
Overall M&A Market Commentary 

During early 2019, the volume of closed middle-market M&A 

transactions kept moving along at a steady, although unexciting 

pace. The strong U.S. economic conditions and expectations for 

above trend growth are encouraging many business owners to 

look at potential liquidity events and consider their strategic 

options. While these strong economic conditions are encouraging 

“window shopping”, they are not creating a sense of urgency with 

sellers. The result is a stable and unexciting M&A market. There are 

enough M&A deals to keep the deal community busy, but not 

enough to make the deal community happy. 

Strong 1Q19 GDP growth of 3.1% indicates that the U.S. economic 

expansion will continue its record run in 2019. Although 

economists are predicting a slowdown in GDP growth to 2.4% for 

full year 2019, this level is still above trend and a sign of a 

continued healthy economy. According to the July 17, 2019 

Chicago Fed Survey of Business Conditions report, “Respondents’ 

outlooks for the U.S. economy for the next 12 months improved, 

turning optimistic on balance. Respondents with optimistic 

outlooks highlighted good economic data, particularly for the labor 

market, and growing demand for their firms’ products. 

Respondents with pessimistic outlooks highlighted elevated policy 

uncertainty under the current U.S. presidential administration, 

particularly in regard to trade policy.”  

Labor markets showed strength in 2Q19. June 2019 was the 19th 

consecutive month of employment growth with expectations for 

future workforce additions through the end of the year. “At a time 

when owners are continuing to struggle to find workers, they’re 

doing everything they can to recruit them, including raising 

wages,” said NFIB President and CEO Juanita D. Duggan. “The 

demand for workers is showing no signs of abating, evidence that 

tax cuts and deregulation lead to job creation, so it is important 

lawmakers stay away from policies that could stifle this historic 

growth.” The strong labor markets are also leading to above 3% 

wage growth, which results in more disposable income. 

In addition, consumers remain optimistic with the economy and 

the prospects for the future. According to the July 2019 University 

of Michigan Surveys of Consumers, “Consumer sentiment 

remained largely unchanged in early July from June, remaining at 

quite favorable levels since the start of 2017.” The consumer 

drives the U.S. economy, so strong consumer sentiment suggests 

continued economic growth in 2019. 



Furthermore, during 2Q19, the public equity markets have 

continued the upward trend begun earlier in 1Q19 with the Dow 

Jones, S&P 500 and NASDAQ all reaching record highs shortly after 

the end of 2Q19. With the maintained strength in the economy, 

solid consumer sentiment and stable business optimism, we see a 

continuation of a slow, but steady M&A market in 2019. 

The lower volume of M&A activity has helped keep company 

valuations high and maintain an M&A sellers’ market. Well 

prepared sellers are at a distinct advantage while the demand for 

quality acquisition targets remains high. We encourage business 

owners to look at their transition goals and objectives to 

determine whether a company sale makes sense for their 

circumstances. 

M&A Market Activity 

Middle-market deal activity in 1Q19 is off to a slow start. The 

dollar value of middle-market deals closed in each of 2018 and 

2017 was approximately $220 billion annually, forming a market 

bottom at those levels. M&A activity will have to improve later in 

2019 to sustain the market bottom with 1Q19 activity at $48 

billion, well below the last two years’ quarterly average of $55 

billion. A stable and growing U.S. economy, strong employment 

and jobs numbers, benign inflation and relatively good 1Q19 

public company earnings reports are all signaling that the U.S. 

economy still has momentum. These positive factors are offset by 

trade war uncertainty, slowing global growth and increasing 

domestic political tensions. If some of the economic uncertainty is 

reduced, we believe that could lead to greater M&A activity later 

in 2019.  

Private equity (PE) exit activity showed a declining trend in 2018, 

with that trend continuing into 2019. M&A market valuations were 

high over the last three years and are expected to continue to be 

high in 2019. This seems to have reduced the near term urgency of 

owners to sell their companies. Valuations are high, capital is 

plentiful and demand for quality businesses is strong. There is 

always a risk that seller complacency could lead to a missed 

market window.  

