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Mind the Gap: Accessing an Attractive Segment No Longer Captured by Small Cap

Institutional investors have long turned to small-cap public equities, such as the Russell 2000, to
capture the growth premium associated with smaller companies. In recent years, however, the
Russell 2000 has struggled to deliver on this promise. Returns have been muted, volatility has
remained elevated, and a growing share of the index constituents represent larger, often unprofitable
businesses. At the same time, the growing middle market segment of U.S. private equity (“US MM
PE”) has emerged as a consistent engine of value creation and small-company exposure.

20-Year Return Profile
US MM PE and Russell 2000 TR Index
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Source: Data from Pitchbook (U.S. data) as of 12/31/24. USD in thousands.

The Bottom Line: Over a 20-year period, a $100,000 investment in US Middle Market Private Equity
would have grown to $1.7 million, nearly four times the value generated in the Russell 2000, with less
than half the volatility. In the past four years, MM PE extended its return premium over the Russell
2000 highlighting its resilience through multiple economic shocks.

The Russell 2000: Weaknesses in Small-Cap Public Equity

1. Volatility and Low Return Profile: Between 2021 and 2024, the Russell 2000 returned a 4.5%
annualized return with standard deviation of 15.9%. Over that same period, US MM PE
delivered a 14.7% annualized return with a 7.3% standard deviation.
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2. High Share of Unprofitable Companies: Approximately 42% of Russell 2000 constituents
were unprofitable in 2025. In contrast, middle market private equity firms focus on
businesses generating positive EBITDA and adequate free cash flow, which support a higher
level of re-investment to create a stronger growth profile.

3. Structural Index Issues: The decline in U.S. public listings and the Russell’s rigid stock-
count methodology have introduced significant size drift. Annual reconstitution adds further
volatility and noise, potentially leaving investors exposed to unintended risks.

Outgrowing the Small Company Premium

Despite its reputation as a “small-cap” benchmark, the Russell 2000 today is dominated by
companies much larger than many investors expect: average revenue of $1.6 billion and EBITDA of
$250 million. With 42% of these businesses unprofitable, investors have not seen that scale translate
into strength. In the pursuit of the small-company growth premium, the US middle market offers a
sweet spot with profitable and growing companies positioned for outsized expansion.

2025 Revenue and Profitability
US MM PE and Russell 2000 TR Index
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Conclusion

The Russell 2000 has become an increasingly inefficient tool for small-company exposure, marked
by high volatility, low returns, and an outsized concentration of unprofitable firms. Middle-market
private equity offers a superior alternative. By reallocating a portion of small-cap public equity
exposure into middle-market buyouts, investors can capture the small-company premium in a
higher-quality, higher-conviction format that enhances long-term portfolio resilience.
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Economic and market data is sourced from PitchBook unless stated otherwise.

This materialis provided for informational and educational purposes only and nothing herein constitutes investment, legal,
accounting or tax advice. This material is general in nature and is not directed to any category of investors and should not
be regarded as individualized, a recommendation, investment advice or a suggestion to engage in or refrain from any
investment-related course of action. Investment decisions and the appropriateness of this material should be made based
on an investor's individual objectives and circumstances and in consultation with his or her advisors. Information is
obtained from sources deemed reliable, but there is no representation or warranty as to its accuracy, completeness or
reliability. All information is current as of the date of this material and is subject to change without notice. The firm, its
employees and advisory accounts may hold positions of any companies discussed. Any views or opinions expressed may
not reflect those of the firm as a whole. Constitution Capital Partners products and services may not be available in all
jurisdictions or to all client types.

This material may include estimates, outlooks, projections and other “forward-looking statements.” Due to a variety of
factors, actual events or market behavior may differ significantly from any views expressed.

Investing entails risks, including possible loss of principal. Investments in hedge funds and private equity are speculative
and involve a higher degree of risk than more traditional investments. Investments in hedge funds and private equity are
intended for sophisticated investors only. Indexes are unmanaged and are not available for direct investment. Past
performance is no guarantee of future results.



