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Executive Summary 

This paper explores the nature of operational value creation in Nor-
dic secondary buyouts through a two-layered analysis. The study 
applies a multivariate OLS regression design, employing a time win-
dow of one year prior to two years after the buyout. In the first part, 
the thesis utilises firm-specific data on 235 buyout transactions – 
primary and secondary – which occurred between 2010 and 2016. 
The paper finds less ambiguous results than existing literature on 
the topic, by documenting that Nordic secondary buyouts exhibit in-
ferior operational performance relative to primary buyouts, meas-
ured through a set of growth-, profitability-, return- and efficiency 
metrics. For the second part of the analysis, the paper investigates 
how enabling and specific factors impact operational performance in 
secondary buyouts. The paper finds a predominantly positive effect 
on secondary buyouts from CEO replacement, fund specialisation, 
lead partner experience and geographical proximity whereas private 
equity firm size and transactions completed under pressure to invest 
have no significant impact. The findings complement existing liter-
ature on the topic, which has been focused primarily on non-Nordic 
observations. The paper serves as meaningful guidance for practi-
tioners and investors, who may reap insights on how to improve the 
potential for operational value creation in Nordic secondary buyouts 
and manoeuvre a challenging return environment.  
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1.     Introduction  
“ […] the risk of overpayment in a secondary buyout is great. Once a business has been spruced 

up by one owner, there should be less value to be created by the next” (Bonini, 2015, p. 1).  

Despite the uncertainty surrounding the transaction type, private equity practitioners seem to 

flock towards secondary buyouts (SBOs)1 – that is, when one private equity firm acquires a com-

pany from another private equity firm – in an attempt to generate attractive returns for their 

investors (Bonini, 2015). Conventional financial literature delivers ambiguous findings on the 

topic. While some authors argue a negative impact from secondary buyouts, others find no sig-

nificant relation (Achleitner and Figge, 2014; Bonini, 2015; Degeorge, Martin and Phalippou, 

2016). However, this does not seem to scare private equity practitioners. The fraction of SBOs 

out of total mergers and acquisition (M&A) transactions has increased immensely in the past 

years (Bonini, 2015), with money inflows to the private equity industry reaching record-levels 

(MacArthur et al., 2018). Puzzled by this apparent paradox, this thesis sets out to investigate the 

operational value creation potential in Nordic SBOs, to uncover if these truly are just a necessary 

evil in modern private equity.  

The paper is further motivated by the scarce literature on the topic. While multiple scholars 

have investigated the effect of private equity ownership on firm performance (e.g. Kaplan, 1989; 

Smith, 1990; Renneboog, Simons and Wright, 2007), limited attention has been directed towards 

SBOs as a sub-group, especially in a Nordic context.  

Finally, the paper is motivated by the distinct nature of the current buyout wave, which had its 

point of departure in 2010 on the back of the financial crisis. Contrary to previous buyout waves, 

recent developments have necessitated a focus on operational value creation to satisfy investors’ 

return requirements (Bain & Company, 2019). Correspondingly, the characteristics of the third 

buyout wave warrant further exploration of how well the SBO succeeds in delivering opera-

tional performance relative to primary buyouts (PBOs). 

 
1 A full list of abbreviations can be found in Appendix 1 
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To lay the foundation of the thesis, the reader is first presented with a conceptual framework to 

provide a thorough understanding of the private equity industry and the SBO as a transaction 

type. Subsequent to this, the private equity toolbox of value creation is presented through two 

dimensions; enabling factors and specific factors of operational value creation.  

A review of existing literature on the topic motivates the formulation of seven hypotheses. The 

first hypothesis investigates whether secondary buyouts do indeed exhibit inferior operational 

performance relative to primary buyouts, measured through selected growth-, profitability-, re-

turn and efficiency measures. The remaining six hypotheses explore whether different factors, 

enabling and specific, can explain differences in operational performance across the secondary 

buyout sub-segment.  

To test the proposed hypotheses, a sample of 93 SBOs and 142 PBOs occurring between 2010-

2016 is used. A multivariate ordinary least squares (OLS) regression is applied to study differ-

ences in operational performance from one year prior to two years after the buyout. To ensure 

validity of the results, the study is followed by a robustness analysis.  

It is important to stress that the thesis does not seek to determine whether secondary buyouts 

deliver a good or sufficient operational performance per se, but rather i) whether it is inferior to 

that of primary buyouts and ii) which factors help explain why some SBOs perform better than 

other SBOs. Neither does the thesis attempt to assess whether the return generated from invest-

ing in secondary buyouts is different from that attained by investing in other asset classes. 

1.1 Research Question 

To pinpoint the exact purpose of the paper, the different objectives are condensed into two re-

search questions. These reflect the distinct elements of the paper, namely to investigate the op-

erational performance of SBOs relative to PBOs and to identify characteristics that explain why 

some SBOs perform better than other. The first research question is presented as follows:  

Research question 1: Do secondary buyouts exhibit inferior operational performance relative to 

primary buyouts?  
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Regardless of the outcome when answering the first question, it remains interesting to investi-

gate factors influencing operational value creation in secondary buyouts only. Therefore, the 

second research question is formulated as follows: 

Research question 2: Which, if any, factors drive operational value creation in secondary buy-

outs? 

1.2 Delimitations 

The delimitations outlined in this section are related to the choices made when constructing the 

empirical design, namely: i) proxies for value creation, ii) research design, iii) explanatory vari-

ables, iv) omitted observations and v) scope for geography and time.  

To measure the development in operational value creation, the thesis had to select the proxies 

deemed most relevant. There are numerous ways of measuring value creation, but this study 

focuses on financial ratios and accounting measures at portfolio company level. Given that the 

scope of the paper is on operational value creation during private equity ownership, it would 

not be meaningful to measure performance at fund-level. The paper could also have included 

further operational variables on portfolio company performance. However, as the included 

measures cover growth, profitability, return and efficiency in line with previous scholarly work, 

additional dependent variables would offer limited insights.  

The thesis relies purely on a quantitative design in the empirical section, as this allows for more 

broad inferences relative to detailed case studies (Choy, 2014). The drawback of such design is 

that it offers limited insights to the rationale behind decisions that can impact operational per-

formance.  

The list of explanatory variables included when examining the performance characteristics of 

SBOs is not exhaustive. There are countless variables that could have been considered, but con-

straints on data availability and inclusion in existing comparable literature provided the merits 

for the chosen variables. Yet, the relevance of chosen variables has been solidified by previous 

work on the topic. While the authors acknowledge that the private equity toolbox comprises 
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factors that are not related to operational value creation, these factors are outside the scope of 

interest for the thesis and will thus not be explored. 

To capture the pure effect of a primary- and secondary buyouts on operational performance, 

transactions that cannot be categorised as pure-play private equity transactions are discarded. 

Minority investments, where private equity ownership amounts to less than 50%, have likewise 

been removed from the sample. Minority investments typically imply that decision power is 

shared between multiple investors or that the private equity firm takes a less active role in form-

ing the strategic and operational agenda (Vinten, 2007). As these observations cannot be catego-

rised as pure-play private equity transactions, they have also been removed from the sample. A 

similar delimitation was made with regards to buyouts completed by venture capital firms, 

family offices and asset management firms. While a transaction completed by any of these in-

vestor types may resemble a private equity buyout, it is seldom the case. These investors tend 

to be less aggressive in their use of leverage and furthermore have alternative investment 

scopes. Venture capital firms typically enter at an earlier stage and are more occupied with 

building traction in the market than with the current operational performance (Cochrane, 2005). 

Family offices and asset management firms are more passive in their investment philosophy, 

which means they make small strategic changes, if any at all (Walter, 1999). Hence, to avoid any 

of these transactions from disturbing the true effects, they have too been removed from the final 

sample. This naturally puts a constraint on the number of observations, but ensures that the 

final sample resembles the characteristics of a true buyout. 

Finally, the paper utilises a specific time window and geographical scope. In doing so, the au-

thors have made a deliberate choice to seek external validity in the Nordic region and for the 

current buyout wave only. Therefore, the findings are hardly transferable to distant regions or 

during a down-turn in the economic cycle like the COVID-19 pandemic.    

1.3 Thesis Structure 

To provide the reader with a comprehensive overview of the different elements and overall 

structure of the thesis, Figure 1 has been composed. For explanatory purposes and due to the 
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natural coherence between sections, some elements have been clustered together. During the 

first section, the central research question of the thesis is outlined while the following two sec-

tions build the conceptual and theoretical foundation of the paper. Section four, five, six and 

seven are mainly occupied with outlining the basis for testing the results, certifying that a proper 

methodology is applied, performing the statistical analysis and ensuring that the findings are 

valid and robust. In the last two sections, the findings will be summarised and considered in a 

broader context of future research and implications for practitioners and scholars. As the figure 

illustrates, the cycle is somewhat continuous as the key takeaways can be implemented to restart 

the process and find new and different results across different time periods or geographies.  

Figure 1: Structure of the Thesis 

 

 

 

 

Source: Authors’ own creation
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2.     Conceptual Framework 
In the section that follows, the conceptual framework for the thesis is outlined. As a starting 

point, the concept, structure and workings of private equity funds are defined. Subsequently, 

the process from private equity entry to exit is outliner with specific focus on the SBO oppor-

tunity. Finally, both historic and Nordic perspectives are provided on the concept of private 

equity.  

2.1 Introducing Private Equity 

Private equity is an alternative asset class, which pools capital from multiple investors with the 

purpose of acquiring and managing companies under private ownership. This capital is com-

mitted to a fund by Limited Partners (LPs), which is a collective group of investors such as 

pension funds, insurance companies, foundations and family offices. In addition to the capital 

committed, private equity funds use vast amounts of debt to fund the acquisitions. Once the 

fund has reached its desired amount of commitments, the General Partners (GPs) can start to 

gradually call upon the committed capital when investment opportunities arise. The GPs are 

investment professionals employed by the fund to source deals and exercise active ownership 

in the pursuit of superior investor returns. GPs usually have approximately five years to deploy 

all the committed capital, given that funds have a finite life of 10-15 years2. For each of the ac-

quired companies, the typical holding period is 3-7 years. (Spliid, 2007) 

The below figure illustrates a typical timeline of a private equity fund: 

Figure 2: Life of a Private Equity Fund 

 

Source: Authors’ own creation based on Spliid (2007) 

 
2 It is customary that the Limited Partnership Agreement (LPA) includes terms for the potential extension of 
the fund’s lifetime, which can be used when the GPs see further value-enhancing opportunities (Spliid, 2014) 

Fundraising 
phase

Investment 
phase Holding period Divestment 

phase

1-2 years 3-5 years 3-7 years 3-5 years

Fund lifetime of 10-15 years
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Depending on the size of the fund, GPs typically make 8-15 investments in portfolio companies. 

Each portfolio company is acquired, optimised and divested independently, but the collective 

proceeds are usually paid out when the fund is settled and closed. It is therefore the GPs re-

sponsibility to make the best possible use of the committed capital. (Spliid, 2014) 

The process of maximising proceeds is a fundamental premise for the entire private equity 

model, since LPs require a return that is substantially higher than traditional investments in 

listed securities due to the inherently riskier nature of private equity investments (Spliid, 2007). 

To reach the required return of approximately 20%, GPs must implement value-enhancing ini-

tiatives in the acquired portfolio companies. The primary means of value-creation encompass 

both operational improvements, leverage and strategic initiatives, all of which are eluded to in 

section 3. To facilitate these value-enhancing initiatives, it is often imperative that the fund ac-

quires a controlling stake in the portfolio company. This allows the GPs to exercise discretion 

over the direction of the company, typically by use of board representation and close collabora-

tion with the executive management (Rosenbaum and Pearl, 2013). 

GPs explore a number of avenues to spot potential acquisition targets. Especially in the wake of 

the current interest rate environment and record-high capital inflow (MacArthur et al., 2018), 

GPs have started to practise alternative and more specialised transactions in the pursuit of at-

tractive acquisition targets (McKinsey & co., 2019). These include transactions such as corporate 

carve-outs and public takeovers, which remain under the buyout umbrella.  

In addition to active and private ownership as well as the finite ownership period and distinct 

return model, there are an additional number of characteristics that define a private equity fund. 

One is the high degree of leverage employed when acquiring portfolio companies, hence the 

name ‘leveraged buyouts’. This allows private equity funds to inject less of the committed cap-

ital, which improves the chances of generating attractive returns for the LPs. A final character-

istic is the high-powered incentives, such as management co-investments, employed by the pri-

vate equity fund to align interest between the parties. Cash or equity compensation can further 

be tied to the achievement of specific operating milestones throughout the holding period. All 

mentioned characteristics of a private equity fund are depicted in Figure 3 below: 
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Figure 3: Summary of Private Equity Fund Characteristics 

 

Source: Authors’ own creation based on Bennedsen and others (2008) 

2.2 Structure of Private Equity Funds 

Private equity funds do not fall under a single pre-defined structure. The structure can even 

vary across different funds raised by the same private equity firm, especially in terms of fee 

structure and GP involvement as the private equity firm matures (Spliid, 2014). Different struc-

tures especially prevail when funds are raised with different purposes. In the current times of 

immense dry powder, private equity firms seek alternate ways of generating returns by raising 

alternative-focus funds such as real estate, growth/development and infrastructure (Karsh and 

Robertson, 2020). These are inherently different from a traditional private equity buyout fund, 

but nevertheless share some common characteristics. Therefore, the conventional private equity 

fund has been illustrated below to provide an overview of the structure:  

 

 

 

 

Active  
ownership

• Majority ownership facilitates board representation and close collaboration with executive 
management, which allows the GPs to shape the strategic agenda 1

Private 
ownership • Portfolio companies are only private, which increases the manoeuvring ability of the PE fund 2

High leverage • PE funds acquire portfolio companies by adding substantial debt to the balance sheet
• Leverage reduces the equity ticket and thus allows for higher returns through deleveraging 5

Incentives in 
compensation

• Management is often encouraged to co-invest alongside the PE fund to align incentives
• Other compensation incentives are often tied to operating performance in the holding period 6

Finite ownership • Short-tern view on investments, with an expected holding period of 3-7 years 4

Return model • GPs gradually call on committed capital as attractive investment opportunities appear
• Proceeds from sale of portfolio companies are paid back at fund closing (after 10-15 years) 3
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Figure 4: Conventional Private Equity Fund Structure 

 

Source: Authors’ own creation based on Rosenbaum and Pearl (2013) 

Figure 4 depicts the different stakeholders of a private equity fund alongside their interaction 

with aforementioned. The relation and characteristics between the fund and its stakeholders are 

expanded below. 

Limited partners invest into the private equity fund with the intention of achieving higher risk-

adjusted returns than they can find elsewhere. These investors commit almost all capital to the 

private equity fund and typically require a minimum return of ~8% annually. All proceeds 

above this threshold are split between LPs and GPs using an ~80/20 split. The ~20% of proceeds 

that the private equity fund receives is a performance incentive in addition to the ~2% flat man-

agement fee that the LPs pay based on committed capital each year. (Spliid, 2014) 

General partners are investment professionals employed by the private equity firm to manage 

the private equity fund and portfolio companies on a day-to-day basis. These are often allowed 

to co-invest alongside LPs at the same terms. In addition to this, GPs receive a part of the 20% 

carried interest for their services to the private equity fund, if the fund delivers a higher return 

than the predetermined threshold. The services encompass decisions on which companies to 

acquire and strategic advisory to the executive management. (Rosenbaum and Pearl, 2013) 

Banks are important to private equity funds, since the leverage they provide is imperative to 

creating superior returns. Depending on the size of the transaction, several banks and other 

Limited partners (LPs)
Investors such as pension funds, insurance 
companies and family offices

General partners (GPs)
Investment professionals employed by the PE 
firm

Holding company I

Holding company II

Holding company n

Portfolio company I

Portfolio company II

Portfolio company n

Private equity 
fund

Committed capital of 95-98%

Co-investment of 2-5%

Management fee: ~2%
Carried interest: ~20%

Hurdle rate: ~8%
Dividends and capital gains

Leverage added by the PE fund at this level

Investment decisions and 
advisory to portfolio 
companies

Part of carried 
interest

Bank

Leverage Interest and fees
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credit institutions can be involved in providing debt with various degrees of seniority3. It is the 

bank consortium’s task to, alongside the investment bank, determine the appropriate level of 

debt that the portfolio company can sustain. For this reason, banks are often engaged early in 

the acquisition due diligence process to ensure that the necessary debt package can be attained. 

The level of fees and interest the bank receives for these services are contingent upon the level 

of leverage risk, but also the complexity of the debt package. (Spliid, 2014) 

Evidently, the private equity fund itself is not that interesting. It is simply a limited liability shell 

that different stakeholders have interactions with. The two primary characteristics of the fund 

itself is that it holds the acquired portfolio companies and that it returns proceeds to LPs, GPs 

and the private equity firm once all holdings have been liquidated.  

2.3 The Private Equity Cycle   

To provide a more comprehensive overview of the private equity fund lifecycle introduced in 

Figure 2, this section will elaborate on the investment- and divestment phase. More specifically, 

focus will be on describing how private equity funds select their buyout candidates and the 

options they face during the exit phase. The holding period phase will be analysed separately 

in section 3 where the mechanisms to create value will be outlined.  

2.3.1  The Entry Decision 
A private equity fund is only as lucrative as the companies it holds. Therefore, it is imperative 

that the GPs choose acquisition targets that can yield the required returns based on a sufficient 

financing structure and a thorough business plan. The attractiveness of each investment is de-

pendent on various factors specific to the company, but the overall attractiveness of a buyout 

candidate can be split into seven areas as depicted below: 

 

 

 
3 The final debt package is often composed of several layers of debt with different characteristics such as cov-
enants, collateral or even an equity component (Rosenbaum and Pearl, 2013) 
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Figure 5: Characteristics of an Attractive Buyout Candidate 

 

Source: Authors’ own creation based on Rosenbaum and Pearl (2013) 

Three of these factors, namely leading and defensible market position, strong asset base and low capital 

expenditure (capex) requirements, are considered relatively peripheral in today’s buyout environ-

ment. Rather than looking for market leaders, private equity firms now target companies with 

superior business models or products that can disrupt the existing market. The importance of a 

strong asset base to use as collateral and the low capex requirement for expansion has also di-

minished. These factors were previously important, when buyouts were primarily conducted 

on heavy industrial companies, but today it is equally likely that an asset-light tech player is 

considered an attractive buyout candidate. However, the remaining four characteristics con-

tinue to play an important role in today’s buyout environment. (Rosenbaum and Pearl, 2013) 

Strong cash flow generation and growth opportunities are relatively intertwined in the sense 

that revenue growth is a key driver of cash flow generation. Cash is crucial as it is used to service 

interest and principal payments for deleveraging the portfolio company. As a consequence, po-

tential buyers of a company are always provided with a management forecast on the future 

generation of cash, which the sponsor can then sensitise based on historical volatility and future 

conditions. The anticipated growth agenda is also a fundamental driver of value, since a robust 

growth profile increases the likelihood of both valuation multiple expansion4 and initial public 

 
4 Sell portfolio company at a higher valuation multiple than it was acquired at 
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offering (IPO) prospects, both of which are sensitive to firm size and growth momentum. 

(Rosenbaum and Pearl, 2013) 

Equally important for buyout candidate attractiveness are efficiency enhancement opportuni-

ties and a proven management team. These factors, too, are interconnected in the way that it 

requires a strong management team to exploit the efficiency enhancement opportunities. A sub-

stantial value-creating aspect of the private equity fund is to streamline the acquired business 

based on extensive industry knowledge, derived both internally and from advisors. This, again, 

increases the attractiveness of the company when it is exited to a new buyer. Yet, the existing 

management team need not necessarily be strong, if the private equity fund can institute a new 

management team that can take the company to the next level. Private equity funds commonly 

employ this lever to create operational value in buyouts. (Gong and Wu, 2011) 

2.3.2  The Exit Decision 
During the divestment phase, private equity funds can consider four different tracks, namely a 

trade sale, an IPO, rolling the investment over to a special purpose vehicle (SPV) or exiting 

through an SBO.  

As evident from Figure 6 below, secondary buyouts are a preferred exit route for private equity 

firms. Interestingly, the proportion of SBO exits increases with 23%-points when a company has 

been subject to two or more buyouts, which could indicate that secondary buyouts simply end 

up being a necessary evil in modern private equity. This notion is exactly the focal point of the thesis 

and must thus be explored further. The section that follows will thus briefly touch on the first 

three exit options (trade sale, IPO and SPV) before studying the SBO as an exit more in depth.  
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Figure 6: Exit Route Following a Primary- or Secondary Buyout5 

 

Source: Authors’ own creation based on Degeorge, Martin and Phalippou (2016) with data based on observations 

between 1996 and 2012 

Trade Sale 

In a trade sale the portfolio company is divested to a strategic buyer, e.g. an industry peer, com-

petitor or business partner. From the perspective of the buyer, the motivation to engage in a 

trade sale goes beyond pure financial motives. The realisation of synergies is the primary driver 

behind a trade sale. A strategic acquirer may achieve synergies by integrating the two busi-

nesses. This may materialise through cost base rationalisation or sales expansion to current or 

new customer segments. The strategic acquirer is thus well-positioned to measure the true value 

of a company and any synergies given first-hand knowledge of the industry. This may warrant 

a willingness to pay a price premium relative to financial sponsors, who cannot attain the same 

synergies unless acquiring in a buy-and-build scenario. (Povaly, 2006) 

IPO Route 

When a private equity fund commits to an initial public offering (IPO), the shares in the com-

pany are sold to investors by listing them on a stock exchange. IPOs can often achieve a valua-

tion premium driven by the liquid nature of public markets and less sophisticated investors. 

However, the projections for growth and earnings are imperative for investors in an IPO, mak-

ing some firms better candidates for this type of exit route. Private equity firms will typically 

only list firms of a certain size and with a strong growth trajectory that is expected to continue. 

 
5 ‘Other exit route’ include SPVs 
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One of the immediate drawbacks of the IPO exit is a lock-up on the shares, i.e. sellers are not 

allowed to sell their remaining ownership stake for 6-12 months following the listing6. In addi-

tion, the transaction costs of IPOs are also considerably higher than any of the other exits due to 

additional advisor fees. (Povaly, 2006) 

Special Purpose Vehicles 

The SPV divestment mechanism is not a de facto exit as it does not reduce a private equity firm’s 

ownership stake in a company. However, by rolling a portfolio company into an SPV the private 

equity firm can separate its exposure towards the single firm from the fund. Practitioners typi-

cally apply this mechanism when multiple efforts to divest a firm have turned unsuccessful. The 

private equity firm can then close the fund and repay its investors, while the portfolio company 

is rolled into a separately managed SPV. (Povaly, 2006) 

The SBO Opportunity 

In a secondary buyout, the primary private equity fund sells its stake in the portfolio company 

to another financial sponsor. Engaging in an SBO may be motivated by several factors. While 

the secondary private equity fund may not be able to utilise any synergies from the transaction, 

the sponsor may possess a different skillset than the primary fund, making it a better suited 

owner of the portfolio company (Povaly, 2006). The transaction could also be driven by the de-

sire of the secondary financial sponsor to deploy their committed capital. As capital inflows to 

the private equity industry have reached record high levels (MacArthur et al., 2018), dry powder 

is bulking up among private equity investors and this favours engaging in SBOs. There is simply 

not enough attractive acquisition targets that are not already PE-backed to satisfy the amount 

of capital that the private equity industry has to deploy (Wilder, 2018).  

In 2018, 38% of PE-backed companies had an existing holding period of more than five years, 

indicating that this fraction had transitioned into the divestment phase (Wilder, 2018). As pri-

vate equity firms are trying to offload assets in a market where supply is in abundance, the SBO 

 
6 It is very rare to list all shares of a company in an IPO, since investors expect the seller to keep ‘skin in the 
game’ until the market has had a fair chance to really assess the company (Rosenbaum and Pearl, 2013) 
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is a likely alternative. In recent years, the SBO has become a preferred exit route among private 

equity practitioners on a global scale. As of 2018, SBOs are responsible for 48% of PE-backed 

exits and 18% of total buyout deals (Wilder, 2018). The SBO has gained traction as the amount 

of non-PE-backed companies diminishes while the number public-takeover opportunities has 

dropped almost 16% from 2007 to 2017 (Wilder, 2018). It has simply become more difficult to 

source an attractive deal which is not already PE-backed. In a Nordic context, secondary buy-

outs were an insignificant fraction of total buyouts between 2000 and 2004. In the subsequent 

years the fraction rose, but returned to low levels during the financial crisis. Activity has, how-

ever, picked up again, as SBOs have been responsible for an average 24% of total buyouts be-

tween 2010 and 2016. 

Figure 7: SBO Fraction of Total Buyouts in the Nordics 

 

Source: Authors’ own creation based on MergerMarket (n.d.) input 

When looking at PE-backed exits, SBOs constituted an average of 26% in the Nordics from 2010-

2016. These numbers are lower than the numbers reported on a global scale. Still, the tendency 

is clear. The secondary buyout was an insignificant transaction type in the early 2000s, but has 

since climbed in fraction of total exits from year to year, highlighting the relevance of exploring 

the attractiveness of this buyout category further. 

Figure 8: SBO Fraction of Exits in the Nordics 

 

Source: Authors’ own creation based on MergerMarket (n.d.) input 
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2.4 A Historic Perspective on Value Creation in Private Equity 

When focusing on the private equity industry in a broader historic context, it is meaningful to 

distinguish between the first, second and third wave of buyouts. The well-documented takeover 

wave during the 1980’s changed the landscape of corporate America. As buyouts were still a 

relatively new phenomenon at the time, the first wave was driven by US pioneers like KKR and 

Clayton & Dubilier, despite being active only in the local market (Shleifer and Vishny, 1991). 

Buyouts that happened during this period focused on financial engineering to quickly extract 

value from companies. As risk appetite among lenders was unparalleled, private equity firms 

could lever their investments almost as much as they desired. The major funds targeted divi-

sional buyouts, arguing that conglomerates were no longer a sufficient ownership form (Shleifer 

and Vishny, 1991). This is what led Jensen to publish his seminal paper in 1988, arguing that the 

corporate raiders had introduced a new organisational form. When Guo, Hotchkiss and Song 

(2011) later revisited the first buyout wave, they found that many of the companies that under-

went a buyout in the 1980s ended up defaulting under the debt burden.  