• The $48 billion of middle-market deals recorded in 1Q19 

reflects a 17.2% decrease in dollar value from 4Q18. In year 

over year comparisons, 1Q19 deal value was about 12.7% less 

than 1Q18 dollar value. 

• The number of middle-market closed deals in 1Q19 declined 

9.1% compared to the number of closed deals in 4Q18. In year 

over year comparisons, the number of deals in 1Q19 was also 

9.1% less than 1Q18’s tally. While the quarterly deal value 

totals are volatile, the quarterly deal tally has been somewhat 

level for the last few quarters  

• The average middle-market deal size of $48.0 million in 1Q19 

was down 4.0% from the average $50.0 million deal size 

closed in 1Q18. 

 

PE exit activity showed a significant reduction in 1Q19. The 

number of PE exits in 1Q19 decreased 28.5% from 4Q18 while the 

capital exited decreased 44.7% during the same period. With 

record committed fund levels, PE funds are anxious to put money 

to work in new deals. However, the PE community has been more 

restrained in their exit activities, perhaps because the current high 

company valuations shows no signs of abating, reducing the 

urgency to exit.  

Middle Market Deal Valuations 

Persistently low middle-market deal activity and strong strategic 

and PE buyer demand for acquisitions have sustained high M&A 

valuations. Ballooning PE buyer “dry powder” levels, low cost debt 



financing and active well capitalized strategic buyers are expected 

to continue to support elevated valuations through 2019 and into 

2020. 

These high valuations provide evidence that we are still in a sellers’ 

market. Middle-market company values have been near the 

market peak for a long time with increasing risk to the downside. 

We believe all business owners with a liquidity event on the 

horizon should review their strategic options and be prepared to 

enter the M&A market rapidly if the economy falters. Properly 

prepared, solid performing companies are always welcome in the 

M&A market and will continue to receive strong buyer interest 

and premium valuations. 

• Sub-$25 million deal valuation multiples moved slightly lower 

in 1Q19 declining to a 5.8x multiple which is near the long run 

multiple average for this size category.  

• Valuations on the large end of the middle-market ($50 to 

$100 million segment) moved lower in 1Q19 to 7.2x from the 

2018 high point of 9.0x. Quarterly data is more volatile than 

annual data, so this decline is likely temporary.  

• Valuations in the $25 to $50 million segment were only 

slightly lower than the 2018 multiple, showing consistency in 

this sector. This is likely due to large middle-market companies 

aggressively pursuing this strata. 

Private Equity versus Strategic Valuations 

Lower M&A activity has likely skewed the 1Q19 valuation data, 

showing lower deal valuations in the first quarter for both strategic 

and financial buyers. All buyers are very active in the current M&A 

market and looking for investment opportunities. Over the last five 

years, strategic buyers have been paying about 0.75x of EBITDA 

more than the average PE buyer. Our data show aggressive 

strategic buyer participation in 2018 M&A transactions and 

continuing into 2019. This has lead to higher strategic buyer 

premiums currently exceeding 1.0x. 

• Strategic buyers continue to be a significant factor in middle- 

market M&A. In 1Q19, strategic buyers, on averaged paid 

slightly over 1.0x multiple of EBITDA more than financial 

buyers.  

• Over the last couple of years, PE acquisition multiples have 

remained in a stable range above 7.0x. While the 1Q19 data 

show a slight valuation decrease, we believe PE multiples are 

still moving higher coincident to the strategic multiples.  

• The long run trend data on valuations still indicates that the 

supply demand imbalance continues in the middle-market. 

Well-prepared, attractive sellers can take advantage of 

interest in M&A deals by both strategic buyers and PE funds 

and achieve reasonably high valuations.  

• Prairie estimates that for middle-market deals below $50 

million, valuations are generally 1.0x to 2.0x multiples of 

EBITDA lower than the levels reflected in the chart below. 

