE value creation process. In itself, this provides a rationale for why the discussion on 

drivers of PE performance in the literature can come across as unbalanced, often concentrating 

on easily available data. However, our findings have some important implications for 

practitioners, institutional investors and GPs, as well as for academicians. The cogency of some 

our determinants across samples for profitability, with additional support from the regressions 

of top performers, provide indications of the following: the overall winners appears to be 

weathered, specialised sole investors who refrain from investing in firms with previous PE 

ownership. Practically, this would imply that institutional investors should provide capital to 

funds with experienced and specialised GPs. In terms of deal characteristics, they should invest 

in funds avoiding club deals and SBOs. Vice versa, the GPs themselves should, when possible, 

try to keep these characteristics in mind when developing their existing Indian presence – or 

venturing there. If emphasising anything, they should pay particular attention to increasing 

their sector focus, and rely on or attract the most experienced investment partners.   
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APPENDICES 

Appendix A: Literature review 

Year   Author Region Period   Findings 

1989   S. Kaplan US 1980-1986   

MBOs contribute to a stronger operating 

performance due to preferable incentive 

structures. 

1989  I. Bull US 1971-1983  Operating efficiency significantly improves 

for buyout targets in the post-buyout period. 

1990   
Lichtenberg & 

Siegel 
US 1981-1986   

Plant productivity improves after an LBO. 

However, no significant effects are identified 

for buyouts between 1981-1982. 

1990  A. Smith US 1977-1986  
Buyout targets outperform their 

counterfactuals in terms of profitability in the 

post-buyout period. 

1992   T. Opler France 1985-1999   

Buyout targets significantly imrpove 

operating efficiency and net cash flows 

compared to the control group in the post-

buyout period. 

1992  Wright, et al. UK 1983-1986  
A majority of buyouts show significantly 

stronger operating performance in the post-

buyout period. 

1993   Kaplan & Stein US 1980-1990   

The U.S. PE market became overheated in the 

later half of the 80's, resulting in less 

attractive returns. 

1996  Wright, et al. UK 1989-1994  
PE sponsored firms outperform non-PE 

sponsored firms in terms of efficiency gains, 

both in short- and long term. 

2002   Desbrières & Schatt France 1988-1994   
MBOs provide stronger operating gains than 

similar non-PE sponsored firms. 

2003  Leeds & Sunderland 
Emerging 

markets 
1990-2003  

PE investing in emerging markets typically 

underperform compared to developed 

markets. 

2005   Lerner & Schoar 
Emerging 

markets 
1987-2003   

Nations with high legal enforcement 

systematically provide higher returns for PE. 

2006  Munari, et al. UK 1995-2002  Specialised PE firms have higher post-

investment profitability than generalist funds. 



105 

 

2007   Bergström, et al. Sweden 1998-2006   
PE-sponsored firms significantly outperform 

the control group in terms of profitability. 

2007  Cressy, et al. UK 1995-2002  

Buyout targets outperform their 

counterfactuals in terms of profitability. 

Performance is further amplified if the PE 

fund is specialised. 

2009   Weir, et al. UK 1998-2004   

Buyout targets do not outperform the control 

group in terms of revenue growth or 

profitability in the post-buyout period. 

2009  Kaplan & Strömberg Europe 2011-2013  

PE creates value for the portfolio company. 

The authors believe that the findings are to 

remain in the future, as operational focus 

increases. 

2011   Guo, et al. US 1990-2006   

LBOs do not provide stronger operating 

performance, neither margins nor revenue 

growth, than their counterfactuals. 

2011  Boucly, et al. France 1994-2004  
PE-sponsored firms grow their revenues 

faster, and improve profitability compared to 

non-PE sponsored firms. 

2011   D. Klonowski Poland 1993-2008   
PE penetration in emerging markets is 

steadily improving. 

2012  Acharya, et al. Europe 1991-2007  LBOs contribute to abnormal returns through 

stronger sales growth and ROS. 

2014   Cohn, et al. US 1995-2007   

Little evidence is found on operating 

improvements following PE sponsorship. 

Change in management and reputable PE 

firms, however increase profitability on 

average. 

2014  Blenman & Reddy 
Emerging 

markets 
1980-2012  

PE returns are higher in developed countries. 

However during periods of high growth, 

emerging economiesprovide stronger returns. 

2015   Puch, et al. Global 1984-2013   

PE sponsored firms improve operating 

performance post-investment, especially so in 

Asia. 

2015  T. Smith India 1990-2012  
PE-sponsored firms outperform non-PE 

sponsored firms in terms of revenue growth, 

but not in profitability measures. 