Guo, Hotchkiss and Song (2011) subsequently found that the next wave of buyouts was signifi-

cantly less levered and more reasonably priced. In light of the many defaults occurring in the 

aftermath of the first wave, practitioners shifted from a rather uniform focus on financial engi-

neering to governance improvements and operational efficiencies (Wright et al., 2018). European 

funds like Cinven and Candover brought the industry outside the US and changed the geo-

graphical scope to become more regional, i.e. European based funds buying European based 

targets. Despite different opinions on when exactly the second buyout wave stopped, scholars 

seem to agree that the halt in M&A activity following the financial crisis in 2008 put a definitive 

stop to the wave (Wright et al., 2018). Practitioners within the industry duly noted:  

“You won’t see the mega deals coming back for some considerable time. I think there will be 
fewer banks willing to lend to buyout transactions. The onus on more equity and less debt in the 
financial structure, which in itself will put a ceiling on the size of a company private equity can 
buy. But I don’t think of any reason to believe that at some point there will not be more buyout 
activity.”(Reuters, 2009, p. 1) 
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As illustrated in Figure 8, activity has since picked up again in the Nordics and on a global scale 

(Bain & Company, 2019). Following the 2008 crisis, financial markets face increased scrutiny 

from regulators, limiting the potential for excessive financial engineering. Practitioners thus 

continue many of the same endeavours that took place during the second wave, namely the 

focus on operational efficiencies.  

Firms now operate on a global scale, where cross-regional transactions are no longer uncom-

mon. With record high capital inflows and more competition for the attractive assets (Bain & 

Company, 2019), private equity firms are forced to be more sophisticated in their deal sourcing. 

A combination of these factors has led to the rise of the SBO in recent times. The main arguments 

of this section are summarised in the illustration below. 

Figure 9: The Buyout Waves 

 

Source: Authors’ own creation based on Shleifer and Vishny (1991), Guo, Hotchkiss and Song (2011) and Bain & 

Company (2019) 

In relation to the thesis, this section carries an important point. As the SBO has become a popular 

phenomenon in the most recent of the three buyout waves, it makes sense to focus on this spe-

cific period of time. Further, the emphasis on driving operational improvements warrants a 

granular focus on this specific avenue of value creation. Transitioning from the second to the 

third buyout wave, practitioners from the industry noted:  
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2.5 Private Equity in the Nordics 

Given the geographical scope of the thesis, it appears reasonable to provide an overview of the 

private equity industry in the Nordics. In doing so, the thesis isolates any distinct traits related 

to Nordic private equity only. 

Spliid (2013) argues that Nordic private equity is not comparable to the US, where much of 

modern theory takes its point of departure. Spliid (2013) highlights three specific differences, 

namely i) Nordic private equity funds rely on funding from institutional investors from differ-

ent countries and therefore legislative frameworks, which impedes the process, ii) the private 

equity industry is less regulated in the US compared to the Nordic region, which requires ded-

icating more resources to compliance and, iii) the credit markets are not multi-sourced, i.e. lev-

erage is mainly provided by banks in the Nordics, where US players are faced with more op-

tions. Interestingly, Spliid (2013) further argues that no significant intraregional differences exist 

in the Nordics, why it makes sense to consider the region as one rather uniform group. Despite 

the obstacles suggested above, the private equity asset class has managed to gain a solid foot-

hold in the Nordic region. 

Looking at the specific countries, Sweden is by far the most active buyout market for the period 

investigated by this thesis as seen in Figure 10. Oppositely, almost no buyouts are detected in 

Iceland due to the credit crunch following the financial crisis in 2008 (MergerMarket, n.d.). As 

the thesis will also conclude in the empirical section, the final data sample includes no observa-

tions from Iceland. The country is therefore not considered part of the analysis going forward. 

It is further evident from the illustration that trends are similar, i.e. rise and decline follow the 

same path between the different Nordic countries.   
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Figure 10: Distribution of Buyouts Between the Nordic Countries 

Source: Authors’ own creation based on MergerMarket (n.d.) input 

Similar tendencies occur when looking at the amount of private equity money being deployed 

across the different Nordic countries. Again, Sweden is by far the largest contributor followed 

by Denmark, Norway and then Finland.  

Figure 11: Distribution of Private Equity Investments Between the Nordic Countries 

(EURbn) 

Source: Authors’ own creation based on Statista (n.d.) input
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3.     Exploring the Private Equity Toolbox 
To introduce the arena in which operational value creation ensues, this section will provide a 

comprehensive overview of the different mechanisms employed by private equity funds when 

creating value in their portfolio companies. 

The section will distinguish between two meta-analytical layers relating to operational value 

creation; the enabling factors and the specific factors. The thesis thus recognises the symbiotic 

nature of the factors within the operating environment, as some mechanisms or concrete factors 

will have a direct impact on the operating performance whereas other factors will influence the 

magnitude of such impact.  

Value creation prevails at different stages during the investment-, holding- and divestment 

phases and at various levels of the corporate organisation (Berg and Gottschalg, 2005). To ac-

commodate that the different factors will span across several levels, the thesis has constructed 

an illustration that shows a three-dimensional framework illustrating the relationship between 

the factors and ultimately how this impacts the operational value creation of the portfolio com-

pany:   

Figure 12: The Private Equity Toolbox in Action 

 

Source: Authors’ own creation 
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3.1 Enabling Factors of Operational Value Creation 

3.1.1  The Art of Deal Making 

Operational value creation is partly contingent upon the private equity fund’s ability to source 

and construct the best possible deal. Deal making refers to the private equity firm’s ability to 

spot potential in the market and ensure congruence between the fund’s skillset and the value 

enhancing opportunities that exist for the company. Deal making is also a decisive factor during 

negotiations, where a favourable entry- or exit price can extract further value.   

Renowned and well-established funds enjoy a unique access to a proprietary deal flow, which 

is not available to the general private equity market (Kaufman and Englander, 1993). Combined 

with a superior knowledge of the current M&A prospects, private equity firms can identify the 

most attractive deals in the market with respect to price, potential and operational match. In 

financial literature, private equity firms are further recognised for their extensive industry 

knowledge and access to strong external resources, acquired through multiple market interac-

tions (Spliid, 2014). This allows the private equity firms to obtain a competitive advantage, as 

they can access and interpret information to a different extent than regular investment profes-

sionals (Fox and Marcus, 1992). The former is naturally contingent on the sophistication of lead 

partners and investment managers within the firm.  

Combining these arguments, deal making expertise becomes a powerful enabling factor of op-

erational value creation. This expertise has many facets, and scholars have used various 

measures to capture the effect, including size of the private equity firm, industry specialisation 

and lead partner experience (e.g. Loos, 2007; Chung et al., 2012; Le Nadant, Perdreau and 

Bruining, 2018).   

3.1.2  Governance and the Beauty of Debt 

Multiple scholars (e.g. Kaplan, 1989; Smith, 1990; and Lichtenberg and Siegel, 1990) suggest that 

buyouts create significant operational value in portfolio companies by preparing the organisa-

tion to service a high debt burden. The disciplinary effect of debt was initially hypothesised by 

Jensen in 1988 and has since received much attention in financial literature. It is not the isolated 



A Necessary Evil in Modern Private Equity?  3. Exploring the Private Equity Toolbox 

22 
 

effect of debt per se, but more so the operational impact it installs by improving underlying 

governance mechanisms (Acharya et al., 2013).  

Incorporating loan covenants into lending agreements is one of the ways in which private equity 

firms attempt to improve governance by using debt. Covenants will restrict financial behaviour 

of the portfolio company. It will further motivate the lending financial institution to monitor the 

development of the company closely. A breach of the covenant may transfer control rights to 

the creditor, initiate accelerated repayment or lead to interest rate hikes. A common covenant 

applied by practitioners is to define an upper limit for the debt-to-EBITDA ratio. Still, the po-

tential downside of a covenant breach should not be neglected, as it could force the private 

equity firm to partly give away control of their portfolio company, if exercised. (Tirole, 2010) 

Evidently, debt has many qualities as it invokes discipline and enhances operational value in-

directly by improving governance. Returning to the argument of Jensen (1988), obtaining high 

levels of debt appears to have a dual purpose as it both ensures financing of the deal while 

strengthening the organisational motivation. It cannot, however, be considered a standalone 

value creating mechanism. As Rappaport describes it:  

“Borrowing per se creates no value other than tax benefits. Value comes from the operational 

efficiencies debt inspires” (Rappaport, 1990, p. 102).   

3.1.3  Governance and the Parenting Advantage 

In extension of the advantages presented in relation to debt and governance, this thesis is further 

interested in uncovering how private equity parenting affects governance. Berg and Gottschalg 

(2005) highlight effective monitoring- and control mechanisms as the primary way in which 

private equity enhances governance.  

The private equity firm will typically increase complexity of the financial reporting and take 

several board seats to ensure they are fully informed and can track progress. The frequency of 

interaction between the portfolio company and the private equity firm is also much higher com-

pared to other less active ownership disciplines, motivated by the finite ownership period. Per-

formance is typically tracked using several key performance indicators (KPIs), which are often 
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linked directly to incentives (Berg and Gottschalg, 2005). Experienced private equity firms can 

guide management towards better decision making by providing additional perspectives and 

specific knowledge. This constitutes a case of knowledge transfer, which allows the portfolio 

company to utilise the resourcefulness of the focal private equity firm (Baker and Smith, 1998). 

If the owner can create more value with the portfolio company than its rivals, the company is 

said to have a parenting advantage (Goold, Campbell and Alexander, 1998). Castellaneta and 

Gottschalg (2016) has further expanded this area of research and coined the term the private eq-

uity firm effect. 

The more rigorous requirements to management under private equity ownership emphasise the 

importance of having either a strong incumbent team in place or potentially replacing them with 

outsiders. If the private equity firm can succeed with introducing the right level of control and 

monitoring, they remove a considerable obstacle to enhancing value. As Kester and Luehrman 

(1995, p. 120) put it:  

“Under the right conditions, LBOs are not merely deals. They represent an alternative model of 

corporate ownership and control”.  

The parenting advantage is especially valuable in transactions where the private equity firm has 

sourced a turnaround case and is conversely less important when the firm is already well-func-

tioning. Regardless, the parenting advantage is an important enabler for operational value cre-

ation.  

3.2 Specific Factors of Operational Value Creation 

Progressing to the specific factors of operational value creation, this section will focus on initia-

tives and factors that have a direct impact. The section will touch upon four distinct factors, 

namely: i) top line growth, ii) margin expansion, iii) optimising capital requirements and iv) 

managerial replacements. 

3.2.1  Top Line Growth 

Private equity companies can enhance firm value in either of two ways; by growing the com-

pany or by making it more efficient. Improving the top line concerns the first of the two value 
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factors. For the purpose of this section, the thesis will distinguish between organic and inorganic 

top line growth.  

Organic revenue can be further simplified by presenting a simple equation, which leave us with 

two sub-factors: 𝑅𝑒𝑣𝑒𝑛𝑢𝑒 = 𝑝𝑟𝑖𝑐𝑒 ∗ 𝑞𝑢𝑎𝑛𝑡𝑖𝑡𝑦. 

Price has a dynamic nature, so one cannot assume that quantity remains unaffected when a 

company transforms its price structure, which prevents many private equity firms from apply-

ing this specific lever. Baker and Chopra (2019) argue that private equity firms can create pricing 

value throughout the ownership cycle. Key levers to consider include the price-mix effect, a 

revised split of the cost carried by customer and firm (e.g. freight) and a detailed policy outline 

for discounts and promotions.  

In addition, private equity firms can also boost revenue by increasing quantity. Seitz (2018) sug-

gests fuelling organic growth by launching new products, updating the design features or en-

tering a new country with the existing product portfolio. Such initiatives can take different 

shapes and forms, yet common for all of them is that they require significant investments. 

Inorganic revenue initiatives face a similar problem as they are costly and carry big risks. By 

acquiring another firm and integrating it, private equity firms can leapfrog and double revenue 

through business combinations. In the extreme case, private equity firms decide to grow their 

portfolio company through a buy-and-build strategy, where the initial acquisition serves as a 

platform for multiple bolt-on acquisitions (MacArthur, Burack, De Vusser, Yang, O’Connor, et 

al., 2019). When Polaris raised their fourth fund in 2015, they had completed 11 platforms in-

vestments and 18 add-on acquisitions the past four years (Polaris, 2015). Brigl and others (2016) 

found that pre-existing M&A experience in the platform company is instrumental to success 

when pursuing a buy-and-build strategy. Moreover, it was found that a buy-and-build strategy 

favours exit through IPO or secondary buyout.  

Prioritising top line growth typically presents a trade-off. As initiatives are expensive, the mar-

gin may decrease as a consequence. It is difficult to predict the dynamics of the industry, but 

private equity firms are in some instances willing to sacrifice margins short-term to grow top 
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line and redirect focus towards profitability at a later stage (Deeb, 2017). For inorganic growth, 

the story is more nuanced. M&A is often accretive to the platform company only if the planned 

synergies materialise. While this is the intention pre-transaction, it may be difficult to deliver 

post-transaction (Brigl et al., 2016).  

3.2.2  Margin Expansion 

Returning to the two overall factors applied when enhancing firm value, private equity compa-

nies can also boost value by streamlining the portfolio company and make it more efficient.  

Private equity firms will harvest the low hanging fruits by implementing the cost cutting initi-

atives and rationalisation plans identified pre-purchase (Kaplan, 1989). Upon investigating the 

cost base, the private equity firm looks for any abnormalities both on an absolute level and com-

pared to a group of peers. Rationalising the cost base often implies reducing the diversity within 

the firm, weather it concerns product offering or the organisation as a whole. Private equity 

firms further attempt to develop a less bureaucratic internal structure in an attempt to decrease 

overhead cost and general expenses to administration (Berg and Gottschalg, 2005). 

As the typical private equity cycle suggests an exit after holding a company for approximately 

5-7 years, practitioners are tempted to improve short-term performance by slicing long-term 

efforts (Spliid, 2007). Hall (1989) reported a general reduction in research and development 

(R&D) expenses after a buyout has occurred. Naturally, this will improve margins short-term, 

but will impact the product pipeline negatively in the long run. The cynical nature of the private 

equity industry means that the private equity firm is less occupied with the performance of the 

portfolio company post exit. Still, skilled buyers will reduce the valuation multiples accordingly 

if the outlook has been damaged by under-investments in e.g. R&D.  

3.2.3  Streamlining Capital Requirements 

Similar to margin expansions, streamlining the capital requirements can also produce a more 

efficient company. Capital requirements are understood as the funds tied up in the business for 

day-to-day operations (Rosenbaum and Pearl, 2013). It is essentially a measure of a company’s 

liquidity management. Low working capital requirements mean the business can free up more 
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funds to invest in growth opportunities or pay out dividends (Berg and Gottschalg, 2005). Work-

ing capital requirements can for instance be optimised through improved credit terms against 

suppliers and customers and by general inventory management. Easterwood, Seth and Singer 

(1989) found a significant reduction in inventory levels and receivables post-entry of a buyout 

firm. This confirms that private equity firms are indeed aware of the value that can be created 

from reducing working capital.  

3.2.4  Managerial Replacements 

The operational factors presented in this section demand a strong management team to drive 

the proposed changes in conjunction with the private equity firm. Management and especially 

the CEO are instrumental to the post-buyout performance of a portfolio company. CEO turno-

ver can thus alter the course of a company, regardless of the origin for the replacement decision 

(Lehn and Zhao, 2006). Authors have documented that CEO replacements occur more fre-

quently within private equity backed firms as these undergo major structural changes (Guo, 

Hotchkiss and Song, 2011). CEO replacement need not necessarily be motivated by poor perfor-

mance of the existing CEO. It can also be part of a succession arrangement within family run 

firms (Spliid, 2014).  

During the sourcing process, private equity firms screen for companies who will benefit from 

managerial replacement, for instance firms undergoing a difficult succession process or with 

management preventing the realisation of full potential (Berg and Gottschalg, 2005). Interest-

ingly, this introduces a different dimension to the screening process, which directly conflicts 

with the selection criteria proposed by Rosenbaum and Pearl (2013); that the ideal portfolio 

company has a solid management team in place. Regardless, private equity firms attempt to 

realise the true potential of a firm, for which the current management in some instance will be 

an obstacle to achieving this.  

3.2.5  Strategic Direction 

As a final remark on the specific factors, operational value creation also be achieved by sharp-

ening the corporate focus. Similar to the arguments on cost cutting, private equity firms will 
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also investigate outsourcing opportunities or partial divestments of non-core assets to stream-

line the business. Any activities that are not directly supporting the central value proposition 

are subject to scrutiny. Outsourcing certain functions of the business does not only change the 

scope, it also drastically reduces complexity in the organisation. Naturally, such drastic changes 

can have a severe impact on the financial performance of the company, if the private equity firm 

misunderstands the central drivers of value. Hence, it must highlighted that lead partner expe-

rience, and private equity experience in general, are instrumental when redefining the corporate 

scope. (Berg and Gottschalg, 2005) 

3.3 Operational Value Creation in the Context of SBOs 

Having outlined the enabling and specific factors of operational value creation for private equity 

backed companies in general, it is deemed relevant to relate this to secondary buyouts specifi-

cally, given the scope of the thesis.  

Cumming and MacIntosh (2003) argue that the primary buyout firm will only sell the portfolio 

company once all potential for value creation has been fully exhausted. As the private equity 

funds operate with similar return models, one could question if there is any operational value 

for the secondary fund to realise. According to literature on the subject, the increase in second-

ary buyout deals coincide with fundraising, which causes the valuations posed by private equity 

firms to inflate in a phenomenon coined money chasing deals (Gompers and Lerner, 2000). This 

might help explain why Achleitner and Figge (2014) found that SBOs on average are more ex-

pensive than other transaction types. The evidence presents a rather dreary image of SBOs as 

an exit channel. The transaction type is, however, becoming increasingly popular, with 23.2% 

of transactions completed in 2019 being SBOs as opposed to just 5.6% in 2000 (MergerMarket, 

n.d.).  

It appears difficult to reconcile the presented findings with recent developments, but two spe-

cific reasons explain why SBOs could still hold potential for further value creation. Firstly, the 

primary fund may be forced to sell due to pressure from investors. As the typical holding period 

is 5-7 years, private equity firms can be forced to exit sooner than desired because investors are 
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expecting their money returned (Kaplan and Schoar, 2005). Secondary buyouts can thus be mo-

tivated by a similar motive; based on a pressure to invest the committed capital before the in-

vestment period of approximately five years run out. In some occasions, this may force the pri-

vate equity firm to invest in a company out of desperation or without proper due diligence 

(Axelson, Strömberg and Weisbach, 2009).  

Secondly, as private equity firms possess different skillsets, some funds may be better posi-

tioned to own certain companies. If the primary fund does not have the right capabilities in 

place, it will fail to realise full potential of the company. In such instances, a secondary buyout 

can be meaningful, if the second private equity firm is better equipped to succeed (Arcot et al., 

2015).  

Extending the argument concerning different or complimentary skillsets of private equity 

funds, it remains interesting to investigate if all options of the operational toolbox have been 

exhausted by the primary fund. It is plausible that the primary fund failed to execute on all 

operational factors, which could justify the rationale behind secondary buyouts. 
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4.     Examining Existing Literature 
It is a recurring theme in existing literature that private equity ownership enhances operational 

value creation in private companies (e.g. Kaplan, 1989; Smith, 1990; Andrade and Kaplan, 1998; 

Achleitner et al., 2010). The concept of private equity was initially popularised by Kohlberg, 

Kravis and Roberts (KKR) when the financiers initiated a number of notable buyouts through 

the 1960s and 1970s (Kaufman and Englander, 1993). As the ownership form became increas-

ingly popular, academia began researching the area during the first recognised wave of buyouts 

in the 1980s. In his seminal paper from 1988, Jensen claims that private equity ownership solves 

a central agency issue between owners and managers over free cash flow. The Jensen hypothesis 

has since been expanded to shed light upon the nature of private equity ownership and to iden-

tify reasons why it exudes superior performance.  

The vast majority of existing literature focuses on the general concept of operational value cre-

ation in relation to private equity ownership, without dedicating attention to the potential dif-

ferences between the first and consecutive private equity owners. The sections that follow will 

thus examine literature on value creation in buyouts overall before narrowing the scope to sec-

ondary buyouts specifically. Subsequent to this, factors that influence operational value creation 

in buyouts will be studied. This will help assess which variables are suitable for statistical testing 

of operational performance drivers in secondary buyouts in a Nordic context. 

4.1 Operational Value Creation in Buyouts 

4.1.1  Operational Value Creation under Private Equity Ownership  
To establish a proper foundation, this section will focus on private equity ownership as an over-

all topic. This will allow the reader to get a more comprehensive understanding of existing lit-

erature, before narrowing the scope. The section departs from the first wave of buyouts and 

continue through the second to illustrate how the industry has involved. As the third wave is 

ongoing, limited research has been devoted to this time period, which further justifies the cho-

sen scope of the thesis. Eventually, the topic is explored in a Nordic context, studying literature 

from both Sweden, Denmark, Finland and Norway.  
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In one of the first studies on the topic, Kaplan (1989) studied 76 US buyouts conducted between 

1980 and 1986. He discovered that the EBIT margin rose by 10 to 20 percent, cash flow to sales 

improved approximately 40 percent, while capex as a percentage of sales declined following a 

buyout. These improvements were found to be driven mainly by the effect of better governance, 

in line with the predictions of Jensen’s original hypothesis. The study compared time windows 

[-1 ; +1]7, [-1 ; +2] and [-1 ; +3] using a Wilcoxon signed rank test. Kaplan later collaborated with 

Andrade (1998) to revisit the topic and publish a paper concerning the net effect of high leverage 

on value creation. Once again focusing strictly on US buyouts, the authors identified 31 highly 

leveraged transactions which occurred during the 1980s. By applying time windows similar to 

the Kaplan study from 1989, the authors concluded that the threat of financial distress creates 

value in a buyout, also after adjusting for market returns. The governing effects of leverage in 

buyouts thus already showed its merits from the initial research. 

Evidently, the dynamics of the private equity industry has changed over the years. Practitioners 

describe how pioneers of the industry revolutionised the perception of debt in transactions dur-

ing the 1980s. After a series of successful buyouts, orchestrated by some of the first-movers;  

“[s]uddenly everyone wanted to try this ‘LBO thing’” (Cheffins and Armour, 2008, p. 19).  

To reaffirm dominance among peers, KKR carried out the landmark buyout of RJR Nabisco in 

1989, setting the record for largest buyout deal at the time (Kaufman and Englander, 1993). The 

deal later proved to be the peak of the wave, with funding for buyouts declining profoundly in 

the subsequent years. To ensure a more nuanced view, an examination of more recent studies 

on the topic is deemed relevant.  

In their study from 2006, Groh and Gottschalg investigate 199 US buyout transactions completed 

between 1984 and 2004 using the OLS regression design. By comparing the private equity trans-

actions with a mimicked portfolio of equally risky investments from the S&P 500, as measured 

by the degree of leverage, they find that buyouts significantly outperform non-buyouts. Zoom-

ing in on the second wave of buyouts, Renneboog, Simons and Wright (2007) explore a set of 

 
7 Indicates years on either side of a buyout completed in year 0 
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public-to-private transactions in the UK. They discover that post-buyout firm value improves 

vastly, driven by incentive alignment, utilisation of bigger tax shields and undervaluation of the 

firm pre-buyout. Guo, Hotchkiss and Song (2011) oppositely find more modest results when 

examining 94 US buyouts completed between 1990 and 2000. The paper discovers a less signif-

icant increase in operating- and cash flow margins compared to the other studies on the topic, 

when testing six different time windows; [-2 ; -1], [-1 ; +1], [-2 ; +2], [-1 ; +3], [-1 ; LFY], [-1 ; last 

year deals with outcome] (Guo, Hotchkiss and Song, 2011). Both Guo, Hotchkiss and Song 

(2011) and Renneboog, Simons and Wright (2007) apply cross-sectional regressions to test their 

sample. 

Multiple authors have since adapted a similar approach to research design and topic, but redi-

rected scope towards other European countries. As the private equity industry emerged in the 

US and subsequently evolved in the UK, much of the early literature on the topic concentrates 

on these countries (Desbrières and Schatt, 2002). However, as the private equity industry has 

advanced, other countries have developed a strong buyout culture as well. This motivates div-

ing further into the body of research published on the Nordic region with the aim of uncovering 

any distinguishing factors. Bergström, Grubb and Jonsson (2007) studied the Swedish buyout 

market through companies exited between 1998 and mid-2006. Performing an event study of 

the transactions in the time window [-1 ; +3], the analysis suggests that buyouts have a signifi-

cantly positive impact on operating performance. Bergström, Grubb and Jonsson (2007) also 

apply the Wilcoxon signed rank test.  

In a similar fashion, Vinten (2007) studies a set of Danish buyouts conducted between 1991 and 

2004 against other Danish non-treated firms, using OLS regression analysis. Contrary to previ-

ous studies, Vinten (2007) discovers that private equity ownership has a significantly negative 

effect on firm performance, in relative terms. These findings contradict the notion of a superior 

governance model for the specific data sample. To seek alternative explanations, Vinten (2007) 

examines the effect of selection bias, measurement errors and valuation bias on his sample, but 

the results remain.  
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Progressing to the Finnish buyout market, Järvenpää (2015) conducts 15 case studies of PE-

backed firms that were subject to a buyout between 2007 and 2011. Unlike the other authors, 

Järvenpää (2015) supports his data sample with a fuzzy-set qualitative comparative analysis 

(fsQCA) that covers the entire holding period and not just certain time windows. The paper 

concludes that Finnish private equity firms enhance performance by promoting opportunism 

and risk-taking. Moreover, the paper also finds that portfolio companies utilise the external net-

work of private equity firms to optimise performance.  