Middle Market Leveraged Buy Out Capitalizations 

Since the end of the 2008 recession, the typical middle-market 

leveraged buyout (“LBO”) has been structured with lower levels of 

debt and more conservative capital structures. Even with 

aggressive lenders and abundant debt capital, the use of leverage 

has not dramatically increased over the last few years. The 1Q19 



data show evidence of the emergence of more aggressive 

behavior by some financial buyers. According to GF Data’s May 

2019 leverage report, 35.5% of the deals they surveyed used 

“maximum leverage,” up from 31.3% in 2018. While “maximum 

leverage” was used, the total debt on these deals was still in the 

relatively conservative 4.5x EBITDA range.  

• Debt capital is readily available across the middle-market. 

Commercial banks, asset-based lenders, business 

development corporations (“BDC”) and mezzanine lenders all 

stand ready to support acquisitions and growth financing 

situations.  

• The wide variety of non-bank debt sources and increased 

competition among banks for new lending opportunities has 

kept borrowing costs low. Increased lender competition has 

led to more borrower-friendly terms and a borrowers’ market.  

• Mezzanine funds continued to aggressively pursue deal 

opportunities in 2019. The use of this type of financing in 

leveraged transactions remains an important part of the LBO 

capital structure. Interest-only and payment-in-kind structures 

still dominate the markets. Mezzanine funds continue to 

pursue equity co-investment opportunities to improve their 

returns and increase their investment amount in deals.  

Overall Comment on the Financing Markets 

Debt and mezzanine capital was plentiful in the first half of 2019. 

Reduced M&A activity and lower investment in plant and 

equipment muted the demand for debt capital, including bank 

loans. Middle-market loan issuance in 2Q19 was down 54% from 

2Q18 volume. 1H19 loan volume was lower than any six month 

period since 1H12 and a 24% drop compared to 1H18. Banks, non-

bank lenders, mezzanine funds and private equity investors all 

have investable funds and are anxious to put their money to work. 

The lack of middle-market loan growth is a demand driven 

problem that has continued for several years. 

The interest rate yield curve continued to flatten during 2Q19, 

with the 2 Year to 10 Year Treasury yield spread slipping to 25 

basis points, down from 33 basis points at the end of 2Q18. 

Typically, a flat or inverted yield curve signals an increase in the 

risk of a recession, but with low inflation, a strong labor market 

and better than expected 2Q corporate earnings, any recession 

will likely occur in 2020 or later. According to the July 2019 

Seeking Alpha article, The probability of a U.S. Recession, their 

model puts the probability of a recession in the next 12 months at 

32.9%.  

The Fed interest rate normalization program was put on hold in 

late 2018 and a strong signal was made in 2Q19 suggesting that 

the Fed will cut interest rates if the economy falters. However, 

even with many recent positive economic developments, it seems 

that the Fed is “locked in” to a rate cut and will lower the federal 

funds rate by 25 basis points in July 2019.  

We remain in a favorable interest rate environment with low 

business borrowing costs. Low interest rates coupled with 

borrower-friendly terms makes this a borrowers’ market. Credit 

worthy companies still have an opportunity to structure loans with 

favorable terms and are welcome in the lending market. 

Total U.S. Middle Market Loan Issuance 

• New bank loan issuance for middle-market companies 1H19 

was down 24.0% over the same period last year. This anemic 

loan growth was a continuation of a trend that began several 

years ago.  

• The Fed has increased rates nine times since it began its 

normalization tightening cycle in December 2015. Initially, Fed 

concerns over a slowing U.S. economy led them to 

contemplate beginning future rate decreases. However, 

strong jobs data and good corporate earnings in late June/July 

alleviated that concern. Shortly thereafter, this was promptly 

replaced by new concerns with the slowing global economy 

and the effects of the protracted trade war with China. As a 

result, the Fed is once again considering making a rate cut at 

the end of July 2019. 



• Bank lenders continue to focus on relationship banking, 

corporate borrowers’ lines of credit and areas where they 

have a competitive advantage like operating business needs, 

including payroll and checking accounts. Due to regulatory 

scrutiny, banks continue to be selective in making new loans 

and are very selective in new leveraged transactions.  