106 

 

2015   Sannajust, et al. Latin America 2000-2008   

PE-sponsored firms outperform non-PE 

sponsored firms in terms of efficiency gains 

in the post-buyout period. 

2015  Gompers, et al. US 2011-2013  Revenue growth is considered the primary 

source of value creation for PE firms 

2016   
Cumming & 

Fleming 
China 2005   

Econmic, social, and political factors can 

make traditional PE investment strategies 

invalid for markets such as China - indicating 

a need for flexible investment styles. 

2017  Hung & Tsai 
Emerging 

markets 

1900's-

2017 
 

PE transfers value to portfolio companies in 

emerging markets. The effect is especially 

prevalent in Asia 
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Appendix B: Deals in sample 

# Acquirer Year Origin Target 

1 TPG Growth 2015 Global Quality Needles   

2 
Sequoia Capital India/Ru-Net Holdings/ 

Lightbox/RB Investments/Beenext  
2015 Global Faaso'S Food Services   

3 I Squared Capital 2014 Global Jaipur-Mahua Tollway   

4 Solmark, Everstone 2014 Global Servion T Global Solutions  

5 Metmin Investments   2014 Local Spykar Lifestyles   

6 MicroVentures  2014 Foreign Grameen Financial Services   

7 India Value Fund  2014 Local Hi Care   

8 MCap Fund  2014 Local Hatsun Agro Products  

9 WestBridge  2014 Global Dfm Foods  

10 GIC 2014 Global Nirlon Ltd 

11 Sequoia Capital India/Matrix Partners India  2014 Global Practo Technologies   

12 Helion Ventures/Accel India  2014 Local Qwikcilver Solutions    

13 ASK Pravi 2014 Local Spalon India   

14 Mayfield  2014 Global Btb Marketing   

15 
IFC/CDC Group/Aavishkaar Goodwell,  

Lok Capital/Norwegian Microfinance Initiative  
2014 Foreign Utkarsh Micro Finance  

16 Lok Capital  2014 Local Aptus Value Housing Finance India  

17 Old Lane  2014 Local Jm Financial Credit Solutions  

18 Kaizen PE  2014 Global Founding Years Learning Solutions   

19 Accel India  2013 Global Limberlink Technologies   

20 Accel India  2014 Global Neev Knowledge Management   

21 Info Edge  2014 Local Happily Unmarried Marketing   

22 Kalaari Capital/Accel India/Saama Capital 2014 Local Bluestone Jewellery And Lifestyle   

23 Sequoia Capital India/Ru-Net Holdings/Sofina 2014 Global Accelyst Solutions   

24 Aditya Birla PE  2014 Local Indian Energy Exchange  

25 RAAY Global Investments  2014 Local Wellness Forever Medicare   

26 Avigo Capital  2014 Local 
Maharana Infrastructure 

And Professional Services  

27 Samara Capital  2014 Local Iron Mountain India    

28 Kalaari Capital/Sabre Capital/Aarin Capital 2014 Local Vyome Biosciences   

29 Steadview  2014 Foreign Saavn Media   

30 
Helion Ventures/Motilal Oswal/Accion 

International/Saama Capital/Elevar Equity 
2014 Local 

Shubham Housing Development 

Financecompany  

31 Helion Ventures/Bessemer/Accel USA 2014 Foreign Serendipity Infolabs   

32 Nexus Venture Partners   2014 Global Sedemac Mechatronics   

33 Khosla Impact/ADB/Unitus Seed Fund 2014 Foreign Hippocampus Learning Centres   

34 Creador Capital  2014 Global Vectus Industries  

35 Warburg Pincus 2014 Global Laurus Labs   

36 OrbiMed/Ascent Capital 2014 Global Condis India Healthcare  

37 Kaizen PE  2014 Global Universal Training Solutions   

38 SIDBI VC  2014 Local 
Kanungo Institute Of Diabetes 

Specialities   P&L 

39 General Atlantic   2014 Global Citiustech Healthcare Technology   
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40 Temasek  2014 Global 
Star Agriwarehousing And 