As for the Norwegian buyout market, Friedrich (2015) has investigated the operational effect of 

private equity ownership. He suggests that portfolio companies on average improve their asset 

turnover with 50% and the EBITDA-to-Assets multiple with 23%, using a time window of [-1 ; 

+2].  

Despite no prominent research on Icelandic buyouts, the operational effect of private equity 

ownership in the Nordics is clear. Although some studies have yielded ambiguous and negative 

results (Vinten, 2007; Guo, Hotchkiss and Song, 2011), consensus dictates that private equity 

ownership improves operational performance, both in a Nordic and international context. It will 

thus be interesting to examine whether these operational improvements are less prominent 

when a portfolio company is exposed to a secondary buyout. 

Before progressing to the next part of the literature review, the findings relating to operational 

value creation under private equity ownership are summarised in the figure below:  
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Figure 13: Literature on Value Creation under Private Equity Ownership 

 
Source: Authors’ own creation 

4.1.2  Operational Value Creation in Secondary Buyouts  
While the overall umbrella of buyouts has been widely covered by scholars, less focus has been 

dedicated to secondary buyouts as a sub-group. However, as the fraction of SBOs to all buyouts 

grew from insignificant levels in the late 1990s to more than 60% globally in 2012 (Bonini, 2015), 

literature has devoted increasing attention to explore the traits of secondary buyouts.   

Achleitner and Figge (2014) conducted a comprehensive study of 2,456 buyouts occurring be-

tween 1990 and 2010 across Europe, to examine differences between primary- and secondary 

buyouts. The authors run a set of OLS regressions on different operational performance 

measures (e.g. EBITDA growth, EBITDA margin expansion and sales growth) to assess potential 

differences between PBOs and SBOs. By applying a time window of [-1 ; +1], the authors find 

no difference in equity returns or operational performance between the PBOs and SBOs. Instead, 

the paper finds that SBOs obtain 28-30% more leverage and are 6-9% more expensive than PBOs. 

Applying the Wilcoxon signed rank test, Wang (2012) tests 4,908 buyouts in the UK between 

1997 and 2008. The study follows the same methodological approach as Kaplan (1989), with 

Author Geography Findings

Kaplan, 1989 US EBIT margin increases 10 to 20 percent and cash flow to sales improves by 40% while capex as % 
of sales declines

Kaplan and Andrade, 1998 US The threat of financial distress creates value in a buyout, after adjusting for market returns

Groh and Gottschalg, 2006 US Buyouts outperform non-buyouts significantly

Renneboog, Simons and Wright, 
2007 UK Post-LBO share price is vastly improved driven by incentive alignment, utilisation of bigger tax 

shields and a low valuation pre-buyout 

Guo, Hotchkiss and Song, 2011 US Modest increase in operating- and cash flow margins

Bergström, Grubb and Jonsson, 
2007 Sweden Buyouts have a significant positive impact on operating performance

Vinten, 2007 Denmark Private equity ownership has a significantly negative effect on firm performance, when measured 
in a relative context. 

Järvenpää, 2015 Finland Private equity firms enhance performance by promoting opportunism and risk-taking. Portfolio 
companies also benefit from access to the external network of the private equity firm 

Friedrich, 2015 Norway Portfolio companies improve their asset turnover with 50% and the EBITDA-to-assets multiple 
with 23%
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respect to measuring performance from [-1 ; +3] on SBOs. Wang records a positive impact on 

sales and EBITDA, but a negative effect on ROA. In essence, the SBOs have boosted the account-

ing performance, but failed to improve the underlying operating performance. These rather am-

biguous results add to the difficulty of how to classify the SBO. Wang (2012) stipulates that 

while SBOs may not perform well, they play an important role in the eco-system of private eq-

uity funds, introducing the notion that; 

“Secondary buyouts serve no purpose aside from alleviating the financial needs of private equity 

firms” (Wang, 2012, p. 1).  

He suggests that private equity firms are more likely to exit through an SBO when equity mar-

kets are cold, debt conditions are favourable and the seller is facing liquidity issues. As the latter 

may indicate a forced sell, it seems counter-intuitive that private equity firms are unable to im-

prove the underlying performance of the portfolio company when conducting an SBO. Parallel 

to the findings of Achleitner and Figge (2014), Wang (2012) also finds that secondary buyouts 

are priced higher than primary buyouts.  

Bonini (2010) showcases a less ambiguous result in his study of 2,911 buyouts conducted be-

tween 1998 and 2008. Using probit regressions, the study shows that primary buyouts succeed 

with significant operational improvements, whereas secondary buyouts have no statistical ef-

fect on operational performance. Instead, SBOs merely increase leverage. Bonini (2010) also adds 

to the understanding of when secondary buyouts occur. He supports the findings of Wang 

(2012), concluding that SBO activity is determined by debt market sentiment, but also suggests 

that SBOs are more likely when a private equity firm exits a high-value deal. Bonini revisits his 

original findings from 2010 and further adds to the reputation of the private equity firms as an 

important driver of secondary buyout volume in his 2015 article. 

Degeorge, Martin and Phalippou (2016) paint a slightly darker picture of the operational value 

creation potential in secondary buyouts. By running a number of OLS regressions, the paper 

finds evidence that SBOs destroy value when made under pressure to invest. Conversely, they 
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also find that SBOs made under no pressure perform like other buyout types. Interestingly, ev-

idence also indicates that secondary buyouts perform better when the buyer and seller have a 

complimentary skillset.  

It appears that, unlike the general body of research on buyouts, the effect of a secondary buyout 

on operational performance is ambiguous. Nevertheless, the authors find a void in the literature 

concerning secondary buyouts in the Nordics as existing literature focuses on large datasets, 

which spread across entire continents. More specifically, the authors also detect a void in the 

description of what sets apart well-performing SBOs from the remaining. It thus seems fitting 

to progress by outlining potential drivers of operational value creation in buyouts overall.  

The findings relating to operational value creation in secondary buyouts are summarised in the 

figure below: 

Figure 14: Literature on Value Creation in Secondary Buyouts 

 
 Source: Authors’ own creation 

4.2 Drivers of Operational Value Creation in Buyouts 

Having reviewed the existing evidence of operational value creation through private equity 

ownership in general and SBOs specifically, this section will explore the factors that can tricker 

operational value creation. This will provide the reader with a more thorough understanding 

of the underlying mechanisms that facilitate the operational improvements. Again, the authors 

find that limited research has been dedicated to SBOs specifically. To accommodate this void, 

the thesis will introduce literature on all buyout types, before relating it to the concept of SBOs 

when presenting hypotheses. 

Author Geography Findings

Achleitner and Figge, 2014 Europe
Secondary buyouts obtain 28-30% more leverage and are 6-9% more expensive than primary 

buyouts. No difference in equity returns or operational performance is found

Wang, 2012 UK A positive impact on sales and EBITDA, but negative effect on ROA is detected

Bonini, 2010 Europe
Secondary buyouts increase leverage but have no impact on operational performance. It is further 

explained that SBO activity is determined by debt market sentiment

Degeorge, Martin and Phalippou, 
2016

Worldwide
Secondary buyouts destroy value when made under pressure to invest. When the SBO is not 

made under pressure it performs like other buyouts



A Necessary Evil in Modern Private Equity?  4. Examining Existing Literature 

36 
 

4.2.1  CEO Replacement  
The information-advantage hypothesis stipulates that managers and CEOs in particular have 

an advantage against outsiders given their knowledge of the business acquired over the years 

(Kaplan, 1989). Following this argument, private equity firms have little incentive to replace the 

existing CEO. Still, multiple scholars have found evidence that private equity firms replace the 

CEO to better their chances of unleashing value. Kaplan (1989) found that 16% of CEOs are 

replaced shortly after a buyout. Warner, Watts and Wruck (1998) expand the scope by also in-

cluding unsuccessful buyouts. They found that 38% of buyouts, successful or not, intend to re-

place the CEO.  

In more recent research, the phenomenon has become more outspoken. Gong and Wu (2011) 

document a CEO turnover rate of 51% within two years of the buyout announcement, using a 

sample of 126 private equity backed buyouts completed between 1990 and 2006 in the US. The 

study finds that boards are prone to replace CEOs when agency costs are high, defined by low 

leverage and a high free cash flow at disposal. This reintroduces the central arguments of Jen-

sen’s seminal paper (1988), where debt was praised for its disciplinary effect.  

Guo, Hotchkiss and Song (2011) adds to the granularity on the topic by investigating the impact 

of CEO replacement on operating performance. They find that operating cash flow experiences 

a steeper increase for firms that have replaced their CEO within one year following the buyout, 

when performing cross-sectional regressions.   

It may appear counter-intuitive that private equity firms screen for well-performing and healthy 

firms, only to replace the CEO. Regardless, it remains interesting to explore further if CEO re-

placement supports operational value creation in a Nordic SBO context. 

4.2.2  The Specialisation Trade-off  
While some funds are originated as specialist-funds dedicated to specific sectors, other funds 

operate as generalist-funds. The specialisation versus generalisation decision introduces an in-

teresting conversation; if specialised funds perform better than non-specialised funds. The ap-

parent consequence of specialisation is a trade-off against diversification. As the specialists put 
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all eggs in one basket, they become more vulnerable towards external shocks, but may con-

versely reap the benefits of being experts in a given sector. 

In his study of 227 European private equity firms, who operated between 1983 and 1991, Lossen 

(2006) found that funds who specialise rather than diversify generate a better internal rate of 

return (IRR) for their investors. Specialists are able to leverage sector-specific knowledge to a 

greater extent than generalists. It may be that learnings derived from an investment in consumer 

staples is difficult to apply in a pharma context, which favours specialisation.   

The findings of Lossen (2006) receive support from Le Nadant, Perdreau and Bruining (2018) 

who test 217 PE-backed buyouts completed between 2001 and 2007 in France. They find that 

industry specialisation improves the bottom line by 7.5% relative to generalist-backed buyouts. 

Similar effects are documented by Cressy, Munari and Malipiero (2007) in their study of 122 UK 

buyouts completed between 1995 and 2002, using OLS regressions to test their sample. The ad-

vantage of specialisation has thus been documented across Europe and for specific countries, 

substantiating the merits for testing the effects on operational value creation in a Nordic context 

as well.  

4.2.3  The Experience Effect  
The lead partner of a private equity fund plays a pivotal role in sourcing and managing the 

portfolio companies. A seasoned lead partner can drive operational performance to a greater 

extent than those less experienced. However, the reverse may also be the case if the lead partner 

is negatively influenced by past experiences. (Loos, 2007) 

The effect of private equity partner experience on operational performance in a buyout has been 

documented by a number scholars (Loos, 2007; Acharya et al., 2013). Loos (2007) investigated 

the effect of deal partner experience on operating performance and found a positive correlation. 

Loos (2007) measures experience based on two dimensions; number of previous deals and ten-

ure within private equity. Acharya et al. (2013) take a slightly different approach to measuring 

partner experience by focusing on the professional background of the lead partner. They find 

that lead partners with an industrial or consulting background outperform other backgrounds 
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in operationally focused buyouts. Conversely, lead partners with a background in banking or 

accounting outperform in deals with heavy M&A activity, such as a buy-and-build case. This 

distinction thus adds a dimension to the fact that the experience of the lead partner can be a 

determinant of operational value creation in buyouts.   

Along the lines of lead partner experience, scholars have also studied the effect of private equity 

firm experience on operational value creation (Loos, 2007; Alperovych, Amess and Wright, 

2013). Experience can take many shapes and forms when incorporated into a research design. 

The perhaps most manageable measure presented in different studies is age of the private equity 

firm. While age does not necessarily capture all aspects of the parameter, it is a useful proxy 

when assessing the impact of firm-level experience on performance. Older private equity firms 

will likely have access to a greater knowledge base and potentially also a proprietary deal flow, 

which new private equity firms cannot access, regardless of the individual lead partners 

(Alperovych, Amess and Wright, 2013). In their study of 88 buyouts completed between 1999 

and 2008, Alperovych, Amess and Wright (2013) further distinguish between the deal selection 

process and the post-transaction process, where experience can become a decisive factor. The 

authors find a positive effect of private equity firm experience on post-buyout performance, 

again by using OLS regressions in their empirical design.  

Evidently, there appears to be a consensus in literature praising the positive effect of experience 

on operational value creation in buyouts. It will thus be interesting to see whether this consensus 

applies in the Nordics as well.  

4.2.4  Size Matters  
The effect of private equity firm size has also gained interest from scholars when analysing op-

erational value creation in buyouts (Chung et al., 2012). Regardless of the human capital availa-

ble within the fund, some investments are only available to private equity vehicles of a certain 

size. Adding to the discussion of diversification versus specialisation, large scale private equity 

firms are better equipped to diversify without having to compromise specialisation, as the trade-

off is often a question of resources. Humphery-Jenner (2012) argues that the size effect in private 

equity backed investments is more outspoken when investments are expressively large. Based 
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on a sample of 1,222 US-based funds, he found that private equity funds generate an IRR of 5.2% 

when investing in the top quantile of companies, whereas they generate a negative 2.9% IRR 

when investing in the lowest quantile of companies, as measured by size.  

Still, the authors find that numerous funds target the small- and midmarket (e.g. Lyrique, n.d.; 

Polaris, n.d.; Valedo, n.d.). Not necessarily due to a lack of funding, but merely because the sub-

top of companies may hold hidden gems, where the upside is substantial and competition to 

acquire the firm is less fierce. Private equity firms with a limited scope in terms of size are 

granted a first-mover advantage, as they can identify good investments before they enter the 

attention span of larger funds. Kaplan and Schoar (2005) report that fund size has a significant 

impact on performance results by suggesting a concave relation, implying that returns are de-

creasing to scale. However, the study by Humphery-Jenner (2012) still suggests that operational 

improvements are easier to implement in bigger firms, explained by the higher IRR. To accom-

modate both arguments, the literature suggests that big private equity firms are better suited to 

own big companies and vice versa for small private equity firms. Cumming, Fleming and Su-

chard (2005) stress that small companies rely extensively on the support and guidance from the 

private equity team. When big private equity firms invest in smaller companies, they dedicate 

less resources to manage the firm, which introduces somewhat of a paradox that can lead to 

value destruction. Moreover, larger private equity firms extract value from their ability to ne-

gotiate favourable financing terms relative to smaller private equity firms (Hellman, Lindsey, 

and Puri, 2008).  

Harris, Jenkinson and Kaplan (2014) oppositely find no significant effect of fund size on perfor-

mance, in their study of 1,400 US buyouts. These contradicting results imply that the size effect 

is somewhat ambiguous, at least in a non-Nordic context. It further solidifies the raison d’être 

for private equity funds who purposely target smaller firms as a mean of diversifying their ac-

quisition strategy. To uncover if the size effect prevails in a Nordic context, the parameter will 

be considered in the empirical section. 
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4.2.5  Investing under Pressure  
The typical revenue structure within private equity firms is constituted of a performance fee 

and a management fee. Performance fee is paid by the investors when the fund is fully realised, 

if IRR surpasses a predefined hurdle rate. The management fee is oppositely paid annually as a 

percentage of committed capital. Private equity funds are thus motivated to invest their dry 

powder to earn the management fees. If the private equity firm fails to deploy all the committed 

capital, they are forced to return it to the investors and will thus lose a part of their management 

fee (Spliid, 2014). Axelson, Strömberg and Weisbach (2009) argue that excess capital at the end 

of the investment cycle leads to an agency conflict as the fund is incentivised to engage in any 

deal available. The go-for-broke notion suggests that transactions completed during the end of 

the investment cycle have less potential to realise value. Degeorge, Martin and Phalippou (2013) 

further adds that with the current state of the private equity markets, there are plenty of oppor-

tunities to exert go-for-broke behaviour. Investment bankers have also become aware of this 

segment, increasingly targeting fund managers of aging funds:  

“‘If you are a banker shopping a company, you track down those managers with unspent capital 
in their aging funds, struggling to extend their investment period and, crucially, who can’t raise 
any new money until the tail is gone. They are basically dying to do a deal, at almost any price.” 
(Arcot et al., 2015, p. 4) 
 

Secondary buyouts are identified as a prime candidate for the go-for-broke behaviour, as some 

scholars consider the process of handing off a company from one private equity fund to another 

as a ‘money burning device’, with the sole purpose of generating fees (Degeorge, Martin and 

Phalippou, 2016). The suspicion that deals executed under pressure have less value creation 

potential is confirmed by Degeorge, Martin and Phalippou (2016), who find that SBOs made 

under pressure underperform other buyouts. The authors use a sample of 5,849 buyouts, which 

they test using an OLS regression design. The evidence is somewhat consistent with the notion 

presented by Axelson, Strömberg and Weisbach (2009), suggesting that late-stage investing with 

the purpose of burning cash is a short-lived strategy for fund managers. Whether these findings 

hold in a Nordic context have not been tested, which justifies the intention behind this thesis.  
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4.2.6  Location, Location, Location  
Geographical proximity determines the cost and effectiveness of mechanisms deployed by the 

private equity firm to monitor and control the portfolio company. Co-localisation of the private 

equity firm and portfolio company can yield a comparative advantage when solving agency 

problems vis-à-vis companies with a geographically distant owner. Geographical proximity 

thus improves the potential for operational value creation. (Sorenson and Stuart, 2001) 

Stotz (2011) explores this notion by analysing the short- and long-term wealth effect of private 

equity investments in listed equities. The sample is constructed of 686 open market equity in-

vestments made by private equity firms between 1999 and 2008 on a worldwide basis. Cross-

border deals account for 57% of the purchases and domestic the remaining 43%. Applying the 

calendar-time portfolio regression approach, Stotz (2011) finds that almost all the positive re-

turns generated within the sample stem from private equity investments in companies from the 

same country as the private equity firm itself. The empirical results thus suggest that domestic 

deals are better equipped to create value, driven by lower monitoring cost and knowledge of 

the institutional framework (Sorenson and Stuart, 2001).  

Expanding these arguments to the venture capital (VC) industry, Chen and others (2010) inves-

tigate the effect of geography on value creation. It appears relevant to draw from the learnings 

of the venture capital environment, since private equity firms often pose as the natural owner-

ship successor. Chen and others (2010) introduce an interesting angle by suggesting that VC firms 

who locate in VC clusters outperform, regardless of which stage the investment is made. They 

thus suggest that the operational performance of VC firms is to some extent dependent on the 

physical distance to the support network. 

The findings presented in this section imply that the ease of creating operational value depends 

on the geographical proximity, but also the strength of the institutional framework at the given 

location. Again, it appears relevant to investigate if this holds in a Nordic context.  

Before summarising all empirical findings, a figure highlighting the key takeaways from this 

section has also been constructed:  
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Figure 15: Literature on Drivers of Operational Value Creation in Buyouts 

 

Source: Authors’ own creation 

4.3 Summary of Empirical Findings 

Several scholars have documented that private equity ownership delivers operational value 

across the spectrum (e.g. Kaplan, 1989; Smith, 1990; Andrade and Kaplan, 1998; Groh and 

Gottschalg, 2006; Bergström, Grubb and Jonsson, 2007; Renneboog, Simons and Wright, 2007; 

Achleitner et al., 2010). The effect seems to prevail both when testing data on individual coun-

tries and on entire continents, which has led to a consensus in academia that private equity 

ownership is positive for value creation (Cumming, Siegel and Wright, 2007). When changing 

the topic of the conversation to secondary buyouts, the effect of private equity ownership is 

more ambiguous. Some authors document a negative effect on operational value creation 

whereas others find the effect to be insignificant (Wang, 2012; Achleitner and Figge, 2014; 

Bonini, 2015; Degeorge, Martin and Phalippou, 2016). In addition, papers on the topic also find 

that SBOs tend to be more expensive and levered than regular buyouts. 

Author Focus area Findings

Gong and Wu, 2011 CEO replacement Boards are prone to replace CEOs when agency costs are high

Guo, Hotchkiss and Song, 2011 CEO replacement

Operating cash flow experiences a steeper increase for firms which have replaced their CEOs 

within one year following a buyout

Lossen, 2006
The specialisation effect Specialist funds are able to leverage sector-specific knowledge better than generalists

Le Nadant, Perdreau and Bruining, 

2018

The specialisation effect Industry specialization improves the profitability by 7.5% vis-à-vis generalist funds

Loos, 2007
The experience effect Deal partner experience is positively correlated with operational performance

Humphery-Jenner, 2012 The size effect

Private equity funds generate an IRR of 5.2% when investing in the top quantile of companies. 

IRR is oppositely -2.9% when investing in the lowest quantile.

Cumming, Fleming and Suchard, 

2005

The size effect

Smaller companies rely on operational support from their private equity owner, but if a big PE 

firm invests in a small company they will dedicate less resources to manage the investment. Big 

PE funds are thus best suited to own big companies and vice versa for small PE funds

Axelson, Strömberg and Weisbach, 

2009

Investing under pressure

When there is excess capital available at the end of the investment cycle it will lead to agency 

conflicts and motivate the PE fund to engage in bad deals

Degeorge, Martin and Phalippou, 

2016

Investing under pressure Secondary buyouts made under pressure underperform other buyouts

Stotz, 2011 Geographical proximity Domestic deals are better equipped to create value than non-domestic deals due to improved 

monitoring and institutional knowledge
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Progressing to the drivers of operational value creation, this paper has concentrated on six po-

tential drivers. Scholars have found that CEO replacement, industry specialisation, experience 

of the acquirer, private equity firm size, and geographical proximity all have a positive effect on 

value creation (Lossen, 2006; Loos, 2007; Guo, Hotchkiss and Song, 2011; Stotz, 2011; 

Alperovych, Amess and Wright, 2013; Le Nadant, Perdreau and Bruining, 2018), whereas in-

vestments made under pressure impact the potential for value creation negatively (Degeorge, 

Martin and Phalippou, 2016).  

Upon reviewing the literature, this paper has detected two voids in the literature concerning 

secondary buyouts. The authors find that limited attention has been dedicated to the Nordic 

buyout markets and further that no notable papers have attempted to identify well-performing 

SBOs through the traditional value creation drivers identified in this paper. 

In relation to the empirical strategy and research design applied by the scholars, they utilise a 

wide range of different regression analyses. However, with an emphasis on simplicity, the OLS 

design allows for easy interpretation (Achleitner and Figge, 2014). As for the time windows, all 

scholars test their sample by comparing the operational performance from [-1 ; +1, +2 or +3]. The 

size of the sample is much less uniform. Sample sizes range from two digits to several thou-

sands, while the investigated period is often less than 10 years. 
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5.     Formulating Hypotheses 
In reviewing existing literature, it became evident that several hypotheses are obvious candi-

dates for empirical testing in a Nordic context. The formulation of hypotheses in the following 

section is divided into two parts similar to the previous sections. First, the difference between 

operational value creation in primary versus secondary buyouts will be hypothesised. Subse-

quently, focus will be put on formulating hypotheses that can help explain why some secondary 

buyouts realise better operational value creation than other.  

5.1 Operational Performance in Primary versus Secondary Buyouts 

The review of literature and theory revealed that PE-backed companies overall perform better 

when compared to non-backed companies driven by a set of operational factors. Scholars, how-

ever, have been less prone to study differences in operational performance among private eq-

uity backed companies depending on the number of buyouts a company has been exposed to. 

The literature on the topic is rather ambiguous, with scholars arguing for both positive and 

negative impacts of consecutive buyouts (Wang, 2012; Achleitner and Figge, 2014; Bonini, 2015; 

Degeorge, Martin and Phalippou, 2016). Still, the overall consensus appears to be that secondary 

buyouts offer less potential for operational value creation as opposed to primary buyouts. As 

Bonini (2010, p. 3) notes:  

“[…] Once a business has been spruced up by one owner, there should be less value to be created 

by the next”  

The paper will investigate if the proposed negative relation between operational performance 

and SBOs holds through a number of growth-, profitability-, return- and efficiency measures8.  

Inspired by the study from Achleitner and Figge (2014), this study wants to add to the existing 

literature on buyouts by investigating the difference in operational performance between PBOs 

and SBOs in a Nordic context. The first hypothesis is formulated as follows:  

H1: Secondary buyouts exhibit inferior operational performance compared to primary buyouts 

 
8 See section 6.1.4 for elaborate explanation on operational performance measures  
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5.2 Operational Performance Drivers in Secondary Buyouts 

Progressing to the second layer, this section will propose six hypotheses that relate the typical 

private equity operational factors to secondary buyouts. The purpose is to identify the success-

ful SBOs amongst the unsuccessful and to explore what drives operational value creation for 

these. Despite the stigma against SBOs as a necessary evil in modern private equity, limited re-

sources have been dedicated to discovering what characterises a successful SBO and what does 

not. This paper will thus add a new dimension to the existing body of literature on the Nordic 

region. 

As outlined in the toolbox section, private equity firms unleash operational value by replacing 

the CEO, either in an attempt to remove managerial inefficiencies or simply because they need 

a different profile to drive the desired changes in the portfolio company (Guo, Hotchkiss and 

Song, 2011). While the replacement fraction varies among sources, they all show that CEO re-

placement is a commonly used lever in buyouts. Kaplan (1989) found a 16% replacement ratio, 

Räisänen (2017) reports a CEO turnover rate of 32%, whereas Gong and Wu (2011) find a turn-

over of 51%. Multiple scholars have documented a significant positive effect on operational per-

formance from replacing the CEO in PE-backed firms (e.g. Berg and Gottschalg, 2005; Gong and 

Wu, 2011), which inspires further investigation of the topic. The papers referred to in this section 

all measure the turnover ratio as replacements occurring after the buyout. However, the authors 

also suspect that CEO replacements may be used as a tool to titivate targets before commencing 

a divestment process. The question remains if a CEO replacement prior to a divestment im-

proves the new private equity firm’s chances of operational value creation. It is therefore inter-

esting to explore if the effect from CEO replacements prevails when changing the proposed 

timeframe to include the year leading up to the buyout. 

To investigate if the proposed positive relationship between CEO replacement and operational 

value creation holds in the context of Nordic SBOs, the thesis presents the following hypothesis:  

H2(A): Operational performance is superior in SBOs where the CEO has been replaced within 

one year on either side of the buyout  
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Some private equity firms confine their activities by identifying as a specialist-fund, dedicated 

to investing in specific industries only (e.g. pharma, consumers staples or infrastructure). This 

choice is in contrast to private equity firms that operate generalist-funds focused on size or ge-

ography (e.g. mid-market targets or firms with operations in the Nordic region). Interestingly, 

scholars have documented a significantly positive effect from operating as specialist fund 

(Lossen, 2006; Le Nadant, Perdreau and Bruining, 2018). According to Cressy, Munari and Mil-

ipiero (2007), specialist funds benefit from reduced uncertainty and information asymmetries. 