• While significant concerns about a recession have subsided, 

U.S. borrowers and lenders have become more conservative 

in the use of debt due to concerns associated with potential 

impacts of a global economic slowdown and continued trade 

uncertainty on their business.  

Interest Rate Environment 

• The short end of the yield curve (Prime and one-month LIBOR) 

in a year-over-year comparison reflects the two additional 25 

basis point Fed rate hikes orchestrated in the last two quarters 

of calendar year 2018. Prime was up 50 basis points and one-

month LIBOR was up 31 basis points. The Fed decided that 

due to concerns with the strength of the global economy and 

its potential impact on the U.S., they would cease additional 

rate increases during 2019.   

• The yield curve has changed shape since last year and is now  

very flat. At the end of 2Q19, the 2 Year to 10 Year Treasury 

differential was at 25 basis points down from 33 basis points 

at the end of 2Q18. An inverted yield curve is a source of 

concern for analysts because it is considered by some to be a 

predictor of a future recession. The short end of the curve, the 

Prime and LIBOR rates are administered by the nations’ 

central banks whereas the yield on the U.S. Treasury bonds 

are set by the market. 

• A favorable labor market with more available jobs than there 

are unemployed has set the stage for continued economic 

growth. Furthermore, strong employment growth, low 

unemployment and significant wage growth has not led to the 

normally occurring inflationary environment. Even with a flat 

yield curve trending toward an inversion, there appears to be 

no recession on the horizon.  

Middle Market Debt Multiples 

• Total debt leverage in the deal market has moved to 4.1x in 

1Q19, with the senior bank component of the total leverage 

increasing to 3.3x. Even with tariff issues, political uncertainty 

and more volatile markets, the U.S. economy keeps showing 

resiliency. CEO confidence in the economy remains cautiously 

optimistic, which may serve to reduce investment in fixed 

assets and acquisitions, leading to muted new loan demand. 

• Mezzanine capital still plays an important role in a leveraged 

capital structure. Over the last few years, mezzanine debt has 

represented a little less than 1.0x EBITDA, which has remained 

consistent.  

• The use of debt leverage helps sustain high middle-market 

M&A valuations. If interest rates rise significantly, the use of 

senior debt may decline further, putting downward pressure 

on M&A valuations.  

• Bank lenders continue to maintain credit discipline largely to 

satisfy their regulators. The regulators limit the amount of 

Highly Leveraged Transactions (HLT) exposure that a bank can 

hold at the relatively conservative 3.0x EBITDA senior debt 

ratio. During 2018, BDC lenders have also become more 

conservative in their lending practices, contributing further to 

the decline in debt multiples.  



About Prairie Capital Advisors 

Prairie offers investment banking, ESOP advisory and valuation services to support the growth and ownership transition strategies of middle-market companies. Headquartered in 

Oakbrook Terrace, Illinois, the company is a leading advisor to closely-held companies nationwide.  

Securities transactions are effected and offered through Prairie Capital Markets, LLC (“Prairie”), member FINRA/SIPC. PRAIRIE and Prairie Capital Advisors are service marks 

registered with the U.S. Patent & Trademark Office. This document is a result of Prairie Capital Market, LLC and is for informational purposes only. It is not intended as an offer or 

solicitation with respect to the sale or purchase of a security. The opinions expressed are the views of the writer and do not reflect the views and opinions of Prairie. Prairie shall 

not be liable for damages resulting from the use of or reliance upon the information presented herein. 

About Kathy Davis Designs, Inc. 

For more than 25 years, millions have turned to Kathy Davis to find just the right words to offer comfort, 

share joy and celebrate life with the ones they love. Kathy Davis, the company founder established KDS 

with the mission to “create a life you love” and set out to design and license her unique artwork for use in 

the creation of greeting cards and other lifestyle design products. 

Kathy Davis Designs, Inc. was acquired by American Greetings Corporation.  


