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4. FUNDRAISING

                

SMID CAP: FOCUS AND GROWTH
- Eric Bismuth, Monte! ore Investment

The small- to mid-market segment has 

been highlighted for several years by LPs 

as the area o" ering the most attractive 

investment opportunities. Why is this?

It is true that the small- to lower-mid 

cap segment has delivered stronger 

returns over the years and across cycles 

to LPs. In addition, in this segment, the 

best performing " rms show a stronger 

outperformance (‘alpha’) compared to the 

asset classes average.

This is driven by the high number of 

investment opportunities, notably 

in primary buyouts, with signi" cant 

operational improvement and pro" table 

growth opportunities. Over the last 

12 years, Monte" ore Investment has 

consistently implemented the same 

strategy, which we call “Focus & Growth”, 

to leverage this market opportunity. We 

have decided to focus exclusively on one 

geography (France), one large sector 

(Services) and have developed a deep 

transformation expertise to generate 

superior pro" table growth. A lot of people 

talk about transformation; few can actually 

execute it in a systematic way. Since 

inception, we have developed strong 

capabilities to accelerate the development 

of service SMEs through international 

expansion, digital transformation, human 

capital development and targeted strategic 

acquisitions.

Thanks to our various competitive 

advantages, our portfolio companies grow 

at about 15% per year on average, which 

is about 10x faster than French GDP, at 

constant EBITDA margin. This pro" table 

growth generates more than 70% of the 

value creation for our investors. 

According to Preqin data, we have been 

among the top " ve performers in Europe, 

across all buyout specialists over the long 

term. This is the ‘alpha’ factor LPs are looking 

for.

Do you believe that sector-focused funds 

can leverage their industry expertise to 

outperform the market?

Academic research has shown that 

managers declaring a major in one sector 

tend to outperform generalist funds 

invested in the same sector. This has been 

demonstrated to be true across all sectors, 

geographies and fund sizes. Another 

advantage worth noting is their ability to 

avoid losses more consistently, as they tend 

to better identify risks. 

Our sector focus has been at the core of 

our strategy since 2005, and we have been 

very disciplined in terms of execution. It 

supports our sourcing capability, the depth 

of our business due diligence, as well as our 

ability to add more value to our portfolio 

companies post transaction. 

Both entrepreneurs and investors are 

mature enough to distinguish marketing 

di# erentiation from real specialization, 

which is supported by deep expertise and 

unique sector network. Only the latter can 

generate long-term outperformance.

France is the largest continental 

European private equity market; 

however, in recent years, LPs have 

tended to underweight France in their 

allocation. Is this still the case and to 

what extent has this a" ected you?

France is a large private equity market with 

a proven track record over many years. This 

is structurally driven by a deep universe 

of targets, a very diversi" ed and resilient 

economy, a strong image of private equity, 

a great pool of highly skilled managers 

and signi" cant potential to further 

internationalize French companies.

However, some international LPs reduced 

their allocation in 2011-2012 due to 

a political context perceived as less 

favourable to investment when François 

Hollande was elected. 

The context has signi" cantly changed 

since then, as there is a large consensus 

among traditional parties on a pro-

business agenda regarding the need to 

foster entrepreneurship (few people know 

that entrepreneur is a French word!), the 

continued decrease in social charges 

and the progressive alignment of " scal 

conditions with Germany and other core 

European countries. 

In that context, since 2015, international 

LPs have increased their allocation to 

investments in France. At the same time, 

they do not hesitate to thoroughly review 

their portfolio of relationships, based on 

actual performance and transparency. 

Brexit is probably going to foster this trend. 

As far as Monte" ore is concerned, we added 

a strong European LP base to our French 

base in Monte" ore Investment III (2013), 

and then reinforced it with " rst-class North 

American and Asian LPs in Monte" ore 

Investment IV, which was raised in 2016. 

Our investor base is now very diversi" ed 

and well balanced between France (39% of 

commitments), Rest of Europe (33%), North 

America (20%) and Asia/Australia (8%).

What are your main challenges as we 

head into 2017?

We have had an extraordinary 2016 with 

record exits and distributions, excellent 

performance of our portfolio and a new 

fund that was 2x oversubscribed. Our 

challenge is to “keep calm and carry on” 

in a quite unpredictable international 

environment. We have built a platform 

that is well equipped to navigate in all 

weather conditions and we look forward to 

reinforcing it in the future. 
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