Instead, the specialist funds accept the risk of being undiversified. The cost of being undiversi-

fied nevertheless seems to be diminishing compared to the benefit of specialising. Again, liter-

ature has only confirmed that the specialisation-effect prevails for the general genre of buyouts. 

Curious to explore if the effect remains when tested on SBOs specifically, the authors present 

the third hypothesis of the paper: 

H2(B): Operational performance is superior in SBOs backed by specialist-funds vis-à-vis gener-

alist-funds 

The lead partner of a private equity fund is instrumental to the success of an investment. A good 

lead partner is expected to set a strategic direction for the portfolio companies and source the 

best deals. While a lead partner is often not directly involved in the daily operations of the com-

pany, he/she is still the main responsible for the portfolio company. Loos (2007) found a positive 

correlation between firm performance and deal experience of the lead partner, which warrants 

further investigation into the area of SBOs. He measures lead partner experience based on num-

ber of previous deals, which appears to be a reliable proxy for employee-specific experience. In 

a different attempt to capture the effect of experience, Alperovych, Amess and Wright (2013) 

apply private equity firm age as the variable and also find a positive relation with portfolio 

company performance. Unlike the above statement concerning lead partner experience, private 

equity firm age is a proxy for the company wide experience rather than the person-specific. 

Applying private equity firm age as proxy for experience, however, seems rather flawed. As 

experience is intrinsic to the individuals employed at the private equity firm, it is also highly 

dynamic. If a lead partner leaves a private equity firm, it leads to a loss of experience. It may be 
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that a few highly profiled investment professionals start a new private equity firm, or that an 

old private equity firm has just lost all of its experienced lead partners and have to replace them 

with someone much less experienced. This dimension is simply not captured by using private 

equity firm age as proxy. To accommodate this flaw, this paper will therefore only apply lead 

partner experience as proxy. Inspired by the study of Loos (2007), the authors hypothesise: 

H2(C): Lead partner experience is expected to correlate positively with operational performance 

in SBOs  

As the paper outlined in the literature review, private equity firm size can be applied as a proxy 

for the resources available within the fund. Assets under management (AUM), is considered the 

most holistic representation of size. A high relative AUM indicates that the fund is able to man-

age bigger investments through a more profound setup. Inspired by findings of Humphery-

Jenner (2012) and Kaplan and Schoar (2005), the authors expect the size-effect to prevail for SBOs 

and hypothesise the following:   

H2(D): A positive effect on operational performance is expected to prevail contingent on private 

equity firm size in SBOs  

The go-for-broke notion, as presented by Degeorge, Martin and Phalippou (2013), suggests that 

private equity firms are more prone to engage in bad deals, when transactions are made under 

pressure in the investment phase. Practitioners increasingly refer to late-stage SBOs as ‘money 

burning devices’:  

“Unused capital, known as “dry powder,” [...] could give some managers an incentive to scramble 
and spend money before it expires. And it may already be visible in secondary buyouts” 
(Degeorge, Martin and Phalippou, 2013, p. 8).  

Unlike the other hypotheses presented in this section, the negative effect on operational perfor-

mance in SBOs from investing under pressure has already been proven by several scholars (e.g. 

Axelson, Strömberg and Weisbach, 2009; Degeorge, Martin and Phalippou, 2016). The authors 

expect the described negative relationship to hold and thus derive the following hypothesis:   

H2(E): Operational performance is inferior in SBOs made under pressure  
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Berg and Gottschalg (2005) stress that governance mechanisms, the parenting effect and strate-

gic planning are vital operational factors for private equity firms to unleash operational value. 

Sorenson and Stuart (2001) propose that the magnitude of these operational factors is contingent 

on the geographical scope of the private equity firm. Scholars test this relationship by observing 

the geographical presence of private equity firms, i.e. how many countries they spread across 

and if they are present in the country where the target is headquartered. However, as this thesis 

is interested in a slightly more granular angle, the authors distinguish between domestic and 

non-domestic transactions to better determine the effect of geographical proximity. The pro-

posed relationship is expected to hold for SBOs as well, which leads to the formulation of the 

final hypothesis:   

H2(F): Close proximity between the target and the private equity firm has a positive impact on 

operational performance in SBOs 
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6.     Methodology 
Upon commencing the empirical work, the authors were confronted with multiple methodo-

logical dilemmas. The overarching purpose of the methodology section is to ensure a proper 

and theoretically correct foundation for testing the data. The considerations relate to treatment 

of the sample group, selection of variables and empirical strategy. The approach is illustrated 

by Figure 16 below: 

Figure 16: Structure of the Methodology Section 

 

Source: Authors’ own creation 

The first section decomposes considerations and choices made in the attempt to construct a rep-

resentative sample. Subsequent to this, the process of choosing relevant explanatory- and con-

trol variables is described. To summarise, section 6.3 provides a graphical overview of the cho-

sen variables, before progressing to the final section which debates the empirical strategy and 

choice of estimation method. 

 

Construction of treatment group 6.1.1
Construction of control group 6.1.2
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6.1 Constructing a Representative Sample 

Construction of a representative sample is imperative to the empirical testing of operational 

value creation in private equity transactions. Hence, it remains a key objective to treat the data 

appropriately, a process which follows  the guidelines proposed by Nielsen (2017). The final 

sample is thus assumed to be I.D.D.9 to allow for valid inference. 

In constructing a representative sample, two key groups of companies are considered; a treat-

ment group and a control group. The treatment group is comprised of private Nordic companies 

acquired by private equity firms in the period 2010-2016. This group was further divided into 

primary buyouts and secondary buyouts. For each of the companies in this treatment group, a 

corresponding control group was constructed. The control group contains companies within the 

same industry, which were active during the same period. In theory, the sample would inher-

ently constitute all Nordic private equity transactions in the period from 2010-2016, yet a perfect 

sample is nearly impossible to attain in practice. The sample is limited by constraints like time 

period, data availability and unsystematic outliers.  

In addition, the authors have deliberately chosen to construct the sample based on a treatment- 

and control group rather than examining the secondary private equity transaction in direct com-

parison to the primary acquisition of the same company. This choice is motivated by two factors. 

First, scholars that have employed the latter approach have experienced severe complications 

in comparing the first private equity acquisition to the second, since the portfolio company 

evolves substantially under private equity ownership, both in terms of business model and fi-

nancial reporting standards (e.g. Rasmussen and Enggård, 2014). Second, the time aspect is dif-

ficult to account for when comparing the same company through different periods, why the 

authors considered it more suitable to compare the focal company to similar companies at spe-

cific points in time.  

 
9 ‘Independent and identically distributed’, meaning that the random variables have the same probability dis-
tribution and are mutually independent (Wooldridge, 2015) 
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The process of constructing a representative treatment- and control group is decomposed into 

four sections. First, the process of identifying relevant treatment group companies and control 

group companies is explained. Then, the extraction and adjustment of financial data is described 

before justifying the choice of dependent variables and time window, which eventually leads to 

the process of identifying potential pitfalls and treating these.  

6.1.1  Construction of Treatment Group 

MergerMarket has been the primary source for identifying Nordic buyouts in the period from 

2010-2016. The platform contains granular information and financial metrics on M&A transac-

tions across the world, and is widely used in practice as well as in academia (Rosenbaum and 

Pearl, 2013)10. A useful feature of the screening tool is the option to divide private equity trans-

actions into different categories, including primary- and secondary buyouts.  

The gross list of primary- and secondary buyouts was subsequently reduced based on a number 

of criteria. First, divisional buyouts, spin-offs and buy-and-build transactions were removed as 

these do not constitute pure-play private equity transactions. Second, a qualitative screening of 

transactions with non-private equity buyer and/or seller revealed a number of irrelevant trans-

actions subject to flaws in MergerMarket’s default settings, these were removed from the sample 

as well. Third, private equity acquisitions of less than 50% of a company (i.e. minority invest-

ments) were removed, since this does not allow the private equity firm to autonomously apply 

leverage and facilitate the desired operational improvements. Finally, unavailability of data also 

forced the authors to exclude additional transactions, which were otherwise considered relevant 

to include in the sample. This process narrowed the gross number of buyouts from 1,032 to 235. 

The final sample is thus compromised of 142 primary buyouts and 93 secondary buyouts, as 

depicted in Figure 17 below. It remains important to reiterate that the first three screening crite-

ria were deliberate delimitations implemented to ensure a pure PBO and SBO sample, whereas 

data availability is the only factor that impairs the optimal sample size. 

 

 
10 See Appendix 2 for a snippet of the MergerMarket database 
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Figure 17: Treatment Group Screening Process 

 

Source: Authors’ own creation 

Subject to the different deselection criteria, a modified treatment group remained. This group 

was then cross-checked against DVCA, SVCA, NVCA and FVCA11 to ensure that no relevant 

transactions had been left out. These local private equity organisations provide a detailed over-

view of private equity transactions in the respective countries and are thus reliable sources for 

data comparison.   

6.1.2  Construction of Control Group 

In the examination of operational value creation in private equity, it is essential to control for 

industry- and time fixed effects. This is important since the buyout transactions in the treatment 

group span seven years and numerous industries, all of which are subject to different funda-

mental drivers.  

Academia follows two approaches when creating a control group that accounts for industry- 

and time effects. The first is a ‘direct matching strategy’ in which a given treatment observation 

is matched with a select number of comparable companies within the same time period (e.g. 

 
11 [Country] Venture Capital and Private Equity Association 
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Excluding non-pureplay SBOs
e.g. venture capital and 

passive investors
-41

Excluding minority 
investments -39

Removing 
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Kaplan, 1989; Smith, 1990). This approach is favourable since it allows for manual selection of 

the most comparable control companies in terms of business model, size and profitability. Yet, 

it is subject to selection bias and it can further be difficult to find directly comparable companies. 

The second method is an ‘industry matching strategy’, where a benchmark control group is 

created based on a large number of companies within the same industry (Rosenbaum and 

Robin, 1983; Achleitner and Figge, 2014). Here, a median of a larger group of comparable com-

panies within the same industry is calculated, which mitigates the selection bias. Further, it can 

be argued that this approach better resembles the industry as a whole as opposed to considering 

only close peers. The authors have therefore chosen the ‘industry matching strategy’ to create 

control groups.  

To establish control groups for each of the treatment group transactions, granular industry 

codes for each company had to be obtained. These were extracted from Valu812 in the form of 4-

digit NACE13 codes. Each of these were crossed-checked against the company’s website to en-

sure a correct industry classification. For all of the seven transaction years, a list of unique NACE 

codes was composed as depicted below: 

Figure 18: Unique NACE Codes per Year 

 
Source: Authors’ own creation 

Collectively, this yielded 221 unique control groups that were to be obtained. The authors con-

sidered Orbis the optimal database, as it is possible to classify companies within different NACE 

codes across the Nordic region. The drawback of using Orbis is, however, that the database only 

shows companies currently in operation, which exposes the control groups to survivorship bias 

and changes in industry classifications. To accommodate these challenges, the authors consulted 

 
12 Data base with financial information on Nordic companies 
13 NACE (Nomenclature of Economic Activities) is the European statistical classification of economic activities 
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CBS library and gained access to back-up files of former Orbis versions from the last 10 years 

and used these for the respective transaction years. This allowed the authors to collect 221 

unique control groups based on industry and transaction year, while accounting for the men-

tioned drawbacks. The median number of companies within each control group amounted to 

15614. In the rare case that the 4-digit NACE code did not provide more than 10 control compa-

nies, the 3-digit NACE code was used instead, which is in line with the approach applied by 

Bonini (2015). The 3-digit NACE code represents a slightly broader industry classification, but 

remains relevant for industry comparison purposes.  

Each control group extraction constituted a large and encompassing amount of financial data, 

which collectively allowed for calculation of the respective operational performance measures 

in the treatment group’s performance window. Section 6.1.5 elaborates on how the control 

group performance is implemented in the statistical model.       

6.1.3  Extraction and Adjustment of Financial Data for Treatment Group 

To make an informed choice of which variables were best suited to measure operational value 

creation in the treatment group, the required financial data had to be extracted. During this 

process, it was important to obtain as granular financial data as possible to explore all avenues 

of operational value creation measures.  

Valu8 was selected as the preferred choice for extraction of financial data15. The database con-

solidates financials from annual reports across the Nordics and provides access to extraction in 

a standardised format that allows for easy comparison. Unfortunately, MergerMarket and 

Valu8 do not share common identification codes, thus each transaction from the treatment 

group had to be manually matched with Valu8. To ensure correct matching, cross-checks were 

made against relevant databases such as Orbis, Greens and Brønnøysundregistrene in case of 

doubt. An important element in the matching process was to identify changes in the company 

structure subsequent to the buyout. It is common that private equity firms acquire portfolio 

 
14 See Figure 24 in section 7 for an overview of control group companies per industry 
15 See Appendix 2 for a snippet of the Valu8 database 
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companies through new holding company structures divided into several layers (Scellato and 

Ughetto, 2013). Therefore, Valu8’s built-in function for consolidating numbers was highly useful 

in the process of ensuring comparable financial figures pre- and post-buyout. In the event that 

consolidated numbers did not exist, the group financials were extracted from the pre- and post-

buyout entity and subsequently merged.   

Once all relevant financial data had been collected, minor alternations had to be performed to 

ensure comparability across the treatment group and control groups. First, the companies with 

annual reporting not following the calendar year were pro-forma calendarized. For instance, a 

company with annual reporting ultimo June would have ½ of 2016 and ½ of 2017 constitute the 

annual accounts for 2017. This inevitably poses a slight bias, especially for rapidly growing com-

panies, but these adjustments were rare, and the negative effect assumed correspondingly small.  

Secondly, a small number of companies had a specific annual report with a reporting period 

exceeding 12 months. The primary reason for this is M&A activity and a subsequent change of 

reporting period. To mitigate this, the respective year was multiplied by e.g. 12/18 if it had a 

reporting period of 18 months. Again, the negative effect of this slight bias on the validity of the 

sample is considered negligible. 

Finally, the disclosure requirements across the Nordics sometimes vary. Danish companies be-

low accounting class ‘C’ are for instance not obliged to disclose revenue numbers (Danske Love, 

2020). This meant that gross profit had to be used as a proxy for revenue, both when looking at 

revenue growth and EBITDA-margin expansion for a select number of companies. Given that 

both measures are metrics rather than absolute numbers, the effect is negligible, yet still worth 

mentioning.   

6.1.4  Choice of Dependent Variables to Mirror Operational Value Creation 

The choice of dependent variables is the premise for measuring differences in operational value 

creation. To account for the fact that operational performance can be measured using different 

dimensions, the authors have been thorough in consulting existing literature for inspiration. 

Overall, existing literature decomposes operational performance into four main categories; 
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growth, profitability, return and efficiency. Collectively, these measures thus constitute our 

analysis of operational value creation in buyouts as eluded to below. 

Growth 

The authors have chosen revenue growth as the sole indicator of operational performance im-

provements through growth. The compound annual growth rate (CAGR)16 shows how much 

the private equity firm has been able to annually grow the portfolio company’s top line from [-

1 ; +2]. The use of a compounded growth rate mitigates some of the potential biases resulting 

from differences in company sizes and exchange rate fluctuations. Also, the measure is com-

monly used in academia (e.g. Achleitner and Figge, 2014; Bonini, 2015), since it does not allow 

for much accounting flexibility (Plenborg, Petersen and Kinserdal, 2017). Albeit, revenue 

growth also has its natural limitations due to the lack of transparency in distinguishing between 

organic and inorganic growth. Some private equity players pursue acquisitive growth through 

buy-and-build or roll-up cases. Inorganic growth is, however, not necessarily value creating, if 

profitability is sacrificed in favour of chasing top line expansion. Hence, it remains important to 

view revenue growth in conjunction with profitability measures when assessing operational 

value creation.  

Profitability 

To account for the limitations related to revenue growth, the development in profitability is 

considered as well. By considering EBITDA-margin expansion from [-1 ; +2], it is possible to 

assess whether growth has been truly value creating or if it comes at the expense of profitability. 

The choice of EBITDA-margin as opposed to other profitability margins is motivated by two 

factors. First, EBITDA is commonly applauded in academia since it allows for comparability 

before different tax-, interest- and depreciation regimes (Plenborg, Petersen and Kinserdal, 

2017). Second, the metric is widely used in practice through the EV/EBITDA multiple to assess 

the value of a company, and is thus relevant to assess actual operational value creation 

(Rosenbaum and Pearl, 2013).  

 
16 All formulas for operational value creation measures are available in Appendix 3 
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Return 

The return derived from a private equity investment is a direct expression of the observed value 

created in the portfolio company. The return calculations are naturally subject to constraints in 

the denominator as eluded to in the section that follows, yet valuable insights regarding opera-

tional value creation can still be obtained. Returns can be measured in a number of ways, but 

the most relevant measures were chosen to be return on invested capital (ROIC), return on assets 

(ROA) and return on equity (ROE), all of which apply EBIT in the numerator to account for 

different tax- and interest regimes (Plenborg, Petersen and Kinserdal, 2017). ROIC is arguably 

the most important measure, since the metric pinpoints the return generated on the invested 

capital (IC), regardless of how the acquisition has been financed (Plenborg, Petersen and 

Kinserdal, 2017). ROA captures return on book value of assets on the balance sheet and is thus 

a useful indicator of the return generated from capital invested in a company’s asset base. ROE, 

on the other hand, is a good measure for highlighting the return generated by the equity in-

vested in the company. This metric is hence a relevant metric for assessing the return a private 

equity firm attains on the money it has invested. All measures are chosen based on the consen-

sus formed in relevant articles on the topic and are calculated as the change in the return meas-

ure from [-1 ; +2] (Loos, 2007; Guo, Hotchkiss and Song, 2011; Achleitner and Figge, 2014).  

Efficiency  

Private equity practitioners are further relying on the portfolio company’s ability to generate 

cash, since this is eventually used for paying interest, principal payments and dividends. Cash 

generation is therefore a solid indicator of how successful the private equity firm has been in 

ensuring efficiency in operations. Accordingly, the free cash flow relative to invested capital 

(FCF/IC) is used as an expression of efficiency, in line with other scholarly work (Brush, 

Bromiley and Hendrick, 2000). Again, the change in this metric from [-1 ; +2] constitutes the 

dependent variable.  

6.1.5  Adjusting for Industry- and Time Effects in the Dependent Variable 

Overall, it is possible to account for industry and time effects in two distinct ways (Guo, 

Hotchkiss and Song, 2011). Either by incorporating industry- and time control variables into the 
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regression or by adjusting for the effects directly in the dependent variable. The latter will create 

an ‘abnormal return’ measure, implying that the dependent variables are delta-performance in-

dicators.   

Given that the objective of the study is to capture pure effects caused by the explanatory varia-

bles on the respective dependent variables, the second approach, i.e. to control for fixed effects 

directly in the dependent variables, was considered best practice. The rationale behind this is 

that time and industry are not directly within the scope of the study, despite their inherent effect 

on operational performance. Including time and industry variables as controls would blur in-

ferences and impair the fit of the model. Also, the study is explorative and not predictive, which 

means that the choice does not affect the chosen econometric interpretation form.  

The dependent variables thus become ‘delta performance’ measures, as these measure the dif-

ference between operational performance in treatment companies and the median of the respec-

tive control groups. This exercise has been illustrated below, using the sales CAGR variable as 

example:  

Figure 19: Calculating Delta Performance Measures 

 

Source: Authors’ own creation 

6.1.6  Selection of Time Window 

The selection of a suitable time window for the study requires elaborate reasoning. As depicted 

below, existing literature on the difference in performance among primary- and secondary buy-

outs shows some degree of dispersion regarding time window selection: 
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Figure 20: Overview of Selected SBO Studies and the Applied Time Window 

 

Source: Authors’ own creation 

Evidently, it is common to select the year prior to the transaction [-1] as the base year for the 

analysis. The ‘effect year’, however, remains subject to slight discrepancy illustrated by scholars 

choosing both [+1, +2 and +3]. Insights by Alperovych, Amess and Wright (2013) suggest that 

private equity firms generally succeed in implementing the required operational improvements 

within the first two ownership years. They found that the observed efficiency patterns appear 

convex, indicating that the main efficiency improvements are facilitated in the first two years of 

the holding period. Therefore, +1 would likely not allow for sufficient operational improvement 

to be attained, whereas +3 would likely be distorted by strategic initiatives such as acquisitions 

or business model innovations. To accommodate these insights, the authors have chosen [+2] as 

the effect year, creating a time window of [-1 ; +2]. 

6.1.7  Potential Pitfalls of the Data 

Working with financial data is subject to uncertainty relating to both availability and flexibility 

following a buyout. Availability can lead to challenges both in terms of the aforementioned 

changes in ownership structures and disclosure obligations. The flexibility aspect, however, is 

something that cannot be adjusted for without causing significant uncertainty. This section will 

therefore outline the potential pitfalls and how the authors seek to mitigate these and the ex-

treme data values they may cause. 

Authors Geography Time period Sample size Time window

Achleitner and Figge, 
2014

Europe 1998 - 2010 2,456 -1 | +1; +2 

Bonini, 2010 Europe 1998 - 2008 2,911 -1 | +1 

Wang, 2012 UK 1997 - 2008 4,908 -1 | +1; +2; +3 

Degeorge, Martin and 
Phalippou, 2013

Worldwide 1986 - 2007 5,849 -1 | Exit 
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The first and most influential is the goodwill addition subsequent to a buyout. After the pur-

chase price allocation (PPA)17 following a buyout, the residual amount that cannot be ascribed 

to current assets is booked as goodwill (Rosenbaum and Pearl, 2013). This amount can be con-

sidered a ‘premium’ paid for the additional intangible attributes of the target. Both the revalu-

ation of the balance sheet from book values to market values and the addition of goodwill, ce-

teris paribus, inflate the balance sheet amount. Correspondingly, the change in ROIC and ROA 

between [-1 and +2] will become artificially low as the denominator in both metrics switches 

from book values to restated market values. This anticipated negative development in ROIC 

and ROA would be problematic and difficult to account for if comparing performance in buyout 

companies to non-buyout companies. Similarly, buyouts with high leverage will be at a disad-

vantage to buyouts with low leverage when measured on [-1 to +2] return measures. However, 

this potential pitfall is mitigated partly by solely using private equity owned companies in the 

treatment group whilst using non-private equity companies in control groups. Also, the changes 

in different performance indicators are measured relative to other buyouts, controlling for fac-

tors such as entry leverage, profitability and asset base as eluded to in the section that follows. 

This further substantiates the choice of abnormal returns relative to a control group in the de-

pendent variable. By disregarding absolute returns, focus is shifted from economic to econo-

metric interpretation. 

The second, and also relatively influential pitfall, is differences in accounting practices related 

to goodwill amortisation. In general, treatment of goodwill follows either of two accounting 

regimes. The first is the IFRS18, which states that goodwill is subject to an annual impairment 

test and requires write-down in case of value deterioration. The second is GAAP19, which allows 

for annual amortisations of goodwill over the anticipated useful life, usually 20 years. When 

goodwill is amortised annually, this will naturally have a negative impact on P&L lines below 

 
17 Following an M&A transaction, accountants must restate the balance sheet of the target to market values 
(current values) through a process called a ‘purchase price allocation’ (Rosenbaum and Pearl, 2013) 
18 ’International Financial Reporting Standard’ – the accounting standards applied by most European countries 
19 ’Generally Accepted Accounting Practices’ – the accounting standards applied in the U.S. (U.S. GAAP), but 
also in various other countries as local GAAP 
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EBITDA, which impacts all return measures (ROIC, ROA and ROE) relative to the control 

group. The same is true for goodwill impairments, yet more infrequent and fluctuating in na-

ture. This accounting treatment of goodwill is a pitfall that distorts results but cannot be accu-

rately adjusted for. Therefore, the authors have been mindful of this when making inferences 

on results. (Plenborg, Petersen and Kinserdal, 2017) 

Finally, general accounting practices relating to aspects such as depreciation methods, treatment 

of off-balance-sheet items such as operating leases (pre IFRS 16) or other aspects that allow for 

accounting flexibility can also be responsible for potential pitfalls. The main reason is that some 

treatment and control group companies operate under local GAAP and others under interna-

tional IFRS. The reason for this discrepancy is that buyout funds are often based out of countries 

outside the Nordics for tax purposes, which impacts accounting standards for the holding com-

pany in which the consolidated accounts are often located. It is naturally desirable to have all 

treatment companies and control companies following the same accounting practices, but this 

is not achievable within the scope of the thesis. 

The potential pitfalls eluded to above will inevitably implicate the data, and potentially create 

some extreme values. Yet, by creating a scatterplot of the residual values as described in section 

6.4.2, it becomes clear that the outlier effect should not be too distorting. Therefore, rather than 

performing a treatment of outliers before proceeding to the statistical analysis, the authors have 

chosen to preserve the full sample and the variations that this entails. To accommodate potential 

distortions, the authors have instead performed a robustness analysis of extreme values through 

winsorization, which is in line with other papers on the topic (e.g. Achleitner and Figge, 2014; 

Bonini, 2015). This treatment of outliers is performed in section 9. 

6.2 Introducing Explanatory- and Control Variables  

It is paramount to select explanatory- and control variables that allows the thesis to capture the 

pure drivers of operational value creation. The selected variables are then further subject to 

scrutiny from relevant papers (Wang, 2012; Degeorge, Martin and Phalippou, 2013; Achleitner 

and Figge, 2014; Bonini, 2015). First, the thesis will outline the relevant areas of control that form 
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the basis for both the empirical test of performance in primary- versus secondary buyouts and 

the relative performance of secondary buyouts only. Secondly, the thesis describes the variables 

that are expected to provide further insights on variations in secondary buyout performance, 

i.e. the explanatory variables.  

