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Introduction

Consistent with Jensen’s [1] predictions, the buyout market has
grown tremendously since the 1980s. Buyout transactions, for example,
account for more than one half of all private equity (PE) investments,
estimated to be worth about $2.5 trillion worldwide [2]. The US, Asian
and European buyouts exhibit many similar features. This is explained
by dominance of internationally transmitted financial technology over
institutional and business cultural factors [3]. Globally, the US market
still receives the highest amount of PE investments followed by the UK
market. The unprecedented growth of UK PE backed buyouts generated
public interest and, at the same time, created some controversy
regarding buyouts and the role of PE investors. For example, media
and some politicians often accuse PE firms of shorttermism (i.e. exiting
too early) and lacking to improve the buyouts’ performance. The PE
industry (e.g. British Private Equity and Venture Capital Association -
BVCA), on the other hand, argues that PE firms work longer with their
targets and that companies backed by PE have performed better than
other companies. In this editorial article, we summarise recent literature
that examines longevity of UK buyouts thus shedding more light on the
above controversy. We also discuss limitations of the previous research
and suggest some interesting areas for future research.

UK Buyout Exits and Longevity - Survey of the Recent
Literature

We survey research that is based on buyout level rather than at PE
fund level data. Aggregation of data at the PE fund level inevitable leads
to loss of information regarding timing of original investments and
exits from buyout structure. Company level data, on the other hand,
allow researchers to monitor the exit status and, therefore, longevity
of buyouts. The buyout level data also allows researchers to control for
the fact that PE investors tend to prefer investments in companies with
certain characteristics.

Overall, IPOs and sales are the preferred exit route for UK buyouts
[4]. The UK has the most liquid PE and stock markets in Europe which
helps explaining the popularity of IPO exits in UK compared to other
European countries. The reported evidence on the importance of
IPOs as exit route for UK buyouts, however, varies significantly. For
example, the reported percentages for IPO exits from UK buyouts
were 16% in Nikoskelainen and Wright [5], 10% by Wright et al. [6],
11% by Stromberg [7] and 47% by Jelic [4]. Most recently, SMBO exits
exhibited steady growth, reaching 29% of all exits in the 2000s [4].

Stromberg [7] reports that only 2.9% of PE backed deals worldwide
exited within 12 months of the original transaction. Jelic [4] reports
higher percentage of the early exits for UK buyouts, of 5.1%. The UK
early exits tend to be associated with IPOs of relatively smaller buyouts
at the AIM [4]. Both studies report that number of early exits exhibited
a decreasing trend over the last three decades. The reported failure rates
for UK buyouts are similar to failure rates of 3% reported for other UK
private firms.

Jelic [4] reports median time to exit of 36 months for UK buyouts.
Around 35% of UK buyouts remained in a buy-out organisational
form, whilst 47% remained in private ownership for at least 7 years
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after the original buyout transactions. The results are in line with the
results reported in Stromberg [7] who reports that while 67% of his
UK sub-sample exited the original LBO structure during the sample
period, 59% exited LBO organisational form within 5 years after the
original LBO. Buyout characteristics (e.g. size), characteristics of PE
backing (e.g. syndicates and highly leveraged deals), together with
stock market and PE market conditions significantly influence the
longevity of buyouts [4].

The average time to exit in UK PE backed subsamples ranges from
3.3 years [4] to 3.5 years [5]. This compares to 3.7 years reported for
European PE backed deals [8]. Across exit routes, the longevity of UK
PE backed IPOs (3.2 years as reported in Jelic [4]) is similar to the
average longevity reported for European deals (3.3 years as reported in
Cumming [9]). The combined average longevity of private exits (sale
and SMBO) of 3.6 years [4] is slightly longer than 3.4 years reported for
European deals in Cumming [9]. The longevity, however, is longer than
for the US (3.0 years) and Canadian (2.5 years) VC backed IPOs [10].
The only notable difference is the longevity of PE backed liquidations
(4.4 years as reported in Jelic [4]) compared to the longevity of writeofts
reported for European deals (3.6 years as reported in Cumming [9]).
Finally, the longevity of SMBO exits was 4.3 years [4].

Overall, the above evidence suggests that majority of UK buyouts
survive longer than 3 years while more than one third survives longer
than 10 years in a buyout form. Although PE backed deals exhibited
shorter average longevity than their non-PE backed counterparts, we
found no evidence of alleged systematic short-termism of PE firms. The
above results are also in line with a lack of evidence that the PE industry
contributed to the recent financial crisis and evidence suggesting
statistically significant increases in the operating performance of UK
buyouts [11]. Furthermore, regulators have recognized that private
equity offers a compelling business model with significant potential to
enhance the efficiency of companies both in terms of their operations
and their financial structure [12]. At European level, 2011 EU Directive
on Alternative Investments (including PE) has been significantly
‘soften” which is consistent with the view that initial post-crisis rhetoric
against PE sector was (at least partly) politically motivated. The
association of buyout and public ownership has increasingly being seen
as one of symbiotic rather than of competitive nature.

Concluding Remarks
Data matters

Limitations of the various databases on PE backed buyouts have
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been discussed in the buyout literature [7,13-15]. For example, Capital
1Q database lacks data on enterprise values and pricing for more than
58% of the transactions [7]. Furthermore, several databases have a
specific threshold for size of transaction (e.g. Thomson One Banker).
Since buyouts may have been relatively small at the time of the buyout
but have subsequently grown to a size where an exit (e.g. IPO) is
feasible, the data sources that adopt a large minimum size cut-off may
have introduced a biased perspective [14]. Furthermore, the majority
of databases (e.g. Thomson One Banker, Capital IQ and SDC M&A)
have more observations in recent years, which inevitable creates a
sample selection bias. Other potential problems with sample selection
(and endogeneity) were also discussed in some of the previous studies
[4,14,16,17]. Cochrane [17], for example, highlights the importance
of addressing potential selection problems in the sample consisting of
exited investments only. Cumming and MacIntosh [16] and Jelic et al.
[14] address the potential endogeneity problem due to the possibility
that PE firms do not randomly select buy-outs they are backing. The
above issues continue to create challenges and need to be addressed by
researchers in this area.

Suggestions for future research

The alignment of incentives leading to improved performance lies
at the heart for management buyout organizational form [18]. At the
same time, finance literature recognizes that activities of PE investors
(e.g. monitoring, advising, etc.) could increase firms’ market value
[19]. There is however paucity of literature that examines whether and
if yes how these PE activities contribute over and above the benefits
of buyout ownership associated with the alignment of incentives in
closely held companies. Comparison of performance and longevity
of PE backed and non-PE backed (i.e. pure) buyouts thus presents a
promising avenue for future research.

While public-to-private buyout transactions tend to receive most
of the media and attention by regulators, they represent less than 7%
of all buyout transactions, worldwide [7]. The vast majority of buyout
targets, therefore, are private companies and these transactions often
use little or no leverage. Future research, therefore, should focus more
on private-to-private and private-to-public as opposed to highly
leveraged public-to-private buyout transactions.

Finally, a more detailed investigation of SMBOs as one of the
important exit routes in the post-Lehman period would also be an
important contribution to the literature. For example, it is still not clear

whether SMBOs just buy more time for PE firms unable to exit their
investments via IPOs or they tend to create value for investors.
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