Collateral Management  

41 SEAF   2014 Global Guha Roy Food Joint & Hotel  

42 Sequoia Capital India/Matrix Partners India 2014 Global Ver Se Innovation   

43 Saama Capital /Bamboo Finance  2014 Local Modern Family Doctor   

44 India Life Sciences Fund 2014 Local Sreyas Holistic Remedies   

45 Apax Partners  2013 Global Globallogic India    

46 Macquaire-SBI Infastructure Fund 2013 Global Jadcherla Expressways   

47 Actis 2013 Global Symbiotec Pharmalab   

48 SBI Macquarie 2013 Global Trichy Tollway   

49 Actis 2013 Global Halonix Technologies   

50 Citi Venture Capital 2013 Foreign Sansera Engineering   

51 Partners Group 2013 Global Css Corp   

52 KKR 2013 Global Atc Tires   

53 Fairfax 2013 Global Quess Corp  

54 Bessemer Venture Partners/(undisclosed) 2013 Global Remedinet Technologies   

55 Capvent 2013 Global Morf India   

56 Baring 2013 Global Hexaware Technologies Ltd 

57 Wayzata Investment Partners  2013 Local Ramkrishna Forgings  

58 Canaan Partners/Ventureast  2013 Foreign Loylty Rewardz Management   

59 
IDG Ventures India/Rajasthan VC /IvyCap 

Ventures  
2013 Local Aujas Networks    

60 Rajasthan VC  2013 Local Chatha Foods   

61 Oikocredit  2013 Global Ujjivan Financial Services   

62 IDFC PE  2013 Local Medi Assist Insurance Tpa   

63 Blume Ventures  2013 Local Ace Seafood Bazaar   

64 Forum Synergies  2013 Local Ampere Vehicles   

65 BanyanTree Growth Capital  2013 Foreign Atria Brindavan Power   

66 Norwest/IDG Ventures India  2014 Foreign Iprof Learning Solutions India   

67 Tata Opportunities Fund  2013 Local Tata Sky  

68 IndiaVenture  2013 Foreign Baroda Medicare   

69 Tiger Global/Helion Ventures/Accel India 2013 Global Nest Childcare Services   

70 SEAF/Sarona Asset Management 2013 Global Khyati Foods   

71 IFC/Aavishkaar Goodwell/Lok Capital  2013 Foreign Suryoday Small Finance Bank  

72 Samara Capital  2013 Local Lotus Surgicals   

73 Providence  2013 Foreign Shop Cj Network   

74 Eight Roads Ventures  2013 Global Richcore Lifesciences   

75 Norwest   2013 Foreign Perfint Healthcare   

76 Sequoia Capital India  2013 Global Asg Hospital  

77 Helion Ventures/Capricorn 2013 Local Vas Data Services   

78 Samara Capital 2012 Local Cogencis Information Services  

79 Peepul Capital/(undisclosed) 2012 Global Unibic Foods India   

80 Peepul Capital 2012 Global Consul Neowatt Power Solutions   

81 Fairfax 2012 Global Thomas Cook (India)  

82 Samena Capital  2012 Global Jubilant Life Sciences  

83 Apax Partners  2012 Global Strides Shasun  

84 PremjiInvest  2012 Local Heritage Foods  

85 KKR 2012 Global 
Dalmia Bharat Sugar And 

Industries  
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86 Oman India joint investment fund 2012 Local Solar Industries India  