6.2.1  Control Variables 

By including control variables, the statistical model will be further specified while the effect 

from external noise is diminished. 

The applied control variables can be divided into five categories, namely size, leverage, capital 

intensity, profitability and country. The size category constitutes only the total assets of the 

treatment company to control for performance effects related to the magnitude of operations. 

The leverage category constitutes two control variables, namely total debt/equity and total 

debt/EBITDA to control for performance effects related to the financing structure of the treat-

ment company. A property, plant & equipment (PP&E) to total assets metric is applied to control 

for capital intensity, a proxy for how much capital is required by the private equity firm to invest 

in tangible assets as the company grows. As similar metric was employed by Brush, Bromiley 

and Hendrick (2000). The profitability category constitutes EBITDA-, EBIT- and profit margins, 

all of which control for the economic state of the company pre-entry. Finally, the country cate-

gory is included as a dummy variable, which controls for country-specific factors across the 

Nordics. It should be noted that when fitting the model, a maximum of one variable per category 

can be employed, since the inclusion of additional variables would negatively impact the fit of 

the model.  

All control group categories are calculated based on t-1 financials to provide an overview of the 

state of the treatment group company prior to the investment, in line with existing scholarly 

work on the topic (e.g. Wang, 2012; Achleitner and Figge, 2014).  

6.2.2  Explanatory Variables 

The variables likely to hold explanatory power in an empirical context are vital to detect. By 

introducing these variables, the authors have readily assessed a potential correlation with the 
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dependent variables. The objective remains to examine whether empirical evidence supports 

the anticipated relationship.  

The first and only explanatory variable in the analysis of difference in performance among 

primary- and secondary buyouts is a dummy variable taking the value of 1 if the transaction is 

a primary buyout and 0 if the transaction is a secondary buyout. This distinction is possible to 

implement directly in MergerMarket. Regardless, the authors still manually assessed all trans-

actions to ensure that the correct classification was made. The authors further chose to separate 

the analysis of primary versus secondary performance from the other explanatory variables as 

to avoid noise and achieve a clearer result. As the literature review revealed ambiguity in dif-

ference between operational performance in primary- and secondary buyouts, it remains inter-

esting to see whether a clearer picture prevails in a Nordic context. 

CEO replacement is the first explanatory variable of the deep-dive into secondary buyout per-

formance. The variable is a dummy that takes the value of 1 if the CEO has been replaced within 

12 months on either side of the transaction, and the value of 0 if not. This information was de-

rived from annual reports and press releases. Despite the inherently endogenous nature of CEO 

replacements, which are often subject to poor performance or change in strategic direction, 

scholars have increasingly found evidence of operational improvements following CEO replace-

ments (e.g. Gong and Wu, 2011; Guo, Hotchkiss and Song, 2011). Therefore, the CEO replace-

ment dummy seeks to determine the potential for operational improvement as a result of chang-

ing the CEO as part of a pre- or post-buyout plan for value creation.  

Industry specialisation of the private equity firm has been widely demonstrated across Europe 

to have a positive impact on operational performance (Lossen, 2006; Cressy, Munari and 

Malipiero, 2007; Le Nadant, Perdreau and Bruining, 2018). To test this effect on the sample in 

question, a dummy variable has been constructed to take the value of 1 in case of industry spe-

cialisation and 0 if not. The assessment of whether the private equity firm is specialised in the 

industry of the respective transaction is based on two factors. First, the website of the private 
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equity firm was consulted for direct indications of industry specialisation. Secondly, Merger-

Market and Unquote20 were reviewed for indirect indications of industry specialisations, such 

as proportion of portfolio companies in a given industry or other database-specific indications 

of industry specialisation.  

Experience of the lead partner has been demonstrated by multiple scholars to have a positive 

impact on operational performance in private equity transactions (e.g. Loos, 2007; Acharya et 

al., 2013). The variable is constructed as an explanatory variable based on the number of deals 

the leader partner has previously been involved in. To establish the number of deals the partner 

has previously been involved in, both Preqin and MergerMarket have useful tools that provide 

deal experience for practitioners. This approach is similar to Loos (2007) who found significant 

results from lead partner experience.  

Private equity firm size is a powerful measure of both diversification ability and resource level. 

The diversification effect is driven by scale, which allows large private equity firms to specialise 

across several different industries. The resource level defines the scope of possible value-en-

hancing initiatives. Larger private equity firms have a wider range of possibilities to enhance 

value, as they have access to a different internal talent pool and external knowledge, but also 

because some operational value initiatives may be financially demanding. Similarly, scale al-

lows a private equity firm to engage in large transactions, where the cost-cutting and optimisa-

tion base is wider. Together, these characteristics are argued by Humphery-Jenner (2012) to sup-

port superior performance by large private equity firms. Conversely, Kaplan and Schoar (2005) 

argue that private equity performance could be subject to decreasing returns to scale, as smaller 

private equity firms are more likely to identify ‘hidden gems’ with substantial potential for op-

erational value creation. Yet, the majority of existing literature praises the advantage of size 

when creating operational value in buyouts (Cumming, Fleming and Suchard, 2005; Kaplan and 

Schoar, 2005; Hellmann, Lindsey and Puri, 2008). AUM at the time of the transaction is consid-

ered the best proxy for private equity firm size. The AUM proxy also receives wide academic 

 
20 See Appendix 2 for a snippet of the Unquote database 
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support, which has motivated the choice further (Cumming, Fleming and Suchard, 2005; 

Achleitner and Figge, 2014). Under ideal circumstances, this number was sourced from annual 

reviews from the private equity firm for the respective year. Alternatively, the number has been 

constructed based on the accumulated AUM of all operating funds in the year of the transaction. 

Pressure to invest can be a constraint to realising sufficient operational improvements, as it 

often inspires bad investment decisions. Axelson, Strömberg and Weisbach (2009) attribute this 

tendency to a skewed incentive structure at the end of a fund’s investment period. The authors 

argue that since excess committed capital can lead to a reduction in management fees, the pri-

vate equity fund is incentivised to deploy the capital in companies that have been vetted less 

diligently. Degeorge, Martin and Phalippou (2016) confirm this go-for-broke behaviour, which 

they find destroy value in secondary buyouts. In line with this study, an explanatory variable 

has been constructed to indicate when investments have been made under pressure. The 

dummy variable takes the value of 1 if the transaction is announced more than 3.5 years after 

the inception of the fund, and 0 if otherwise. This data was gathered from Unquote, which gives 

access to both fundraising data and investment periods. Given that most funds operate with an 

investment period of five years, investments made during the remaining  1.5 years of the invest-

ment phase are classified as ‘made under pressure’ (Degeorge, Martin and Phalippou, 2016). 

Domestic investment is an indicator of the geographical proximity between the transaction 

company and the acquiring private equity firm. The variable takes the value of 1 if the transac-

tion company and the acquiring private equity firm are domiciled21 in the same country. The 

notion that geographical proximity should positively impact operational performance in a pri-

vate equity buyout was first introduced by Sorenson & Stuart (2001), who argued that general 

co-localisation of the portfolio company and private equity firm increases the potential for value 

creation. Stotz (2011) builds upon this notion and specifies that private equity returns are highly 

contingent upon the private equity firm being domiciled in the same country as the portfolio 

 
21 For the private equity firm, ‘domiciled’ refers to headquarter or majority of resources 
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company. The data to create the dummy has been collected from the respective private equity 

firms’ websites, which all contained an overview of headquarter locations. 

6.3 Collective Overview of Variables for Statistical Analysis 

To reiterate the most important points, all of the selected variables have been gathered in the   

figure below. This provides an overview of the key takeaways from the previous section: 

Figure 21: Overview of Variables 

 

Source: Authors’ own creation 

6.4 Empirical Strategy 

As a final remark on methodology, this section includes the considerations encountered when 

deciding the empirical strategy for the paper. The empirical strategy relates to the choice-, as-

sumptions behind- and fitting of the selected estimation method.  

6.4.1  Choice of Estimation Method; OLS 

To study the difference in performance between primary- and secondary buyouts and which 

factors influence secondary buyout performance, the authors have chosen to apply OLS. This 

estimation method is common for linear models and is widely used in practice and academia 
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(Angrist and Pischke, 2008). The OLS is powerful in the way that it allows for analysis of multi-

ple variables simultaneously, whilst yielding the best possible estimates when the underlying 

assumptions are satisfied22. However, to ensure an informed choice was made, multiple estima-

tion methods were considered. The reasoning behind selecting OLS and thus disregarding the 

remaining candidates has been described below. 

Wilcoxon signed-rank test is a second method used in the literature on secondary buyout per-

formance. The test has especially proved useful when analysing repeated measurements, e.g. 

analysing performance in the same portfolio company under two different private equity own-

ers. However, since the sample for this study is not based on repeated measurements, the Wil-

coxon test would not prove useful and is thus disregarded.  

Another possible test used when studying secondary buyouts is the Instrumental Variables 

(IV) estimation. This method is used when there is a sign of endogeneity, e.g. pairwise correla-

tion between explanatory variables or omitted variables that affect both the dependent- and 

explanatory variables (Wooldridge, 2015). Achleitner and Figge (2014) use IV in part of their 

analysis, since they experience a correlation between leverage at entry and LBO spreads. Yet, 

the approach appears reluctant with the research design of the thesis, given that the model is 

fitted to satisfy an OLS methodology. Also, the method is hard to perform in practice, especially 

when the sample does not suffer from endogeneity (Angrist and Pischke, 2008). 

A final estimation method to consider is the Heckman 2nd step. This specific approach is useful 

if part of the sample consists of unrealised deals. The objective is to cope with the potential 

selection bias that arise from private equity firms restraining from exiting underperforming in-

vestments. Concretely, the first step of the model assigns a realisation probability to the invest-

ment, using the investment age as identifier variable. In the second step, the respective opera-

tional performance drivers are determined by use of a linear regression. Despite several scholars 

having applied this method in similar analyses (e.g. Cochrane, 2005; Cumming and Dai, 2011), 

 
22 As per the Gauss-Markov theorem - see next section 
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the test does not prove useful in this case. The reason is that the authors have chosen to include 

only realised deals, which limits the potential for selection- and survivorship bias.   

The choice of OLS as the preferred estimator is based on a broad screening of models that could 

prove useful for the specific area of research. Additionally, most relevant comparable papers 

use OLS either as the sole statistical model or as part of a variety of models.  

6.4.2  Assumptions Behind OLS Estimation Method 

The Gauss-Markov theorem has been broadly applauded for stating that OLS produces esti-

mates which are superior to all other linear model estimations, when the underlying assump-

tions hold. When the OLS method satisfies the underlying assumptions, the method generates 

coefficient estimates that are unbiased and trending close to the true population values, i.e. OLS 

is said to be BLUE23. In practice, it is almost impossible to obtain BLUE, but this assumption is 

required for academic testing. The assumptions are centred around five areas, also known as 

the MLR 1-5; Linear parameters, random sampling, no multicollinearity, no omitted variables 

and no heteroscedasticity. (Angrist and Pischke, 2008) 

Linear parameters refer to the functional form of the model. Linear functional form implies that 

all beta values must also be linear. Yet, this does not imply that explanatory variables cannot 

have a non-linear form. Therefore, the specified model in the following section must fit a linear 

pattern, which is also the case. (Wooldridge, 2015) 

Random sampling implies that the error term must have a mean of zero, which indicates that 

the model does not systematically over- or underpredict. To achieve this, the sample must be 

drawn randomly. Given that the sample of this thesis consists of all transactions of relevance in 

the restricted time period, the sampling can indeed be characterised as random, thus this as-

sumption is considered satisfied as well. (Angrist and Pischke, 2008) 

No multicollinearity refers to the problem of correlation between explanatory variables. Strong 

relationships between these reduce the precision of the OLS estimates and thus the explanatory 

 
23 ‘Best Linear Unbiased Estimator’  
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power of the model. To account for this potential pitfall, the authors have fitted a correlation 

matrix of the explanatory variables used in the regression24. This allows for a multicollinearity 

check before fitting the actual model, with no indication that problems should arise. 

(Wooldridge, 2015) 

No omitted variables denote that failing to include variables with explanatory power will bias 

other variables and thus the model. The problem arises as a consequence of the omitted variable 

being correlated with one or more of the independent variables whilst also being correlated with 

the dependent variable. By leaving this variable out of the model, the omitted variable becomes 

correlated with the error term, which weakens the statistical power of the model and impairs 

the potential for proper inference on the remaining explanatory variables. To accommodate the 

importance of including all relevant variables, the authors have consulted numerous previous 

studies on secondary buyouts to study the variables used. This has reduced the potential for 

omitted variable bias vastly, yet this assumption is rarely entirely satisfied, as problems related 

to data availability and measurability can create complications. However, despite practical re-

strictions, the assumption of no omitted variable bias must be made for further statistical testing. 

(Angrist and Pischke, 2008) 

No heteroscedasticity indicates that the error term has a constant variance. This essentially 

means that the errors should be consistent across the sample, and thus not change for each ob-

servation or a range of observations. To check that no heteroscedasticity exists in the sample, 

the authors have created a scatterplot of the residuals across the sample against the fitted value. 

This is to ensure that the residuals are not disproportionately large or small for some part of the 

sample. Fortunately, this was not the case, which mitigates the potential pitfall of heteroscedas-

ticity. The authors have further chosen to apply robust standard errors, also referred to as Hu-

ber/White estimators, which increases the reliability of standard errors in the event of slight 

heteroscedasticity (Angrist and Pischke, 2008).  

 
24 See Appendix 4 
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Based on the above, it can therefore be derived that the sample has been collected in a way that 

satisfies the assumptions behind OLS to the furthest possible extent. Yet, there is always a po-

tential pitfall that cannot realistically be entirely mitigated; the assumption of no omitted varia-

bles. This assumption relies on both the inclusion of all relevant variables in previous work on 

the subject and on the ability to measure all relevant variables. However, in order to conduct 

further statistical analysis and make valid inferences, the authors must assume that the MLR 1-

5 are satisfied, which is commonly seen in academia (Angrist and Pischke, 2008). 

6.4.3  Fitting of Models 

The fitting of models has been conducted in line with the agenda proposed by Angrist and 

Pischke (2008), using the STATA software. This has been a dual-track process, where the two 

overall models have been fitted concurrently25: 

Model 1: Primary buyouts vs secondary buyouts 

Model 2: Determinants of secondary buyout performance 

Determinants: CEO replacement, industry specialisation, lead partner experience, private equity 

firm size, pressure to invest and domestic investment 

By employing this approach, the authors were able to ensure that the chosen control variables 

yielded the best possible model fit for both models. To illustrate the process by which the rele-

vant control variable categories26  were chosen to achieve the best model fit, please refer to Table 

1 below: 

 
25 See Appendix 5 for STATA input 
26 Size, leverage, capital intensity, profitability and country 
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The table illustratively highlights the process by which variables in the different categories were 

added and subsequently removed as to derive the best possible model fit27. All relevant varia-

bles were further tested for functional form (squared), interaction terms and log to allow for 

further model improvements in the case of non-linearity, multicollinearity or highly skewed 

distributions. Eventually, log(assets), debt/equity, capital intensity and EBITDA margin were 

found to be the best control variables for the respective categories, given that this combination 

yielded the best F-test for both models. All models presented in the sections that follow yielded 

F statistics of p < 0.05, which is generally seen as a prerequisite for statistical estimation and 

valid inferences (Angrist and Pischke, 2008). 

The choice of excluding the country variable from the model is motivated by three factors. First, 

the thesis focuses strictly on Nordic secondary buyouts, which is considered a collective unit 

with similar market dynamics (e.g. Spliid, 2013). Second, the limited number of transactions 

 
27 See Appendix 6 for the equivalent model fitting process for the remaining dependent variables 

(1) (2) (3) (4) (5) (6) (7)
SBO-dummy -0.169*** -0.159** -0.159** -0.159** -0.127* -0.129* -0.147*

-(0.063) -(0.076) -(0.076) -(0.079) -(0.075) -(0.074) -(0.076)
Log(assets) -0.034 -0.042 -0.043 -0.054 0.000 -0.05

-(0.020) -(0.020) -(0.020) -(0.020) -(0.019) -(0.020)
Debt/equity -0.096*** -0.096*** -0.112*** -0.114*** -0.103***

-(0.006) -(0.006) -(0.006) -(0.006) -(0.006)
Debt/EBITDA 0.009 0.009 0.005 0.003

(0.000) (0.000) (0.000) (0.000)
Capital intensive 0.004 0.06 0.071 0.047

-(0.102) -(0.116) -(0.119) -(0.109)
EBITDA margin -0.235* -0.249** -0.173**

-(0.318) -(0.304) -(0.213)
EBIT margin -0.034 -0.027

-(0.201) -(0.198)
Profit margin -0.147** -0.136*

-(0.020) -(0.019)
Sweden-dummy 0.096

-(0.074)
Norway-dummy 0.056

-(0.089)
Finland-dummy 0.137

-(0.105)
Observations 235 235 235 235 235 235 235
Adj. R2 0.024 0.021 0.022 0.018 0.048 0.047 0.053

Table 1: Example of model fitting - ROIC

Note: Table 1 illustrates the fitting of the model with different control variables. Standard errors are lowered in (·). For 
every regression, robust standard errors are applied and beta coefficients are calculated. * p < 0.10 ; ** p < 0.05 ; *** p < 
0.01
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within each country makes interpretation of differences difficult. Finally, despite the first two 

arguments, the authors decided to attempt the inclusion of country control variables in the 

model, but found that they impaired rather than improve it, hence they were eventually dis-

carded.  

The two final regression models are: 

1. Primary buyouts vs secondary buyouts 

o ∆𝑦!" = 𝛼 + 𝛽#𝑆𝐵𝑂 + 𝛽!(𝑋$) + 𝜀!" 

2. Determinants of secondary buyout performance 

o ∆𝑦!" = 𝛼 + 𝛽#𝐸𝑋𝑃 + 𝛽!(𝑂𝑇𝐻𝐸𝑅%&'$) + 𝛽!(𝑋$) + 𝜀!" 

In both models, ∆𝑦!" is the change in the respective performance measures over the period [-1 ; 

+2]. 𝑋′ is a vector of the control variables employed in both models and 𝜀!" is the error term. In 

model 1, SBO is a dummy variable taking the value 1 if the transaction is a secondary buyout 

and 0 otherwise. In model 2, 𝐸𝑋𝑃 is the explanatory variable being tested in the given model 

and 𝑂𝑇𝐻𝐸𝑅%&'′ is a vector of all remaining explanatory variables.
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7.     Dataset and Key Descriptives 
To ease the interpretation and provide meaningful context, this section will present the data in 

detail through key descriptives. This process is structured in three parts. The first part depicts 

the overall characteristics of the sample by decomposing it into years, countries and industries. 

The second part investigates relevant splits for the explanatory variables. Finally, the third sec-

tion provides key descriptives for the dependent variables on a pre- and post-buyout basis. 

7.1 Dataset Decomposition 

The dataset employed consists of 235 Nordic buyouts from 2010-2016, of which 142 are primary 

buyouts and 93 are secondary buyouts. The distribution between buyout transaction types 

across the years is illustrated below: 

Figure 22: Primary- and Secondary Buyout Observations per Year 

 

This distribution is in line with the overall transaction volume in the Nordics as described in 

section 2.5, which solidifies the quality of the sample. The steady increasing number of transac-

tions for the period, confirm the economic expansion which has occurred throughout the years 

studied. Yet, this aspect naturally impairs the generalisability of the findings for periods of eco-

nomic contraction.  

The geographical dispersion of transactions across the Nordics is of less importance for model 

purposes, following the notion that the Nordics is considered a uniform region with similar 
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dynamics. Correspondingly, the methodology section established that the inclusion of this var-

iable weakens the overall model, supporting the aforementioned notion. Yet, for the sake of 

transparency, the decomposition of transactions across each country is depicted below: 

Figure 23: Primary- and Secondary Buyout Observations per Country 

 

It is clear that the buyout market is more progressive in Sweden and Denmark than in Norway 

and Finland. This skewed distribution should not itself be perceived as a limitation given the 

Nordic homogeneity, but is still something to be mindful of when discussing the validity of 

results in a broader regional context. It should be noted that Iceland was also part of the search 

conditions, but no Icelandic buyouts were able to satisfy the selection criteria.  

Looking at the industry dispersion, it is clear that some industries are better represented than 

other in the sample. The below figure shows this dispersion for the 10 overall NACE codes 

across primary- and secondary buyouts: 

Figure 24: Primary- and Secondary Buyout Observations per Industry 
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Clearly, manufacturing and wholesale/retail/transportation dominate the sample, but this is a 

general theme seen across the Nordic business scene  and should not be considered alarming 

(Spliid, 2013). Contrarily, the relative share of transactions within each industry across primary- 

and secondary buyouts is reassuring for the comparability of the sample. Equally comforting is 

the fact that the median number of control group companies for each industry is proportionate 

to the number of transactions. 

7.2 Descriptives on Explanatory Variables 

The examination of explanatory variable characteristics will be based on the secondary buyout 

sub-sample, given that Model 2 does not include primary buyouts. These explanatory variables 

include CEO replacement, industry specialisation, lead partner experience, private equity firm 

size, pressure to invest and domestic investments.  

CEO replacement indicates whether the CEO has been replaced within 12 months on either side 

of the transaction or not. As depicted below, this is the case in 36.6% of the secondary buyouts: 

Figure 25: Proportion of CEO Replacement in SBO Sample 

 

This proportion of CEO replacements is much in line with Warner, Watts and Wruck (1998), 

who found that CEO replacement is intended by the private equity firm in 38% of buyouts, 

irrespective of the underlying performance pre-buyout. Also, Gong and Wu (2011) substantiate 

this replacement share by finding that 51% of CEOs are replaced within two years of a buyout 

announcement.  

Industry specialisation determines whether the private equity firm is perceived to have spe-

cialised resources within a specific industry. Evidently, this is often the case in this sample, with 

a total of 61.3% of private equity sponsors being industry specialised: 
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Figure 26: Proportion of Industry Specialisation in SBO Sample 

 

This proportion is relatively high in itself, but the presumed underlying reason is more com-

forting; the Nordics is home to a high proportion of local private equity firms, who often spe-

cialise in one or few industries to gain a competitive advantage against large international funds 

(Spliid, 2013). Lossen (2006) further finds that ~40% of European private equity firms are spe-

cialised, which substantiates the likelihood that the specialised Nordic region is actually at 

61.3%.   

Lead partner experience is constructed as a discrete variable based on the number of deals the 

lead partner has previously been involved in. The below illustration shows that the number of 

observations is decreasing concurrently with lead partner experience: 

Figure 27: Number of Previous Lead Partner Deals in SBO Sample 

 

Clearly, the distribution is right skewed, indicating that the experience of the lead partner is 

often relatively low. The distribution makes intuitive sense, since a substantial proportion of 

private equity practitioners leave the industry in favour of less stressful jobs after a number of 

years (Spliid, 2013). This is further supported by Loos (2007), who also finds equally right 

skewed distributions on age, tenure and experience in private equity.    
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Private equity firm size is indicated by the AUM of the private equity firm at the time of the 

transaction. Evidently, the amount of transactions with private equity firms holding less than 

EUR 2bn in AUM is dominating the sample: 

Figure 28: Private Equity Firm AUM at Time of Transaction in SBO Sample (EURbn) 

 

This distribution is not too surprising given that most of the transactions in the Nordics are 

performed by local private equity firms of a relatively small size, when considered in an inter-

national context (Spliid, 2013). Correspondingly, the secondary buyouts in the sample have a 

median revenue of EUR 70m, which again is low in an international buyout context (Humphery-

Jenner, 2012). The right skewed distribution of AUM naturally puts a constraint on generalisa-

tion of the results in an international context, yet should not impair the quality of the sample in 

a Nordic context.  

Pressure to invest is a measure for assessing whether the fund is near the end of its investment 

period when a transaction is made. This is proxied by funds with a tenure of more than 3.5 years 

at the time of the transaction, given that most funds operate with an investment period of five 

years (Spliid, 2014). As depicted below, approximately one-third of the transactions were made 

under pressure to invest: 

Figure 29: Proportion of Pressure to Invest in SBO Sample 
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Given that the ‘pressure to invest period’ of 1.5 years constitutes 30% of the total investment 

period of five years, the 36.6% indicate that Nordic SBOs are generally not undertaken propor-

tionally, but instead skewed towards the end of the investment period. This could be an indica-

tion that funds are rushing to deploy capital at the end of the investment period, suggesting a 

less diligent acquisition process (Axelson, Strömberg and Weisbach, 2009).  

Domestic investment indicates whether the private equity firm is domiciled in the same coun-

try as the transaction target. As seen below, this proportion amounts to 30.1% of the total sam-

ple: 

Figure 30: Proportion of Domestic Investments in SBO Sample 

 

This is a relatively low share compared to Stotz’ (2011) European sample where domestic trans-

actions constituted 43%. Yet, this comparison is difficult, since the Nordic region is unique in its 

highly integrated private equity markets, which are dominated by regional players. Since the 

regional transactions are not considered ‘domestic’, this is presumed to cause the relatively low 

share of domestic transactions in the sample.   

7.3 Descriptives on Dependent Variables 

As the dependent variables constitute the foundation for measuring operational performance, 

it is of imperative interest to understand the dynamics behind these. To accommodate this, a 

table has been constructed summarising the key statistical characteristics:  
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Three overall aspects are important to apprehend; i) the sign and magnitude of secondary buy-

out medians, ii) the difference between medians of PBOs and SBOs and iii) the sign of the differ-

ence between PBOs and SBOs.  

In relation to the first point, the sign and magnitude of secondary buyout medians are important 

since they allow for interpretation of the general performance trend following the buyout. Evi-

dently, the sales growth trend is highly positive, which indicates that growth is still attainable 

after the first buyout, for instance through bolt-on acquisitions. EBITDA margin expansion is 

slightly negative, indicating that it can be difficult to improve profitability, whilst also growing 

the business in the first years of ownership. This was expected given the nature of secondary 

buyouts, as the primary private equity firm has already taken measures to streamline the busi-

ness (Loos, 2007). Both return measures (ROIC, ROA and ROE) and the efficiency measure 

(FCF/IC) are moderately negative. This need not necessarily mean that secondary buyouts do 

not create operational value, given that underlying dynamics can distort these results. As dis-

cussed in the potential pitfalls section, these are possibly related to goodwill and accounting 

Obs. Median Obs. Median Difference

Performance improvement measures
    Sales 142 0.0887 93 0.0833 0.0055

(0.457) (0.537)

    EBITDA 142 -0.0114 93 -0.0195 0.0081
(0.147) (0.187)

    ROIC 142 -0.0207 93 -0.0785 0.0578
(0.498) (0.455)

    ROA 142 -0.0159 93 -0.0352 0.0192
(0.119) (0.117)

    ROE 142 0.0186 93 -0.0472 0.0658
(1.232) (0.844)

    FCF/IC 142 -0.0834 93 -0.1183 0.0350

(0.610) (0.396)

Control measures
    Log(assets) 142 4.6150 93 5.7789 -1.1639

(2.039) (1.893)

    Debt/equity 142 0.3568 93 0.3789 -0.0221
(2.902) (1.128)

    Capital intensive 142 0.0783 93 0.0445 0.0338
(0.223) (0.156)

    EBITDA margin 142 0.0956 93 0.1275 -0.0320
(0.127) (0.260)

Note: Table 2 shows median performance- and control measures for primary- and secondary buyouts in the [-1 ; +2] time 
window. Standard errors are lowered in (·). 

Primary buyouts Secondary buyouts

Table 2: Dependent variables descriptives - Primary- and secondary buyouts
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flexibility- and practices. Therefore, it is not representative to interpret on the sign and magni-

tude of these measures on a stand-alone basis. Instead, focus should be placed on understanding 

what drives the dispersion among the different transactions, which is exactly what the thesis 

attempts to do in the results section that follows.  

Observing the difference in performance medians between the primary- and secondary groups 

serves as a sanity check on the comparability of the sub-samples. Generally, the median differ-

ence should not be too substantial, given that buyouts generally have the same purpose, i.e. to 

create value through limited ownership (Achleitner and Figge, 2014). It is therefore comforting 

for the representativeness of the sample to see that differences are only moderate. Most signifi-

cant are ROIC and ROE differences, which can presumably be attributed to variations in lever-

age and thus fluctuation in the denominator. Further, the large difference in log(assets) is intu-

itive given that secondary buyouts are generally substantially larger than primary buyouts, 

since private equity ownership ceteris paribus increases the size of a company (Humphery-

Jenner, 2012).  

Finally, it is also interesting to understand whether the direction of the difference between pri-

mary- and secondary buyouts correspond to the proposed hypothesis of the thesis. This is the 

case for all performance measures, since primary buyouts exhibit superior performance changes 

relative to secondary buyouts. The higher initial leverage and profitability in secondary buyouts 

are equally intuitive, since leverage and profitability improvements are recurring themes in pri-

mary buyouts (Loos, 2007). The reason that changes in profitability during primary buyouts 

appear negative, whilst the entry level for secondary buyouts is higher than that of primary 

buyouts, is likely attributable to an intensified focus on profitability in the late holding period 

years, i.e. outside the chosen time window of [-1 ; +2]. It will thus be interesting to see in the 

following section whether these overall tendencies also apply in a controlled model.  
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8.     Interpretation of Statistical Results 
This part of the thesis will display and interpret the empirical results that will allow the authors 

to either accept or reject the hypotheses presented in section 5. The empirical tests are performed 

using the statistical software STATA, which provides both a user-friendly interface and solid 

tools for statistical analysis. The input used for the analysis is derived based on the methodology 

and data sections 6 and 7. When interpreting the results, the thesis addresses two distinct fea-

tures; the direction of the results and the magnitude of the results. Again, it should be stressed 

that the analysis applies an econometric interpretation and not economic interpretation, granted 

by the applied time- and industry controls as well as goodwill and debt distortions. The pre-

sented design of results has intentionally been simplified by disclosing only coefficients and 

standard errors for the explanatory variable of interest, whilst full models can be found in Ap-

pendix 7. 

To accommodate the general flow of the thesis, the result section is divided into two main parts. 

First, the results related to operational value creation in primary- versus secondary buyouts are 

presented. Subsequently, the determinants of operational value creation in secondary buyouts 

only are reviewed in six sub-sections corresponding to each of the explanatory variables; CEO 

replacement, industry specialisation, lead partner experience, private equity firm size, pressure to invest 

and domestic investment.   

8.1 Operational Value Creation in Primary- vs Secondary Buyouts 

The analysis of results related to the difference in operational value creation in primary- and 

secondary buyouts is based on hypothesis 1: 

H1: Secondary buyouts exhibit inferior operational performance compared to primary buyouts 

This hypothesis is based on the notion that a secondary financial sponsor provides limited up-

side, as much of the operational value creation potential has already been exploited by the first 

acquirer (Bonini, 2015). The below table depicts whether this is also the case in a Nordic setting 

for the selected time period: 
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Based on the negative sign of the coefficients, it appears that the hypothesis finds support from 

all measures except profitability. ROIC, ROA and FCF/IC differences are even statistically sig-

nificant between primary- and secondary buyouts, controlling for time-, industry- and pre-fi-

nancials effects.  

Looking at growth and profitability measures, the contradicting signs of the results are not 

overly surprising given the lack of significance. Several scholars find ambiguous results on these 

measures (e.g. Wang, 2012; Achleitner and Figge, 2014), which they attribute to two main driv-

ers. First, the fund conducting the primary buyout may be forced to sell the company before 

exploiting all available potential, which leaves value for the secondary fund to capture. Sec-

ondly, the secondary buyout may be performed by a fund that is better positioned to reap ben-

efits from the particular company. Regarding the positive sign on the EBITDA margin expan-

sion, this may simply be a result of a lack in the profitability improvements during the primary 

buyouts, where major initiatives often materialise later than the second holding year (Spliid, 

2013). 

Conversely, the results of the return measures are entirely streamlined. Both ROIC and ROA 

exhibit results that are statistically significant, and ROE is relatively close as well, indicating that 

secondary buyouts exhibit operating performance that is significantly worse than primary buy-

outs on a return level. Wang (2012) attributes this trend to the dynamic that secondary buyouts 

succeed in boosting accounting performance (sales and profitability), but not sufficiently to cre-

ate desirable returns. According to Wang (2012), this is mainly due to secondary buyouts being 

Sales EBITDA ROIC ROA ROE FCF / IC
SBO-dummy -0.008 0.047 -0.147* -0.128* -0.071 -0.120*

-(0.070) -(0.022) -(0.076) -(0.017) -(0.155) -(0.070)

Time YES YES YES YES YES YES
Industry YES YES YES YES YES YES
Pre-financials YES YES YES YES YES YES
Observations 235 235 235 235 235 235
Adj. R2 -0.004 0.207 0.053 0.043 0.138 0.002
Note: Table 3 shows the empirical results of the explanatory variable across different dependent variables. All models 
have F statistics that are significant at p < 0.05. Standard errors are lowered in (·). For every regression, robust standard 
errors are applied and beta coefficients are calculated. * p < 0.10 ; ** p < 0.05 ; *** p < 0.01

Table 3: Model 1 results - Primary vs. secondary buyouts
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more expensive that primary buyouts – a phenomenon that has been demonstrated by Achleit-

ner and Figge (2014) as well. Bonini (2010) further substantiate the results by stating that sec-

ondary buyouts do not exhibit statistically significant levels of operational performance, but 

instead rely on increasing leverage to generate returns. In that case, the denominator for ROIC 

and ROA would be boosted to the disadvantage of the return measure whereas ROE would be 

less impacted, which might explain the lack of significance on the ROE results. 

In terms of efficiency, the statistically significant negative results for FCF/IC indicate that sec-

ondary buyouts do not have a sufficient number of cash generating initiatives to satisfy the 

substantial amount of invested capital. This makes sense since most of the low hanging fruits, 

such as streamlining working capital and reducing capex, are captured in the primary buyout. 

Additionally, the increased leverage used in secondary buyouts, as demonstrated by several 

scholars (e.g. Bonini, 2010; Wang, 2012; Achleitner and Figge, 2014), constrains cash flow gener-

ation given that both interest and principal payments must be satisfied. 

Evidently, the model supports the proposed hypothesis, confirming that secondary buyouts ex-

hibit an operational performance that is inferior to that of primary buyouts. A rightful question 

mark can thus be placed by investors on the legitimacy of the recent boom in secondary buyouts.  

8.2 Determinants of Secondary Buyout Operational Value Creation 

Having established that secondary buyouts appear to exhibit operational performance that is 

inferior to that of primary buyouts, the second part of the analysis will redirect focus to drivers 

of operational performance in secondary buyouts only. The section is divided into the six pro-

posed determinants of operational value creation; CEO replacement, industry specialisation, lead 

partner experience, private equity firm size, pressure to invest and domestic investment.  

8.2.1  CEO Replacement 

The analysis of results related to the effect of replacing the CEO with the purpose of improving 

operational performance is based on hypothesis 2(A): 

H2(A): Operational performance is superior in SBOs where the CEO has been replaced within 

one year on either side of the buyout   
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This hypothesis follows a general consensus in literature; that CEOs are replaced to improve 

operational performance through restructuring or by aligning incentives (e.g. Guo, Hotchkiss 

and Song, 2011; Berg and Gottschalg, 2005). The below table depicts whether this is also the case 

in a Nordic setting for the selected time period: 

 

Evidently, there appears to be contradicting effects of CEO replacement, with sales, ROIC, ROE 

and FCF/IC exhibiting positive effects while EBITDA as well as ROA exhibiting negative effects. 

Yet, the only significant effects are seen in the positive impact on sales and FCF/IC, which are 

even significant at a 5% level.  

The opposing effect on sales and EBITDA is unexpected at first, given that CEO replacements 

are motivated by both a changing growth and profitability agenda. There is a significantly pos-

itive effect on sales from changing the CEO, which support the findings of existing literature  

(e.g. Guo, Hotchkiss and Song, 2011; Spliid, 2014). This is in line with predictions, since a CEO 

typically enters with a restructuring plan centred around strengthening the growth profile for 

the company. Oppositely, it may appear contradicting that profitability is sacrificed when a new 

CEO arrives. However, it is a recurring theme that new CEOs initiate a profitability ‘bath’ in the 

first years of employment (Plenborg, Petersen and Kinserdal, 2017).  A profitability bath entails 

that the company performs write downs, creates provisions for future costs and shuts down 

unprofitable units or divisions. These measures are taken to ensure a clean slate for the new 

CEO, who will not be confronted with any negative surprises stemming from previous years. It 

Sales EBITDA ROIC ROA ROE FCF / IC

CEO replacement 0.331** -0.106 0.091 -0.037 0.115 0.190**

-(0.150) -(0.030) -(0.072) -(0.026) -(0.148) -(0.076)

Other explanatory YES YES YES YES YES YES

Time YES YES YES YES YES YES

Industry YES YES YES YES YES YES

Pre-financials YES YES YES YES YES YES

Observations 93 93 93 93 93 93

Adj. R2 0.033 0.248 0.072 0.105 0.107 0.154

Note: Table 4 shows the empirical results of the explanatory variable across different dependent variables. All models 
have F statistics that are significant at p < 0.05. Standard errors are lowered in (·). For every regression, robust standard 
errors are applied and beta coefficients are calculated. * p < 0.10 ; ** p < 0.05 ; *** p < 0.01

Table 4: Model 2 results - CEO replacement
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further provides the new CEO with a healthy foundation for securing substantial improvements 

in profitability going forward. Therefore, the negative effect on profitability from replacing the 

CEO is not that surprising, given the chosen time window. 

The concept of taking a ‘bath’ is equally relevant when looking at the return measures. The 

accounting distortions on earnings and balance sheet items are assumed to cause the opposing 

effects on ROIC, ROA and ROE, for the same reasons as just eluded to above; write-downs, 

provisions and closures. The effects are contradicting since most ‘bath’ initiatives both lower 

profitability and the asset base. This is likely also the reason why no statistically significant re-

sults appear.  

Considering the positive effect of CEO replacements on operating efficiency, the trend is statis-

tically significant at a 5% level. The efficiency measure is resistant towards profitability ‘bath’ 

as the numerator, free cash flow, is unaffected by such initiatives. The denominator is, however, 

based on invested capital, which may be subject to downward biases provided by write-downs 

and closure of unprofitable units. This may inflate the measure more than the actual effect. 

However, the positive effect on the operating cash flow following a CEO replacement is also 

demonstrated by Guo, Hotchkiss and Song (2011), which substantiates the legitimacy of the 

findings.  

Overall, CEO replacements cause significant positive effects on sales and cash flow growth, 

whilst profitability and balance sheet items may be distorted by the profitability ‘bath’ concept. 

The thesis concludes partial support for hypothesis 2(A), that a CEO replacement positively 

impacts operational performance for Nordic secondary buyouts.  

8.2.2  Industry Specialisation 

The effect of industry specialisation in the acquiring fund on operational performance is based 

on hypothesis 2(B): 

H2(B): Operational performance is superior in SBOs backed by specialist-funds vis-à-vis gener-

alist-funds 
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This hypothesis follows a general theme in the literature; that industry specialisation reduces 

uncertainty through information asymmetries and allows the fund to leverage its sector-specific 

knowledge to generate superior operational performance.  The below table depicts whether this 

is also the case in a Nordic setting for the selected time period: 

 

Clearly, the specialisation effect dominates across the spectrum. All measures of operational 

performance are positive, indicating an encouraging trend. The positive impact on ROIC and 

FCF/IC are further statistically significant at a 5% level.  

The positive impact from industry specialisation on sales and EBITDA is in line with intuition 

assuming that specialised industry knowledge can be directly translated into growth and prof-

itability. This intuitive thinking has received support from Le Nadant, Perdreau and Bruining 

(2018). The lack of statistical significance, however, could indicate that it takes more than two 

years to fully exploit the superior knowledge.  

The positive effects on return measures, especially ROIC, can presumably be attributed to the 

reduced information asymmetry of specialised funds when sourcing deals. The superior 

knowledge could likely lead to investment decisions that are enhanced from a return perspec-

tive, which should quickly translate to improvements in the relation between earnings (numer-

ator) and investment size (denominator) in the return measures. This was also demonstrated by 

Lossen (2006), who found that specialised funds generate a superior IRR compared to generalist 

funds.  

Sales EBITDA ROIC ROA ROE FCF / IC
Industry specialisation 0.031 0.075 0.281** 0.124 0.190 0.272**

-(0.099) -(0.028) -(0.116) -(0.022) -(0.198) -(0.100)

Other explanatory YES YES YES YES YES YES
Time YES YES YES YES YES YES
Industry YES YES YES YES YES YES
Pre-financials YES YES YES YES YES YES
Observations 93 93 93 93 93 93
Adj. R2 0.033 0.248 0.072 0.105 0.107 0.154

Table 5: Model 2 results - Industry specialisation

Note: Table 5 shows the empirical results of the explanatory variable across different dependent variables. All models 
have F statistics that are significant at p < 0.05. Standard errors are lowered in (·). For every regression, robust standard 
errors are applied and beta coefficients are calculated. * p < 0.10 ; ** p < 0.05 ; *** p < 0.01
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In terms of operational efficiency, the statistically significant positive effect on FCF/IC is further 

derived from the fund’s ability to align operations and maximise cash flow generation. This 

could for instance be experience in negotiating credit terms with suppliers and customers or 

tools to minimise inventory holdings or lead time, which all impact the cash flow generation.  

Overall, the thesis finds support for hypothesis 2(B), that industry specialisation has a positive 

impact on operational value creation.    

8.2.3  Lead Partner Experience 

The analysis of results related to the effect of lead partner experience on operational perfor-

mance is based on hypothesis 2(C): 

H2(C): Lead partner experience is expected to correlate positively with operational performance 

in SBOs 

This hypothesis follows a general theme in the literature; that an experienced lead partner can 

source better deals and set an optimal strategic direction for the portfolio company to improve 

the potential for superior operational performance. The below table depicts whether this is also 

the case in a Nordic setting for the selected time period: 

 

Evidently, there appears to be contradicting effects of lead partner experience, given that sales 

and FCF/IC exhibit negative trends whilst EBITDA, ROIC, ROA and ROE trend in the other 

Sales EBITDA ROIC ROA ROE FCF / IC

Log(partner experience) -0.044 0.117 0.031 0.255*** 0.131* -0.018
-(0.060) -(0.017) -(0.036) -(0.012) -(0.075) -(0.040)

Other explanatory YES YES YES YES YES YES

Time YES YES YES YES YES YES

Industry YES YES YES YES YES YES

Pre-financials YES YES YES YES YES YES

Observations 93 93 93 93 93 93

Adj. R2 0.033 0.248 0.072 0.105 0.107 0.154

Table 6: Model 2 results - Lead partner experience

Note: Table 6 shows the empirical results of the explanatory variable across different dependent variables. All models 
have F statistics that are significant at p < 0.05. Standard errors are lowered in (·). For every regression, robust standard 
errors are applied and beta coefficients are calculated. * p < 0.10 ; ** p < 0.05 ; *** p < 0.01
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direction. Yet, only return measures are statistically significant, with ROA being so even at a 1% 

level.  

The opposing effects on sales and EBITDA are slightly counterintuitive, since the experience of 

the lead partner was expected to produce a healthier strategic agenda aimed at improving both 

growth and profitability instantaneously. Therefore, the mixed effects on these measures could 

be a sign that other explanatory variables, such as industry specialisation and CEO replacement, 

capture these effects in the implementation phase. 

Observing the return measures yields a less conflicting picture. All measures are positive, and 

ROA and ROE even exhibit statistical significance at 1% and 5% levels, respectively. Loos (2007) 

attributes this to the fact that experienced lead partners tend to have superior capabilities in 

sourcing the best deals and setting the right strategic direction, possibly with a new CEO. It is 

plausible that experience may drive easy wins throughout the holding period, i.e. initiatives that 

are less costly and less difficult to implement, but hard to spot for the inexperienced practitioner. 

Adding to this, deal experience also aids negotiation skills, which could potentially secure a 

better price, thus improving the base case for creating value.  

The negative effect on efficiency, which is far from significant, is less relevant to consider when 

discussing the experience effect. A lead partner is rarely involved in day-to-day operations in 

the portfolio company, where efficiency improvements are brought to life. Instead, these effi-

ciency improvements can potentially be derived from the actions of the lead partner, e.g. hiring 

a new CEO. This effect will instead be captured by the CEO replacement variable.   

Overall, the findings indicate a positive effect from lead partner experience on operational per-

formance from a return perspective. This effect is, however, not necessarily driven by the lead 

partner’s effect on growth, profitability or efficiency, but instead the ability to source the best 

deals, negotiate the best price and set the right strategic direction. Nevertheless, the conclusion 

remains that the thesis finds partial support for hypothesis 2(C), that lead partner experience 

has a positive impact on operational value creation. 
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8.2.4  Private Equity Firm Size 

The analysis of results related to the effect of private equity firm size on operational performance 

is based on hypothesis 2(D): 

H2(D): A positive effect on operational performance is expected to prevail contingent on private 

equity firm size in SBOs 

This hypothesis follows a general theme in the literature; that size is decisive in the pursuit of 

operational value creation, since it is a valid proxy for diversification and resourcefulness. The 

below table depicts whether this is also the case in a Nordic setting for the selected time period: 

 

Clearly, there appears to be contradicting effects from private equity firm size on operational 

value creation, as sales and EBITDA exhibit negative effects whilst all return and efficiency 

measures are positive. Yet, only ROIC and FCF/IC are statistically significant at 10% and 5% 

levels, respectively.  

The negative trend for both sales and EBITDA, despite not being statistically significant, can be 

reasonably explained by the ‘hidden gem’ notion. Kaplan and Schoar (2005) argue that smaller 

private equity firms are more likely to identify hidden gems, with a substantial potential for 

operational performance enhancement. Smaller private equity firms simply have a competitive 

edge in lower to mid-market segments, as they operate under less strict size requirements. A 

Sales EBITDA ROIC ROA ROE FCF / IC

PE firm size -0.098 -0.024 0.108* 0.157 0.048 0.162**

-(0.002) (0.000) -(0.001) (0.000) -(0.002) -(0.001)

Other explanatory YES YES YES YES YES YES

Time YES YES YES YES YES YES

Industry YES YES YES YES YES YES

Pre-financials YES YES YES YES YES YES

Observations 93 93 93 93 93 93

Adj. R2 0.033 0.248 0.072 0.105 0.107 0.154

Table 7: Model 2 results - PE firm size

Note: Table 7 shows the empirical results of the explanatory variable across different dependent variables. All models 

have F statistics that are significant at p < 0.05. Standard errors are lowered in (·). For every regression, robust standard 

errors are applied and beta coefficients are calculated. * p < 0.10 ; ** p < 0.05 ; *** p < 0.01
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large-scale private equity fund is unlikely to source a ‘hidden gem’ as this type of deal rarely 

satisfies the ticket size criteria (Rosenbaum and Pearl, 2013).  

All return measures exhibit positive effects of private equity firm size with ROIC being statisti-

cally significant at a 10% level. This is in line with existing literature, which praises that size 

allows for specialised diversification combined with vast human capital to implement value-

enhancing initiatives. Humphery-Jenner (2012) demonstrates that large private equity firms 

typically generate higher returns than smaller private equity firms for these exact reasons. Hell-

man, Lindsey, and Puri (2008) add to this argument by stressing the benefit of favourable fi-

nancing options that are only attainable for large private equity firms. This naturally has a sub-

stantial impact on the obtainable returns, both in the short- and long run.  

The statistically significant positive effect on efficiency is also attached to several merits. 

Humphery-Jenner (2012) attributes this effect to the fact that large private equity firms acquire 

large companies, who generally have a wider cost-cutting and optimisation base. This is a gen-

eral notion in business theory that as companies grow, bureaucracy increases which adds com-

plexity and destroys value (Berg and Gottschalg, 2005). Large private equity firms can access 

sizeable investments with a wide optimisation base, and thus have the potential for streamlining 

operations and enhancing cash flows.  

Overall, growth and profitability measures oppose hypothesis 2(D), which can be attributed to 

the ‘hidden gem’ notion, whilst results for both return and efficiency measures support the pro-

posed hypothesis through arguments on diversification, competence and magnitude of optimi-

sation base. Again, the findings indicate partial support for hypothesis 2(D), that private equity 

firm size has a positive impact on operational value creation. 

8.2.5  Pressure to Invest 

The analysis of results related to a private equity fund’s pressure to invest on operational per-

formance is based on hypothesis 2(E): 

H2(E): Operational performance is inferior in SBOs made under pressure 
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This hypothesis follows a general theme in the literature; that investing under pressure often 

serves as a constraint to realising sufficient operational improvements, as pressure often inspires 

poor due diligence and bad investment decisions. The below table depicts whether this is also 

the case in a Nordic setting for the selected time period: 

 

Evidently, all measures of operational value creation exhibit the same negative trend when in-

vestments are made under pressure. Yet, none of them are statistically significant, despite ROA 

being close.  

For this specific hypothesis, all measures are subject to the same argument in existing literature; 

excess capital at the end of the investment cycle leads to agency conflicts as the fund is incentiv-

ised to engage in bad deals in order to maximise fee generation (Axelson, Strömberg and 

Weisbach, 2009). Degeorge, Martin and Phalippou (2013) coin this as ‘go-for-broke’-behaviour 

and find that these deals exhibit lower operational value creation potential across all measures.  

Despite similar tendencies, the lack of statistical significance means no support can be derived 

in favour of hypothesis 2(E), that investing under pressure has a negative impact on operational 

value creation for secondary buyouts.  

8.2.6  Domestic Investment 

The analysis of results related to the effect of conducting domestic investment on operational 

performance is based on hypothesis 2(F): 

Sales EBITDA ROIC ROA ROE FCF / IC
Pressure to invest -0.002 -0.007 -0.058 -0.121 -0.032 -0.051

-(0.116) -(0.037) -(0.079) -(0.028) -(0.147) -(0.078)

Other explanatory YES YES YES YES YES YES
Time YES YES YES YES YES YES
Industry YES YES YES YES YES YES
Pre-financials YES YES YES YES YES YES
Observations 93 93 93 93 93 93
Adj. R2 0.033 0.248 0.072 0.105 0.107 0.154

Table 8: Model 2 results - Pressure to invest

Note: Table 8 shows the empirical results of the explanatory variable across different dependent variables. All models 
have F statistics that are significant at p < 0.05. Standard errors are lowered in (·). For every regression, robust standard 
errors are applied and beta coefficients are calculated. * p < 0.10 ; ** p < 0.05 ; *** p < 0.01
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H2(F): Close proximity between the target and the private equity firm has a positive impact on 

operational performance in SBOs  

This hypothesis follows the general theme in the literature; that governance mechanisms, par-

enting effect and cooperative strategic planning are all vital operational factors that are more 

easily implemented to create operational value, when the private equity firm is in close geo-

graphical proximity to the acquired company. The below table depicts whether this is also the 

case in a Nordic setting for the selected time period: 

 

Clearly, there is a clear positive tendency on the effect of geographical proximity, with all 

measures of operational apart from EBITDA being positive. Noticeable, however, is the statisti-

cal significance at either 10% or 5% of all positive results except for ROA. The statistically insig-

nificant EBITDA coefficient may simply be a result of other explanatory variables, such as in-

dustry specialisation or lead partner experience, capturing this positive effect.  

The positive effect on sales is likely attributable to the fact that domestic investments enjoy easy 

access to the private equity firm’s broad national network as well as local resources. This 

knowledge further encompasses institutional conditions, which eases the process of approval 

and registrations when opening new sales channels.  