87 Providence  2012 Foreign Hathway Cable & Datacom  

88 Signet Healthcare Partners  2012 Foreign Claris Lifesciences  

89 India Life Sciences Fund  2012 Local Dr. Agarwal'S Eye Hospital  

90 Berggruen Holdings 2012 Global Accentia Technologies  

91 CESC Ltd 2012 Local Firstsource Solutions  

92 IDFC PE  2012 Local Manipal Integrated Services   

93 Helion Ventures/Footprint Ventures 2012 Local Spring Leaf Retail   

94 BanyanTree Growth Capital  2012 Local Uttam Galva Metallics  

95 Rajasthan VC  2012 Local International Oncology Services   

96 Sequoia Capital India/Nexus Venture Partners 2012 Global India Shelter Finance Corporation  

97 Seedfund  2012 Local Jeeves Consumer Services   

98 TVS Capital/MCap Fund  2012 Local Regen Powertech   

99 JP Morgan AM 2012 Foreign 
Nandi Economic Corridor 

Enterprises 

100 Nirvana Ventures  2012 Local Games2Win India  Limit 

101 undisclosed 2012 Foreign Reckitt Benckiser Healthcare India  

102 SAIF Partners 2011 Local Le Travenues Technology   

103 Bain Capital 2011 Global Hero Motocorp  

104 Baring India 2011 Global Cadila Healthcare  

105 Apollo Global Management 2011 Global Welspun India  

106 Oak Investment Partners  2011 Foreign Lycos Internet  

107 Apollo Management  2011 Global Ballarpur Industries  

108 Athena Capital Partners  2011 Foreign Godawari Power & Ispat  

109 Xander Group 2011 Global Sinclairs Hotels  

110 Aditya Birla PE/BanyanTree Growth Capital 2011 Local Gei Industrial Systems  

111 Helix Investments 2010 Local Hitachi Hi-Rel Power Electronics   

112 HCN Capital 2010 Foreign Hon Hai Precision Industry India  

113 New Silk Route  2010 Global Nectar Lifesciences  

114 Clearwater Capital  2010 Global Jamna Auto Industries  

115 Lighthouse  2010 Local Dhanuka Agritech  

116 ICICI Venture  2010 Local Action Construction Equipment  

117 TPG Growth  2010 Global Greenko Group Plc 

118 Intel Capital 2010 Global Allied Digital Services  

119 Clearwater Capital  2010 Global Sayaji Hotels  
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Appendix C: Industry coverage 

 

Industry NACE rev. 2 No. 
% of 

total 
 No. 

% of 

total 
 No. 

% of 

total 

IT & ITES 28 23.53%  16 13.45%  12 10.08% 

Healthcare & Life 

Sciences 20 16.81%   14 11.76%   6 5.04% 

Manufacturing 15 12.61%  4 3.36%  11 9.24% 

BFSI 10 8.40%   7 5.88%   3 2.52% 

Food & Beverages 9 7.56%  6 5.04%  3 2.52% 

Eng. & Construction 8 6.72%   1 0.84%   7 5.88% 

Education 7 5.88%  7 5.88%  0 0.00% 

Energy 7 5.88%   4 3.36%   3 2.52% 

Retail 4 3.36%  4 3.36%  0 0.00% 

Agri-business 3 2.52%   1 0.84%   2 1.68% 

Hotels & Resorts 2 1.68%  0 0.00%  2 1.68% 

Other Services 2 1.68%   0 0.00%   2 1.68% 

Media & Entertainment 1 0.84%  1 0.84%  0 0.00% 

Power & Steel  1 0.84%   0 0.00%   1 0.84% 

Textiles & Garments 1 0.84%  0 0.00%  1 0.84% 

Travel & Transport 1 0.84%   0 0.00%   1 0.84% 

Total (average) 119 100.00%   65 54.62%   54 45.38% 
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Appendix D: Largest deals 

 

 

 

 

 

 

 

 

Panel A: Ten largest deals            

Deal characteristics          Key financials, t       

# Acquirer Year Origin Target Industry  Revenue, m$ EBITDA, m$ Assets, m$ ROS ROA 

1 Bain Capital 2011 Global Hero Motocorp Manufacturing  4 609.20 710.80 1 933.07 15.42% 36.77% 

2 Baring India 2011 Global Cadila Healthcare  Healthcare & Life Sciences   1 032.24 218.60 1 255.56 21.18% 17.41% 

3 Apollo Management  2011 Global Ballarpur Industries  Manufacturing  1 008.91 194.13 2 007.11 19.24% 9.67% 

4 Samena Capital  2012 Global Jubilant Life Sciences  Healthcare & Life Sciences   949.81 196.67 1 539.06 20.71% 12.78% 

5 Apollo Global Management 2011 Global Welspun India  Manufacturing  633.55 82.60 691.20 13.04% 11.95% 

6 CESC Ltd 2012 Local Firstsource Ssolutions  BFSI   523.07 58.86 620.05 11.25% 9.49% 

7 MCap Fund  2014 Local Hatsun Agro Products  Agri-business  469.06 32.13 168.66 6.85% 19.05% 

8 TVS Capital/MCap Fund  2012 Local Regen Powertech Private  Energy   436.73 54.48 335.77 12.47% 16.23% 

9 Apax Partners  2012 Global Strides Shasun  Manufacturing  425.69 157.66 875.83 37.04% 18.00% 

10 Athena Capital Partners  2011 Foreign Godawari Power & Ispat  Power & Steel    402.77 58.24 393.85 14.46% 14.79% 

            

Avg.           1 049.10 176.42 982.02 17.17% 16.61% 
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Appendix E: Robustness check – t-test 

 

    Time: t-1 to t+2     

Variable No. PE Non-PE Z-value Significance 

ROA (%) 238 -0.062 -0.022 0.480 0.63 

Debt growth†(%) 238 0.526 0.138 -4.047 <0.01*** 

Asset growth†(%) 236 0.326 0.023 -6.289 <0.01*** 

Turnover growth (%) 238 0.349 0.008 -6.507 <0.01*** 
† indicates a winsorized variable at the 0.05 and 0.95 percentiles. ***, **, 

and * articulate the statistical significance at the 1%, 5%, and 10% level, respectively. 

 