Return measures all exhibit highly positive effects, most notably ROIC and ROE which are sta-

tistically significant at 5% and 10% levels, respectively. Sorenson & Stuart (2001) were among 

Sales EBITDA ROIC ROA ROE FCF / IC

Domestic investment 0.165* -0.048 0.223** 0.026 0.158* 0.281**

-(0.113) -(0.042) -(0.098) -(0.026) -(0.165) -(0.095)

Other explanatory YES YES YES YES YES YES

Time YES YES YES YES YES YES

Industry YES YES YES YES YES YES

Pre-financials YES YES YES YES YES YES

Observations 93 93 93 93 93 93

Adj. R2 0.033 0.248 0.072 0.105 0.107 0.154

Table 9: Model 2 results - Domestic investment

Note: Table 9 shows the empirical results of the explanatory variable across different dependent variables. All models 
have F statistics that are significant at p < 0.05. Standard errors are lowered in (·). For every regression, robust standard 
errors are applied and beta coefficients are calculated. * p < 0.10 ; ** p < 0.05 ; *** p < 0.01



A Necessary Evil in Modern Private Equity?  8. Interpretation of Statistical Results 

93 
 

the  first scholars to highlight the significant effect of co-location between private equity firm 

and portfolio company. Stotz (2011) later elaborated on the positive effect of being co-domiciled. 

Both scholars argue that operational performance is improved through several factors, high-

lighting the aspects of monitoring and controlling at close proximity, local parenting and coop-

erative strategic planning. These aspects ensure that the strategic agenda is executed accord-

ingly, with all necessary resources available from the private equity firm. This avenue alongside 

superior local knowledge and ability to source good deals are presumed decisive factors behind 

the highly significant results on the return measures.  

For the efficiency measure, which is statistically significant at a 5% level, Stotz (2011) again 

stresses local knowledge and resourcefulness as determinants of streamlining efficiency. This 

could for instance be local knowledge on supplier negotiation or access to local experts in work-

ing capital management.  

Overall, it is evident that domestic investments perform significantly better than non-domestic 

investments. Domestic investments enjoy access to the private equity toolbox to a greater extent 

than non-domestic, both from growth-, return- and efficiency perspectives. The thesis therefore 

finds full empirical support, except for the non-significant profitability measure, for the relation 

proposed in hypothesis 2(F), that geographical proximity impacts operational value creation 

positively.  

8.3 Summary of Results 

The statistical analysis generally yielded interesting results, both in support and contradiction 

of the proposed hypotheses. The key takeaways have been listed below. 

Hypothesis 1 gained support from both return and efficiency aspects, whilst results on growth 

and profitability were mixed. Yet, the general trend shows that investors can rightfully question 

the attractiveness of the recent boom in secondary buyouts from an operational improvement 

perspective.  

Hypothesis 2(A) saw ambiguous results on return and profitability, which could be subject to 

accounting distortions following the ‘profitability bath’ notion. Growth and efficiency 
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measures, however, showed significant support, implying that CEO replacement does indeed 

have a positive impact on operational value creation through sales growth and cash flow gen-

eration.  

Hypothesis 2(B) was one of the hypotheses which received the strongest empirical support for 

its merits. The directions of all signs were positive, implying that industry specialisation does 

indeed impact the potential for operational value creation. The results were statistically signifi-

cant at a 5% level for both return and efficiency.  

Hypothesis 2(C) received poor empirical support from growth, profitability and efficiency per-

spectives, which generally exhibited mixed results. The return perspective, on the other hand, 

yielded highly statistically significant support for the hypothesis. This could indicate that lead 

partner experience impacts return in a subtle way, e.g. through the lead partner’s ability to source 

attractive deals, negotiate the best price and set the right strategic direction.  

Hypothesis 2(D) gained opposing support on growth and profitability versus return and effi-

ciency. The opposite direction of the signs for the growth and profitability measures could imply 

that smaller private equity firms can target ‘hidden gems’ with a strong potential for sales and 

profitability improvements. Yet, the statistically significant support from return and efficiency 

measures favour the hypothesis that operational improvements increase with private equity firm 

size through arguments on diversification, competence and mere size of the optimisation base.  

Hypothesis 2(E) is the only hypothesis that does not receive statistically significant support 

from any of the operational performance measures. Yet, all measures have signs pointing in the 

proposed direction. While it indicates support of the ‘go-for-broke’ notion, the thesis still has to 

conclude that no statistical support can be found for the negative impact on operational perfor-

mance when investing under pressure.  

Hypothesis 2(F) received the strongest support across all measures. Both growth-, return- and 

efficiency measures gave support with statistical significance. The only measure that gave op-

posite results, yet not significant, was profitability. This indicates that domestic investments do 
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indeed exhibit potential for operational value enhancement through close collaboration and im-

proved access to the private equity toolbox.  

To provide an overview of the statistical support of the proposed hypothesis, the figure below 

shows a high-level summary: 

Figure 31: Summary of Statistical Support for the Proposed Hypotheses 
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9.     Validity of Results 
Progressing from the results section, it is relevant to discuss any measurement errors and biases 

that may disturb the validity of results. When doing so, the thesis will consider i) data homoge-

neity, ii) treatment of bankruptcies and early exits, and iii) a robustness analysis of the findings. 

9.1 Data Homogeneity 

As previously touched upon in the methodology section, the thesis aimed at constructing the 

most representative data sample possible, while ensuring that the quality of observations was 

justifiable. Despite achieving as representative a sample of Nordic PBOs and SBOs as possible, 

the thesis still encountered challenges concerning the comparability between transactions. 

While no observations will be alike, extreme differences will introduce sample noise and poten-

tially disturb the validity of findings.  

In context of the sample, Bain Capital acquired Bravida from Triton in 2012. Bravida’s revenue 

amounted to more than EUR 1.2 billion. In the opposite end of the spectrum, Credo Partners 

acquired Sysco in 2016, with the revenue of Sysco amounting to a little more than EUR 16 mil-

lion. Given the design of the study, the absolute difference between transactions is not an obsta-

cle per se, but the thesis does, however, question if the impact of private equity ownership is 

comparable between an internationally renowned mega fund like Bain and a locally focused 

private equity shop like Credo Partners. When both types of observations are included, it may 

be difficult for the thesis to yield a generalisable result on the impact of operational factors.  

In their study of  performance drivers in the private equity industry, Phalippou and Zollo (2005) 

found that inferior performance among private equity firms is often observed in smaller and 

inexperienced funds. To partly accommodate this challenge, the authors could have chosen to 

divide the buyouts into sub-categories according to size. Yet, the number of buyouts in each 

sub-category would not be sufficiently large to conclude on any differences. Instead, the authors 

chose to include a control for size in the model; log(assets) in the year prior to entry. This choice 

has a mitigating effect on data homogeneity, but does not solve the problem entirely.  
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9.2 Treatment of Bankruptcies and Early Exits 

The thesis may also encounter measurement errors stemming from the selection criteria and 

time window applied. As described in the methodology section, the study is using the time 

window [-1 ; +2]. Consequently, firms that have defaulted within two years of private equity 

ownership will not have available data and will thus be excluded from the sample. Similarly, 

companies exited within two years of private equity ownership will also be excluded, as chang-

ing ownership will most likely imply a recategorization of the transaction. Further, it might dis-

tort the financials and the ability to consolidate these.  

A negative relation between inferior operational performance and bankruptcy is expected to 

prevail, while an opposite relation is expected for early exits. The thesis thus excludes any top- 

and bottom performing observations. The magnitude of the bias is determined by the net effect 

of these two opposite effects (Povaly, 2006). The advantage of selecting a relatively narrow time 

window in the context of this bias, is that less than 15% of buyouts are exited within two years 

of ownership (Preqin, n.d.). Moreover, Axelson and others (2013) found that less than 5% of PE-

backed companies file for bankruptcy.  

While it remains unclear exactly how this applies in a Nordic context, the implications appear 

rather limited. Upon screening the data sample, few bankruptcies were observed, while a num-

ber of early exits were detected. It indicates that the thesis might be underestimating the impact 

of private equity ownership, but given the small number, the effect is likely insignificant.  

9.3 Robustness Analyses 

This section will outline the tests conducted to assure robustness of the findings. First, alterna-

tive specifications of the chosen model are applied and subsequently robustness is checked 

through a winsorization treatment of outliers. 

9.3.1  Choice of Alternative Specifications 

To test whether the derived results are robust under different model specifications, the findings 

are tested in relation to i) different time periods and ii) excluding companies from the financial- 

and insurance sector. The thesis could further have tested for robustness against intraregional 
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differences, but as previously established, the Nordic countries can be considered similar with 

regards to the financial markets and how private equity funds operate (Spliid, 2013).  

The sample consists of buyouts, primary and secondary, conducted between 2010 and 2016. To 

test for robustness against different time periods, the sample was split into two separate periods, 

namely 2010-2013 and 2014-2016. One might suspect the first period of observations to be im-

pacted from the aftermath of the financial crisis in 2008. It was therefore important for the va-

lidity of the thesis to account for any such effects. When conducting the analysis, the findings 

yielded a similar result to what has initially been proposed by the paper – i.e. that SBOs exhibit 

inferior performance across the two time periods, but also that the subsequent secondary buy-

out hypotheses yield results in line with the previous results. One should, however, be cautious 

about inferences on the results, given that especially the period from 2010-2013 represents a 

narrow sample, namely 56 PBOs and 44 SBOs.  

Furthermore, the findings were also tested when excluding companies from the financial- and 

insurance sector. Companies operating in the financial- and insurance sector have a widely dif-

ferent reporting structure. It is still possible to calculate the growth, profitability, return and 

efficiency measures, but it requires using some proxies (Rosenbaum and Pearl, 2013). To ensure 

that the findings were not disturbed by including these observations in the sample, the same 

tests were run without them. As it only reduced the total sample size to 123 PBOs and 75 SBOs, 

the difference was minimal. 

It thus seems fair to conclude that the findings are indeed robust against both time and financial- 

and insurance observations. 

9.3.2  Treatment of Outliers; Winsorization 

As eluded to in section 6.1.7, the authors chose to retain the full sample for empirical testing 

rather than performing a treatment of outliers pre-testing. This choice was made subsequent to 

plotting the residual values and concluding that the variation should not distort the empirical 

analysis profoundly. Still, results proved largely in line with the proposed hypotheses. The win-

sorization that follows thus serves as a robustness check to examine whether the results remain 
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when the sample is treated for outliers. When conducting the winsorization, data values more 

extreme than the 5th and 95th percentile are set to the value of these percentiles, thus adjusting 

for the effects of extreme values. The effect of a winsorization treatment of outliers need not 

necessarily yield a strictly better or worse model fit, but is instead subject to the respective dis-

tributions of data (Wooldridge, 2015). To highlight the effects of the winsorization, table 10 and 

11 below depict the results post treatment: 

  

  

Sales EBITDA ROIC ROA ROE FCF / IC
SBO-dummy -0.018 -0.005 -0.159** -0.091 -0.158** -0.139**

-(0.034) -(0.011) -(0.045) -(0.013) -(0.078) -(0.053)

Time YES YES YES YES YES YES
Industry YES YES YES YES YES YES
Pre-financials YES YES YES YES YES YES
Observations 235 235 235 235 235 235
Adj. R2 0.033 0.151 0.038 0.039 0.064 0.014
Note: Table 10 shows the empirical results of all the explanatory variable across different dependent variables. All 
models have F statistics that are significant at p < 0.05. Standard errors are lowered in (·). For every regression, robust 
standard errors are applied and beta coefficients are calculated. * p < 0.10 ; ** p < 0.05 ; *** p < 0.01

Table 10: Model 1 results after treatment of outliers through winsorization

Sales EBITDA ROIC ROA ROE FCF / IC

CEO replacement 0.345*** -0.097 0.268*** 0.009 0.230** 0.194*
-(0.078) -(0.018) -(0.043) -(0.018) -(0.088) -(0.062)

Industry specialisation 0.073 0.125 0.217** 0.112 0.168 0.190*
-(0.056) -(0.017) -(0.043) -(0.017) -(0.092) -(0.066)

Log(partner experience) 0.106 0.186* 0.075 0.265*** 0.195* -0.003
-(0.032) -(0.010) -(0.028) -(0.010) -(0.058) -(0.032)

PE firm size -0.169 -0.03 -0.007 0.174 0.022 0.019
-(0.003) -(0.001) -(0.003) -(0.001) -(0.004) -(0.003)

Pressure to invest 0.065 -0.124 -0.074 -0.111 -0.019 -0.108
-(0.065) -(0.018) -(0.044) -(0.020) -(0.090) -(0.058)

Domestic investment 0.204* -0.045 0.254** -0.015 0.179* 0.272**
-(0.076) -(0.024) -(0.054) -(0.021) -(0.099) -(0.074)

Time YES YES YES YES YES YES

Industry YES YES YES YES YES YES

Pre-financials YES YES YES YES YES YES

Observations 93 93 93 93 93 93

Adj. R2 0.123 0.137 0.171 0.155 0.156 0.093

Table 11: Model 2 results after treatment of outliers through winsorization

Note: Table 11 shows the empirical results of all the explanatory variables across different dependent variables. All 
models have F statistics that are significant at p < 0.05. Standard errors are lowered in (·). For every regression, robust 
standard errors are applied and beta coefficients are calculated. * p < 0.10 ; ** p < 0.05 ; *** p < 0.01
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The numbers highlighted in green indicate that the explanatory variable has increased in signif-

icance level28 and vice versa for numbers highlighted in red.  

Table 10 supports the results derived in section 8 that secondary buyouts exhibit operational 

performance improvements inferior to that of primary buyouts. Only the result on ROA loses a 

level of significance, whereas ROIC and FCF/IC gain one and ROE turn significant at a 5% level. 

Equally comforting is it that all models remain significant with F-statistics at p < 0.05.  

The winsorized results in Table 11 show both support and contradiction of the results previ-

ously derived. Industry specialisation and log(partner experience) lose and gain a significance 

level on one variable, respectively, whereas pressure to invest and domestic investment see no 

change in significance levels. These findings generally support the results derived previously. 

Yet, two variables remain that saw substantial changes in significance; CEO replacement and 

PE firm size. The effect on CEO replacement of the winsorization is clearly positive. Both ROIC 

and ROE turn from no significance to statistically significant at 1% and 5% levels, respectively. 

This indicates that the rather ambiguous results previously presented on CEO replacement 

should be interpreted with caution. Similar caution should be displayed when interpreting the 

results on PE firm size. The results previously presented included statistical significance on both 

ROIC and FCF/IC, yet the winsorized results show no significance whatsoever. This could indi-

cate that the previous results were subject to bias from outliers. 

These findings cast some doubt on the inferences made on the CEO replacement and PE firm 

size variables, but generally support inferences on the remaining variables. It would indeed 

have been amicable to observe full congruence in the robustness test, yet the results simply im-

ply that some previous inferences are more robust than others. Further robustness checks 

through e.g. alternative time periods, control groups or explanatory/control variables could 

have been performed, but were deemed less salient due to the strength of the results and the 

scope of the thesis.  

 
28 * p < 0.10 ; ** p < 0.05 ; *** p < 0.01, i.e. significance levels at 10%, 5% and 1%, respectively 
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10.     Limitations 
Having presented the findings of the thesis and subsequently discussed the validity of the re-

sults, it is relevant to also discuss any limitations arising from the chosen approach. To do so, 

the following sections will outline limitations in relation to the data collection before challenging 

the methodological choices made in the thesis.  

10.1 Data Collection Limitations  

During the collection and construction of the dataset, the authors were confronted with several 

limitations. These included limited diversity in the sample across the Nordic countries and lim-

itations related to the time-dispersion of the collected buyouts.  

A potential limitation of the sample is the limited number of transactions in some of the Nordic 

countries. Iceland had zero relevant buyout transactions in the period from 2010-2016 and was 

thus disregarded from the study altogether. Norway and Finland also proved less active com-

pared to the buyout markets in Sweden and Denmark, which creates a skewed regional distri-

bution and thus impairs inferences on individual countries. Yet, since the objective is to examine 

the Nordic region as a homogeneous market, the limitation is considered insignificant.  

Further, limitations related to the time-dispersion within the sample also requires additional 

elaboration. As illustrated in Figure 22, the distribution of buyout transactions between 2010-

2016 is heavily left-skewed, as total buyouts evolve from 12 in 2010 to 60 buyouts in 2016. This 

distribution is not ideal, but nevertheless serves as a testament to the rapid expansion of the 

third buyout wave. Also, the potential limitation is mitigated by the control for time- and indus-

try in the dependent variables, limiting the negative effect of the skewed distribution. The sec-

ond time-related dispersion concerns intra-year effect as some transactions occur in January 

while other occur in December. Both transactions would be recorded in the same year, but the 

January transaction would have almost a year extra to implement operational improvements 

relative to the December transaction. However, as illustrated in Appendix 8, the transactions 

are roughly evenly distributed across the months, with most transactions happening in May-
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July. Therefore, biased results should not prevail on average despite potential dispersions be-

tween individual transactions.  

10.2 Methodological Limitations  

Akin the obstacles faced during the validation and availability of data, methodological limita-

tions also posed a challenge to the thesis. This section will discuss how the relative interpretation 

of data, selection of control groups and the choice of time window limit the thesis.   

10.2.1  Interpreting Relative Results  
Subject to the two methods of controlling for industry- and time effects, either in the regression 

or directly in the dependent variables, the authors chose the latter approach. The advantage of 

this approach is that the model contains fewer control variables that can blur inferences and 

impair model fit. However, the method also has its methodological drawbacks. By creating 

‘delta performance variables’ as depicted in Figure 19 in section 6.1.5, the authors committed to 

interpreting relative results rather than absolute results. Given that the distorting effects from 

e.g. goodwill, as described in section 6.1.7, permit only econometric- and not economic interpre-

tation, the choice is not a direct drawback but rather a methodological limitation of the selected 

data. Other scholars (e.g. Bergström, Grubb and Jonsson, 2007) have experienced similar com-

plications and made the same choice. The limitation is thus insignificant, yet still worth high-

lighting. 

10.2.2  Control Group Selection   
The control groups are matched with the treatment observations based on 4-digit NACE codes 

in the respective transaction year. In doing so, any industry- and year specific effects are cap-

tured and accounted for. Additional criteria could, however, have entered the selection process 

to ensure a more precise match between the observations and the control groups. Additional 

variables could include a defined range of e.g. +/- 10% of total assets to account for any size 

effects or selecting companies that had also experienced an ownership change. However, incor-

porating these elements would introduce selection bias, as the control group would otherwise 

be constructed based on the discretion of the authors. Still, it remains a methodological limita-

tion that the control groups are not perfect matches vis-à-vis the individual buyout. Choosing 
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the ‘industry matching strategy’ rather than a ‘direct matching strategy’ is partly motivated by 

avoiding the selection bias while the remaining factors were eluded to in the methodology sec-

tion. 

10.2.3  Time Window 
Another limitation to consider when interpreting the findings is the selected time window of [-

1 ; +2]. The choice of time window was motivated partly by the time window employed by other 

scholars on the topic (e.g. Wang, 2012; Achleitner and Figge, 2014) and partly by Alperovych, 

Amess and Wright (2013) who found that operational improvements are generally implemented 

within the first couple of ownership years. The paper therefore only investigates the impact of 

an SBO versus PBO two years into the holding period. As the typical holding period of private 

equity firms is 3-7 years (Spliid, 2007), this approach fails to account for any value creation oc-

curring after the cut-off period. It might be the case that some of the operational improvements 

are yet to fully materialise. When this is the case, the impact of private equity ownership is 

undervalued. However, since the paper only focuses on PE-backed transactions through PBOs 

and SBOs, this time bias affects both groups equally, which makes the limitation less severe. To 

alleviate the bias invoked by the chosen time window, a longer period could be selected, e.g. [-

1 ; +5]. This would, however, pose a new challenge. Returning to the issues concerning data 

availability, a prolonged time period would limit the dataset further, since a substantial propor-

tion of buyouts are exited in year 3-5 (Preqin, n.d.). While a longer time period would be ideal, 

the authors favoured a more representative dataset.  
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11.     Conclusion 
Based on a comprehensive review of the private equity landscape and the toolbox applied when 

creating operational value in buyouts, this thesis investigated two avenues related to the per-

formance characteristics of secondary buyouts. First, the thesis examined whether SBOs exhibit 

inferior operational performance compared to PBOs. Secondly, the thesis conducted an assess-

ment of how factors from the private equity toolbox influence operational performance in sec-

ondary buyouts specifically. The analysis relied on a sample of transactions completed during 

the third buyout wave in the Nordic region and used a set of growth-, profitability-, return- and 

efficiency measures to facilitate the analysis.  

Concerning the first part, the proposed relation between SBOs and PBOs received statistical 

support, confirming that SBOs do in fact exhibit inferior operational performance compared to 

PBOs. This support was solidified in the robustness analyses, where the winsorization test had 

a favourable impact on statistical significance. Compared to previous scholarly work, these find-

ings appear less ambiguous, suggesting that secondary buyouts could simply be a necessary evil 

in modern private equity. Investors can therefore rightfully question SBO investments if PBO op-

portunities prevail as well. 

The second part of the analysis, concerning the influence of the private equity toolbox on SBO 

performance, yielded more indefinite results. CEO replacement showed ambiguous results on 

return- and profitability measures, possibly subject to accounting distortions driven by the 

‘profitability bath’ notion, whilst indicating clear statistical support on growth- and efficiency 

measures. Following winsorization, the model showed overall statistical support of the pro-

posed relation; that CEO replacements boost operational performance in SBOs. 

The effects measured from industry specialisation are unanimously positive, with both return- 

and efficiency measures showing statistical significance. After conducting the robustness anal-

ysis the results remained, indicating that the specific knowledge and resources of specialised 

funds improve the potential for operational value creation.  
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The thesis further suggested that lead partner experience has a positive impact on operational 

performance, driven by superior deal sourcing abilities and strategic guidance. This positive 

relation between lead partner experience and operational performance received statistical sup-

port from return measures, but less clear results appeared on sales-, profitability- and efficiency 

measures. Through winsorization, the statistical support from return measures remained, while 

adding statistical significance on the profitability measure, thus substantiating the robustness 

of the findings. 

The notion that private equity firm size should positively impact operational performance re-

ceived only partial support. Return- and efficiency measures showed statistical support, whilst 

growth- and profitability measures trended oppositely, despite a lack of statistical significance. 

The ambiguous results were reiterated through winsorization, which removed all statistical sig-

nificance, indicating that one should exhibit caution when making inferences on the results. The 

thesis proposed that the contradicting effects stem from opposing drivers such as the ‘hidden 

gem’ notion, favouring small private equity firms, and magnitude of diversification and opti-

misation base, favouring large private equity firms.  

The sole factor hypothesised in a negative direction was the pressure to invest. Driven by the ‘go-

for-broke’ notion, this was assumed to impair operational performance, yet received no statisti-

cal support, despite results trending negative across all performance measures. This tendency 

was not changed by winsorization, hence results remain unsuitable for statistical inference.  

With statistical support from all measures except profitability, the hypothesised positive impact 

of geographical proximity on operational performance proved solid. This solidity was further es-

tablished through the robustness analysis, where results remained. In line with previous litera-

ture, geographical proximity is thus expected to improve operational performance through ar-

guments on local network- and knowledge effects as well as ease of monitoring and support. 

In contrast to existing literature, the findings of this thesis appear less ambiguous. Especially 

the difference in operational performance among primary- and secondary buyouts prevail. In-

vestors can therefore rightfully questions practitioners’ engagement in secondary buyouts and 



A Necessary Evil in Modern Private Equity?  11. Conclusion 

106 
 

enquire on the characteristics of such deals. Particularly, the potential for replacing the CEO, the 

fund’s industry specialisation, the experience of the lead partner and the proximity between the 

fund and the investment were highlighted as potential enablers of operational value creation. 

The authors consider the recent boom in secondary buyouts a natural consequence of how mod-

ern private equity has developed. While it may still be possible to generate attractive returns in 

Nordic SBOs, this thesis documents that primary buyouts hold the largest potential for opera-

tional value creation. However, as practitioners continue their search for new investment op-

portunities, the market for secondary buyouts is difficult to disregard. Instead of attempting to 

avoid engaging in secondary buyouts altogether, practitioners must instead single out the at-

tractive SBO targets and diligently apply the private equity toolbox. Only so can they turn Nor-

dic secondary buyouts into more than just a necessary evil in modern private equity. 
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12.     Implications for Practitioners and Scholars 
Having derived the main findings of the paper, this section will outline the managerial and 

academic implications of the results before suggesting areas of future research. The purpose of 

the section is to contribute perspective to the affected stakeholders by giving definite form to 

the results. Further, it will allow for interpretation of how the topic could be investigated by 

academia in the future.  

12.1 Implications for Private Equity Practitioners 

Conventional wisdom within private equity and the results from this thesis dictate that the po-

tential for operational value creation is inferior in secondary buyouts relative to primary buy-

outs. Still, the authors discover distinct features in SBO transactions that increase the likelihood 

of succeeding with the transaction. Such features may be interesting for practitioners to include 

in their due diligence process prior to investing in a firm, as it allows the fund to assess the 

potential for operational value creation more precisely. Implications will be discussed from the 

perspective of the private equity general partners and the limited partners.  

In relation to the general partners, the thesis discovered that especially geographical proximity 

is a decisive factor in the two years following an SBO. The parameter is particularly relevant 

when dealing with portfolio companies where more frequent interaction and proximity to stra-

tegic and operational decision making is required. Similarly, specialised industry knowledge 

proved to be an important enabling factor of the private equity toolbox. Therefore, both aspects, 

geographical proximity and industry specialisation, are important to consider when general 

partners choose to engage in secondary buyouts. 

In addition, CEO replacements also proved to be a powerful tool for general partners to apply 

in SBOs. This finding is a useful dimension for private equity firms to integrate into their screen-

ing process. If the private equity firm has access to a strong CEO profile through the external 

network, it increases the value creation potential for SBOs where managerial inefficiency is con-

sidered a limiting factor.  
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The thesis may have similar implications for the limited partners investing in private equity. 

Throughout the thesis, a number of specific and enabling factors from the private equity toolbox 

were revealed to have effects on operational value creation in secondary buyouts. Hence, it 

seems fitting for limited partners to include these factors in the screening process when selecting 

a new fund to invest in. Further, the criteria for receiving performance fee could be refined as 

to account for the risks related to the characteristics of the fund. The results found on ‘pressure 

to invest’ also merit limited partners’ scrutiny on the management fee paid, especially in the late 

stage of the investment cycle, to alleviate go-for-broke behaviour.  

12.1.1  COVID-19: Changing Conditions Ahead for Private Equity Practitioners? 
As the pandemic continues to influence the corporate landscape, private equity firms are con-

fronted with predicaments and tough dilemmas. As the thesis investigates transactions between 

2010-2016, COVID-19 has no impact on the findings of this paper. Still, the authors find it nec-

essary to address how the private equity ownership model and secondary buyouts fare during 

challenging times.  

Practitioners navigate in unchartered waters and the decisions made during the COVID-19 crisis 

will impact stakeholders in years to come. One of the immediate consequences of COVID-19, is 

an urgent need of capital to solve liquidity issues. Private equity firms find themselves in a less 

precarious situation concerning access to capital, given their status as repeat players in the loan 

markets. Leveraged finance and corporate lending departments across the financial sector rely 

on solid relationships with the private equity funds to generate revenue. The banks could be 

more willing to provide capital to bridge a temporary liquidity gap for private equity firms to 

preserve a good relation. In addition, the third buyout wave is characterised by an immense 

inflow of capital (MacArthur, Burack, De Vusser, Yang and Rainey, 2019). While the thesis has 

questioned the optimal use of dry powder for the investigated period, it is undoubtedly an ad-

vantage in the current investing climate. Private equity firms can use excess capital in the funds 

to recapitalise their investments and provide liquidity without involving external parties. In 

terms of access to capital, private equity backed firms thus seem to float better under current 

conditions than firms not backed by private equity.  



A Necessary Evil in Modern Private Equity?  12. Implications for Practitioners and Scholars 

109 
 

However, less fortunate private equity funds struggling to recapitalise and attract capital from 

banks may be forced to a fire sale to support their existing portfolio of companies. When this 

happens, a better positioned private equity firm can supply the needed capital, which can lead 

to a boom in secondary buyouts following COVID-19. It may appear rather cynical, but private 

equity firms have their investors’ interest at heart and a secondary buyout may prove as a useful 

tool to generate attractive returns post COVID-19. 

Finally, the authors also expect COVID-19 to extend both the holding period and investment 

period, as private equity firms are likely not interested in selling companies based on current 

valuation multiples. Conversely, the private equity firms are not interested in investing in com-

panies currently operating in an extremely uncertain environment. The authors have experi-

enced first-hand how the M&A market for financial sponsors has dried up in recent months 

driven by this uncertainty.   

12.2 Implications for Academia   

From the perspective of academia, this thesis has added to the existing body of literature on 

operational value creation within Nordic private equity by studying some of the traditional op-

erational factors in an SBO context. While several scholars have studied the effect of overall 

private equity ownership in the Nordics (e.g. Vinten, 2007; Friedrich, 2015; Järvenpää, 2015), no 

attention has been given to SBOs. The findings of the thesis appear rather uniform when com-

pared to the findings of international studies. Unlike the ambiguous effects reported from pa-

pers with a global or non-Nordic sample, this study delivers a rather clear message on Nordic 

SBOs. Consequently, the Nordic market may contain traits that set the region apart from other 

regions, justifying additional future research on regional differences.  

12.3 Areas of Future Research  

Motivated by the findings of the thesis, the paper presents relevant suggestions for future re-

search to conclude the thesis. Three suggestions for areas of future research within secondary 

buyouts are proposed, namely i) lead partner skillset, ii) long-term performance in SBOs and iii) 

COVID-19 implications for performance in private equity backed companies. 
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The thesis showcased a positive impact from the lead partner experience effect. The study was 

limited to the intrinsic deal experience of the specific partner only. It would be interesting to 

expand the scope slightly to include additional dimensions that could ideally provide insights 

on which type of lead partner skillset is best for different types of portfolio companies. Acharya 

and others (2013) find that lead partners with an industrial or consulting background outperform 

in deals focused on organic value creation whereas lead partners with a banking or accounting 

background outperform in deals with heavy M&A activity. However, as SBOs are different from 

other private equity transaction, it may require an entirely different skillset to outperform in 

this deal type. One might argue that for portfolio companies where the typical operational fac-

tors have already delivered the desired result, upside in the SBO is neither found in organic 

value creation nor buy-and-build scenarios. Instead, an outperforming deal could potentially be 

driven by either of three examples: i) the lead partner’s stakeholder management abilities in 

companies where agency problems remain unsolved, ii) the ability to negotiate an attractive 

acquisition price that allows for price-arbitration or iii) the quality of the lead partner’s network 

in deals where CEO replacement is required. To test these assumptions properly, a classification 

of the motivation for each SBO is needed. Secondly, a taxonomy for the skills of typical pre-PE 

professions must be developed to standardise the output. Data availability might become a chal-

lenge, but the Preqin database offers insights to many of these exact parameters.  

Moreover, in the study of short-term operational impact in Nordic secondary buyouts, the au-

thors discovered an inferior performance relative to primary buyouts. With a strict focus on the 

immediate impact, the thesis applied a [-1 ; +2] time window. However, it would be interesting 

to expand the measured period to include the entire holding period for SBOs, e.g. applying a 

time window of [-1 ; +7] or [-1 ; exit]. By investigating entire holding periods, scholars could 

explore the long-term effect of an SBO. If the SBO remains an equally popular transaction type 

akin the current market tendencies, a study of the long-term impact appears relevant. As the 

thesis further documented, there is a perception among some practitioners that SBOs are simply 

a money burning device with the purpose of collecting fees (Degeorge, Martin and Phalippou, 

2016). This rather antagonistic perception of SBOs inspires a study of the performance post two 
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private equity owners; how was the secondary buyout exited, at what price and did the secondary pri-

vate equity fund return an acceptable IRR to their investors?  

Finally, in relation to the themes discussed under the COVID-19 impact section, it would be 

meaningful for future papers to study how the private equity model has performed under the 

current crisis. It would be interesting to see which ownership model is best equipped to deal 

with a crisis of such magnitude and characteristics, and especially whether secondary buyouts 

prevail as the immediate loser.  

One might speculate if the entire private equity asset class is facing a new paradigm where the 

SBO is a necessary evil, when money inflows are at record high levels (MacArthur et al., 2018) 

while attractive acquisition targets seem limited in supply. Practitioners must therefore trade 

carefully and refrain from confusing the SBO boom with general market health. As Global Head 

of Private Equity at Blackstone stresses: 

“[Secondary buyouts are] not a sign of health” (WSJ, 2013, p. 1) 
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Appendices  
Appendix 1: List of Abbreviations 

AUM - Assets under Management 

CAGR - Compound Annual Growth Rate 

Capex - Capital Expenditure 

CEO - Chief Executive Officer 

EBIT - Earnings Before Interst and Tax 

EBITDA - Earnings Before Interest Tax Depreciation and Amortisation 

EV - Enterprise Value 

FCF - Free Cash Flow 

GP – General Partner 

GAAP - Generally Accepted Accounting Practices 

IC - Invested Capital 

IFRS - International Financial Reporting Standard 

IPO - Initial Public Offering 

IRR - Internal Rate of Return 

KPI – Key Performance Indicator 

LBO - Leveraged Buyout 

LP – Limited Partner 

LPA – Limited Partnership Agreement 

M&A - Mergers and Acquisitions 

MBO - Management Buyout 

MLR - Multi Linear Regression 

NACE - Nomenclature of Economic Activities 

OLS - Ordinary Least Squares 
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PBO – Primary Buyout 

PE – Private Equity 

PP&E - Property, Plant & Equipment 

PPA - Purchase Price Allocation 

R&D - Research and Development 

ROA - Return on Assets 

ROE - Return on Equity 

ROIC - Return on Invested Capital  

SBO – Secondary Buyout 

SPV - Special Purpose Vehicles 

VC - Venture Capital 
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Appendix 2: Database Screenshots  

Mergmermarket database search example 

 

Valu8 database search example 
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Orbis database search example 

 

Statista database search example 

 

Preqin database search example 
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Unqoute database search example 
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Appendix 3: Formula Sheet 

Invested Capital = 𝑁𝑒𝑡	𝑑𝑒𝑏𝑡 + 𝑇𝑜𝑡𝑎𝑙	𝑒𝑞𝑢𝑖𝑡𝑦 

Free Cash Flow = 𝑁𝑒𝑡	𝑖𝑛𝑐𝑜𝑚𝑒 + 𝐷𝑒𝑝𝑟𝑒𝑐𝑖𝑎𝑡𝑖𝑜𝑛 − ∆	𝑁𝑒𝑡	𝑤𝑜𝑟𝑘𝑖𝑛𝑔	𝑐𝑎𝑝𝑖𝑡𝑎𝑙 − (∆	𝑃𝑃&𝐸 + 𝐷𝑒𝑝𝑟𝑒𝑐𝑖𝑎𝑡𝑖𝑜𝑛) 

Delta ROIC = 
!"#$()*

#%&'()'*	,-./)-0()*
− !"#$(+,

#%&'()'*	,-./)-0(+,
 

Delta ROA = 
!"#$()*

$1)-0	-((')(()*
− !"#$(+,

$1)-0	-((')((+,
 

ROE = 
!"#$()*

$1)-0	'23/)4()*
− !"#$(+,

$1)-0	'23/)4(+,
 

Net working capital = 𝐴𝑐𝑐𝑜𝑢𝑛𝑡𝑠	𝑟𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒 + 𝐼𝑛𝑣𝑒𝑛𝑡𝑜𝑟𝑦 − 𝐴𝑐𝑐𝑜𝑢𝑛𝑡𝑠	𝑝𝑎𝑦𝑎𝑏𝑙𝑒 

Sales CAGR = (5-0'(
()*		

5-0'((+,		
)
,
. − 1	 

Delta EBITDA Margin = 
!"#$67()*

5-0'(()*
− !"#$67(+,

5-0'((+,
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Appendix 4: Correlation Matrix 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12)

CEO replacement (1) 1

Industry specialisation (2) 0.007 1

Log(partner experience) (3) 0.068 0.202 1

PE fund age (4) 0.101 0.161 0.064 1

Geographical focus (5) -0.108 0.121 0.128 -0.111 1

PE firm size (6) 0.051 -0.158 -0.087 0.325 -0.333 1

Pressure to invest (7) -0.066 0.053 -0.139 0.104 -0.061 -0.062 1

Domestic investment (8) -0.109 -0.056 0.173 -0.142 0.426 -0.173 -0.158 1

Log(assets) (9) 0.102 -0.020 0.083 0.240 -0.182 0.283 0.093 -0.367 1

Debt/equity (10) 0.058 0.123 -0.006 -0.079 0.079 -0.048 -0.109 0.117 -0.009 1

EBITDA margin (11) -0.247 0.198 -0.068 0.079 -0.062 0.074 0.018 -0.068 -0.063 -0.006 1

Capital intensive (12) -0.049 0.096 0.070 -0.102 0.038 -0.068 0.052 -0.075 0.072 -0.050 0.143 1
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Appendix 5: STATA Input 

 The STATA file cannot be uploaded in its format to exam.cbs.dk, but is available upon request. 
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Appendix 6: Fitting of Full Models  

 

 

(1) (2) (3) (4) (5) (6) (7)

SBO-dummy 0.015 0.004 0.001 -0.014 0.000 0.000 -0.008
-(0.068) -(0.067) -(0.068) -(0.069) -(0.080) -(0.084) -(0.070)

Log(assets) 0.039 0.037 0.049 0.038 0.084 0.057
-(0.011) -(0.011) -(0.012) -(0.011) -(0.017) -(0.011)

Debt/equity 0.097 0.094 0.084 0.084 0.095
-(0.014) -(0.014) -(0.014) -(0.013) -(0.015)

Debt/EBITDA 0.116 0.119 0.113 0.109
-(0.001) -(0.001) -(0.001) -(0.001)

Capital intensive -0.08 -0.076 -0.066 -0.071
-(0.135) -(0.202) -(0.216) -(0.165)

EBITDA margin 0.056 0.037 -0.018
-(0.717) -(0.739) -(0.359)

EBIT margin -0.193 -0.179
-(0.492) -(0.491)

Profit margin -0.146 -0.137
-(0.039) -(0.038)

Sweden-dummy 0.072
-(0.073)

Norway-dummy 0.07
-(0.128)

Finland-dummy 0.117
-(0.127)

Observations 235 235 235 235 235 235 235

Adj. R2 -0.004 -0.007 0.008 0.010 0.023 0.018 -0.004

Table 12: Fitting of model - Sales

Note: Table 12 illustrates the fitting of the model with different control variables. Standard errors are lowered in (·). For every 
regression, robust standard errors are applied and beta coefficients are calculated. * p < 0.10 ; ** p < 0.05 ; *** p < 0.01

(1) (2) (3) (4) (5) (6) (7)

SBO-dummy0.033 0.014 0.012 0.014 0.057 0.057 0.047
-(0.023) -(0.023) -(0.023) -(0.023) -(0.018) -(0.018) -(0.022)

Log(assets) 0.066 0.06 0.058 0.03 0.052 0.041
-(0.004) -(0.004) -(0.004) -(0.003) -(0.003) -(0.003)

Debt/equity 0 0.001 -0.026 -0.035* -0.018
-(0.001) -(0.002) -(0.001) -(0.001) -(0.001)

Debt/EBITDA 0.069 0.069 0.06 0.056
(0.000) (0.000) (0.000) (0.000)

Capital intensive 0.011 0.135** 0.151** 0.134**
-(0.047) -(0.051) -(0.058) -(0.051)

EBITDA margin -0.467*** -0.482*** -0.483***
-(0.144) -(0.147) -(0.140)

EBIT margin -0.098 -0.093
-(0.083) -(0.082)

Profit margin -0.109 -0.1
-(0.021) -(0.022)

Sweden-dummy 0.107
-(0.032)

Norway-dummy 0.068
-(0.035)

Finland-dummy 0.076
-(0.036)

Observations 235 235 235 235 235 235 235

Adj. R2 -0.003 -0.004 -0.007 -0.012 0.212 0.209 0.207

Table 13: Fitting of model - EBITDA

Note: Table 13 illustrates the fitting of the model with different control variables. Standard errors are lowered in (·). 
For every regression, robust standard errors are applied and beta coefficients are calculated. * p < 0.10 ; ** p < 0.05 ; 
*** p < 0.01
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(1) (2) (3) (4) (5) (6) (7)

SBO-dummy-0.135** -0.144** -0.144** -0.141** -0.107 -0.112* -0.128*
-(0.016) -(0.017) -(0.017) -(0.017) -(0.017) -(0.016) -(0.017)

Log(assets) 0.033 0.029 0.026 0.016 0.105 0.016
-(0.004) -(0.004) -(0.004) -(0.004) -(0.004) -(0.004)

Debt/equity -0.062* -0.062* -0.078** -0.073** -0.070*
-(0.002) -(0.002) -(0.002) -(0.002) -(0.002)

Debt/EBITDA -0.004 -0.004 -0.007 -0.006
(0.000) (0.000) (0.000) (0.000)

Capital intensive 0.018 0.086 0.093 0.07
-(0.030) -(0.036) -(0.037) -(0.033)

EBITDA margin -0.311* -0.322** -0.206***
-(0.100) -(0.098) -(0.049)

EBIT margin 0.029 0.036
-(0.084) -(0.080)

Profit margin -0.131* -0.118*
-(0.004) -(0.004)

Sweden-dummy 0.085
-(0.021)

Norway-dummy 0.037
-(0.023)

Finland-dummy 0.199**
-(0.029)

Observations 235 235 235 235 235 235 235

Adj. R2 0.014 0.011 0.006 0.002 0.041 0.052 0.043

Table 14: Fitting of model - ROA

Note: Table 14 illustrates the fitting of the model with different control variables. Standard errors are lowered in 
(·). For every regression, robust standard errors are applied and beta coefficients are calculated. * p < 0.10 ; ** p < 
0.05 ; *** p < 0.01
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(1) (2) (3) (4) (5) (6) (7)

SBO-dummy-0.061 -0.072 -0.074 -0.075 -0.063 -0.069 -0.071
-(0.135) -(0.164) -(0.157) -(0.159) -(0.148) -(0.147) -(0.155)

Log(assets) 0.04 0.01 0.011 0.013 0.069 0.01
-(0.041) -(0.038) -(0.038) -(0.038) -(0.037) -(0.038)

Debt/equity -0.387*** -0.387*** -0.390*** -0.385*** -0.389***
-(0.018) -(0.018) -(0.019) -(0.018) -(0.018)

Debt/EBITDA 0.013 0.013 0.015 0.021
(0.000) (0.000) (0.000) (0.000)

Capital intensive -0.007 0.016 0.014 0.006
-(0.191) -(0.221) -(0.242) -(0.202)

EBITDA margin -0.147 -0.137 -0.051
-(0.676) -(0.642) -(0.333)

EBIT margin 0.096 0.088
-(0.383) -(0.366)

Profit margin -0.025 -0.019
-(0.036) -(0.034)

Sweden-dummy 0.031
-(0.194)

Norway-dummy -0.037
-(0.139)

Finland-dummy 0.112*
-(0.176)

Observations 235 235 235 235 235 235 235

Adj. R2 -0.001 -0.003 0.139 0.135 0.130 0.130 0.138

Table 15: Fitting of model - ROE

Note: Table 15 illustrates the fitting of the model with different control variables. Standard errors are 
lowered in (·). For every regression, robust standard errors are applied and beta coefficients are calculated. * 
p < 0.10 ; ** p < 0.05 ; *** p < 0.01

(1) (2) (3) (4) (5) (6) (7)
SBO-dummy-0.112* -0.131** -0.131** -0.126* -0.107* -0.105 -0.120*

-(0.066) -(0.067) -(0.068) -(0.071) -(0.071) -(0.072) -(0.070)
Log(assets) 0.066 0.063 0.058 0.054 0.087 0.056

-(0.016) -(0.015) -(0.016) -(0.016) -(0.017) -(0.016)
Debt/equity -0.014 -0.013 -0.022 -0.027 -0.016

-(0.017) -(0.017) -(0.017) -(0.017) -(0.017)
Debt/EBITDA 0.024 0.023 0.022 0.015

(0.000) (0.000) (0.000) (0.000)
Capital intensive 0.033 0.063 0.079 0.053

-(0.151) -(0.160) -(0.162) -(0.156)
EBITDA margin -0.143 -0.171 -0.078

-(0.297) -(0.302) -(0.171)
EBIT margin 0.017 0.035

-(0.173) -(0.174)
Profit margin -0.083 -0.073

-(0.017) -(0.018)
Sweden-dummy 0.1

-(0.086)
Norway-dummy 0.104

-(0.122)
Finland-dummy 0.103

-(0.098)
Observations 235 235 235 235 235 235 235
Adj. R2 0.008 0.008 0.000 -0.003 -0.006 -0.009 0.002

Table 16: Fitting of model - FCF/IC

Note: Table 16 illustrates the fitting of the model with different control variables. Standard errors are 
lowered in (·). For every regression, robust standard errors are applied and beta coefficients are calculated. * 
p < 0.10 ; ** p < 0.05 ; *** p < 0.01
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Appendix 7: Full Models  

 

 

(1) (2) (3) (4) (5) (6) (9) (10)
CEO replacement 0.307** 0.332** 0.331**

-(0.145) -(0.146) -(0.150)
Industry specialisation 0.048 0.026 0.031

-(0.104) -(0.118) -(0.099)
Log(partner experience) 0.024 -0.026 -0.044

-(0.061) -(0.006) -(0.060)
PE firm size -0.094 -0.060 -0.098

-(0.001) -(0.002) -(0.002)
Pressure to invest -0.025 0.004 -0.002

-(0.122) -(0.120) -(0.116)
Domestic investment 0.119 0.126 0.165*

-(0.126) -(0.105) -(0.113)
Time YES YES YES YES YES YES YES YES
Industry YES YES YES YES YES YES YES YES
Pre-financials YES YES YES YES YES YES NO YES
Observations 93 93 93 93 93 93 93 93
Adj. R2 0.055 -0.035 -0.037 -0.029 -0.037 -0.025 0.058 0.033

Note: Table 17 shows model estimations with different restrictions. Standard errors are lowered in (·). For every regression, robust 
standard errors are applied and beta coefficients are calculated. * p < 0.10 ; ** p < 0.05 ; *** p < 0.01

Table 17: Full model 2 - Sales

(1) (2) (3) (4) (5) (6) (9) (10)
CEO replacement -0.091 0.046 -0.106

-(0.028) -(0.050) -(0.030)
Industry specialisation 0.095 -0.063 0.075

-(0.030) -(0.044) -(0.028)
Log(partner experience) 0.115 0.148* 0.117

-(0.015) -(0.002) -(0.017)
PE firm size -0.049 -0.072 -0.024

(0.000) (0.000) (0.000)
Pressure to invest -0.002 0.013 -0.007

-(0.038) -(0.041) -(0.037)
Domestic investment -0.008 -0.028 -0.048

-(0.037) -(0.048) -(0.042)
Time YES YES YES YES YES YES YES YES
Industry YES YES YES YES YES YES YES YES
Pre-financials YES YES YES YES YES YES NO YES
Observations 93 93 93 93 93 93 93 93
Adj. R2 0.267 0.268 0.273 0.261 0.259 0.259 -0.039 0.248

Note: Table 18 shows model estimations with different restrictions. Standard errors are lowered in (·). For every regression, robust 
standard errors are applied and beta coefficients are calculated. * p < 0.10 ; ** p < 0.05 ; *** p < 0.01

Table 18: Full model 2 - EBITDA
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(1) (2) (3) (4) (5) (6) (9) (10)
CEO replacement 0.094 0.138* 0.091

-(0.071) -(0.078) -(0.072)
Industry specialisation 0.255** 0.242** 0.281**

-(0.104) -(0.104) -(0.116)
Log(partner experience) 0.128* 0.007 0.031

-(0.037) -(0.005) -(0.036)
PE firm size 0.052 0.067 0.108*

-(0.001) -(0.001) -(0.001)
Pressure to invest -0.085 -0.055 -0.058

-(0.080) -(0.083) -(0.079)
Domestic investment 0.201** 0.250* 0.223**

-(0.095) -(0.128) -(0.098)
Time YES YES YES YES YES YES YES YES
Industry YES YES YES YES YES YES YES YES
Pre-financials YES YES YES YES YES YES NO YES
Observations 93 93 93 93 93 93 93 93
Adj. R2 0.000 0.056 0.008 -0.006 -0.001 0.027 0.069 0.072

Note: Table 19 shows model estimations with different restrictions. Standard errors are lowered in (·). For every regression, robust 
standard errors are applied and beta coefficients are calculated. * p < 0.10 ; ** p < 0.05 ; *** p < 0.01

Table 19: Full model 2 - ROIC

(1) (2) (3) (4) (5) (6) (9) (10)
CEO replacement -0.002 0.033 -0.037

-(0.027) -(0.026) -(0.026)
Industry specialisation 0.128 0.080 0.124

-(0.022) -(0.024) -(0.022)
Log(partner experience) 0.281*** 0.217* 0.255***

-(0.011) -(0.002) -(0.012)
PE firm size 0.122 0.108 0.157

(0.000) (0.000) (0.000)
Pressure to invest -0.161 -0.118 -0.121

-(0.027) -(0.027) -(0.028)
Domestic investment 0.092 0.067 0.026

-(0.028) -(0.023) -(0.026)
Time YES YES YES YES YES YES YES YES
Industry YES YES YES YES YES YES YES YES
Pre-financials YES YES YES YES YES YES NO YES
Observations 93 93 93 93 93 93 93 93
Adj. R2 0.026 0.042 0.108 0.040 0.053 0.033 0.036 0.105

Note: Table 20 shows model estimations with different restrictions. Standard errors are lowered in (·). For every regression, robust 
standard errors are applied and beta coefficients are calculated. * p < 0.10 ; ** p < 0.05 ; *** p < 0.01

Table 20: Full model 2 - ROA
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(1) (2) (3) (4) (5) (6) (9) (10)
CEO replacement 0.121 0.120 0.115

-(0.149) -(0.141) -(0.148)
Industry specialisation 0.198** 0.128 0.190

-(0.171) -(0.202) -(0.198)
Log(partner experience) 0.202*** 0.124 0.131*

-(0.071) -(0.011) -(0.075)
PE firm size 0.002 0.042 0.048

-(0.001) -(0.001) -(0.002)
Pressure to invest -0.066 0.009 -0.032

-(0.144) -(0.161) -(0.147)
Domestic investment 0.165* 0.114 0.158*

-(0.164) -(0.261) -(0.165)
Time YES YES YES YES YES YES YES YES
Industry YES YES YES YES YES YES YES YES
Pre-financials YES YES YES YES YES YES NO YES
Observations 93 93 93 93 93 93 93 93
Adj. R2 0.068 0.093 0.096 0.054 0.058 0.078 0.000 0.107

Note: Table 21 shows model estimations with different restrictions. Standard errors are lowered in (·). For every regression, robust 
standard errors are applied and beta coefficients are calculated. * p < 0.10 ; ** p < 0.05 ; *** p < 0.01

Table 21: Full model 2 - ROE

(1) (2) (3) (4) (5) (6) (9) (10)
CEO replacement 0.185* 0.226** 0.190**

-(0.077) -(0.074) -(0.076)
Industry specialisation 0.231* 0.294** 0.272**

-(0.101) -(0.091) -(0.100)
Log(partner experience) 0.090 -0.068 -0.018

-(0.040) -(0.004) -(0.040)
PE firm size 0.113* 0.147** 0.162**

-(0.001) -(0.001) -(0.001)
Pressure to invest -0.090 -0.065 -0.051

-(0.079) -(0.079) -(0.078)
Domestic investment 0.231** 0.287*** 0.281**

-(0.078) -(0.092) -(0.095)
Time YES YES YES YES YES YES YES YES
Industry YES YES YES YES YES YES YES YES
Pre-financials YES YES YES YES YES YES NO YES
Observations 93 93 93 93 93 93 93 93
Adj. R2 0.061 0.080 0.036 0.039 0.036 0.075 0.137 0.154

Table 22: Full model 2 - FCF/IC

Note: Table 22 shows model estimations with different restrictions. Standard errors are lowered in (·). For every regression, robust 
standard errors are applied and beta coefficients are calculated. * p < 0.10 ; ** p < 0.05 ; *** p < 0.01
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Appendix 8: Distribution of Buyouts Across the Year 
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