
Overall M&A Market Commentary 

Calendar year 2021 produced what was a significant 12 months in 

the post-pandemic recovery. The underlying economy has kept 

improving and moving forward despite headwinds from inflation, 

supply chain disruptions, labor shortages, rising energy costs, 

continued pandemic concerns and a wide variety of other issues. 

Many of these issues are unresolved and will continue well into 

2022 and potentially 2023. The bottom line is that the economy is 

continuing to recover from the pandemic shutdown; the U.S. 

consumers who drive our economy have income, savings and a 

desire to spend both, and there is no apparent recession on the 

horizon. Furthermore, as the pandemic proceeds through the 

Greek alphabet, the business community and overall human 

population has learned to adapt and will start to treat COVID-19 

as an endemic illness. 

Through the pandemic and the recovery period, the Federal 

Government has been very supportive of the economy. For 

example, the Infrastructure Investment and Jobs Act was passed 

by congress in November 2021 in a bipartisan fashion. This $1.2 

trillion funding bill is intended to rebuild roads, bridges and other 

national infrastructure, which we all know could use some 

upgrades and repairs. This new funding is layered on top of the 

$4.5 trillion in the six COVID-19 relief bills passed over the last 

two years, a large portion of which is still in the allocation 

process and has yet to make it to the affected parties. Never in 

the history of the U.S. has so much money been put into 

economic relief efforts in such a short period of time. With this 

massive amount of stimulus, coupled with the Fed’s asset 

purchase program and near zero interest rate support, it is no 

small wonder that we are experiencing a hot economy. 

Obviously, in the heat of the pandemic in 2020 and early 2021, 

when demand was dramatically reduced by the shutdown, 

these decisions to provide abundant stimulus and assistance 

were made to keep the economy afloat. In retrospect, probably 

much of this stimulus did save the day. However, we are now in 

uncharted economic waters as the Fed attempts to navigate 

the hot economy and resulting inflation and move toward a 

more normal business environment without running ashore. 

Not an easy task. 



Many economists suggest that more stimulus is not necessary in 

the current economy and might increase inflation in an 

environment in which inflation has already increased at the fastest 

pace in four decades. The Build Back Better plan was largely 

another huge stimulus addition. For the moment, the Build Back 

Better plan and its massive additional stimulus and potential tax 

increases appears stalled politically. Potential tax increases were 

always a part of this bill, and perhaps the specter of increased 

capital gains taxes enticed sellers into the market and helped 

jump-start the 2021 M&A bull market. For now, it looks like the 

2022 M&A bull market will continue without tax increases. 

Deal processing capacity issues became a factor in the M&A 

market in the second half of 2021. Many M&A advisors, deal 

attorneys, quality of earnings accountants, rep and warranty 

insurance brokers and others were “tapped out.” None of these 

groups ever, and I mean ever, want to turn away deals. It is not 

part of the deal person’s DNA to say no to business, but many 

advisors had to turn away business in 2021. Getting deals across 

the finish line is always a challenge, but capacity issues created 

more uncertainty and lengthened the M&A deal process. We 

believe the 2021 market’s volume measures, both dollar value 

and number of deals, could have been higher had there not been 

the capacity limitations.   

Additionally, because of the scarce resources, we believe that 

advisors focused on the better-quality, larger deals. As a result, 

we believe a portion of the increase in 2021 deal valuations may 

be due to a skew to bigger, better quality deals. Many of the 

“more average” quality and “smaller” deals are still in the que and 

will  resurface in 2022. This could lead to lower average valuation 

statistics in 2022.  

The market is still very receptive to new deals. We are predicting 

another strong M&A market in 2022.   

Due to the extended period that private company M&A market 

data are collected, there is a one-quarter lag in our information. 

As a result, the market commentary reflected below is limited to 

the data through 3Q21. The 4Q21 data is still preliminary and will 

be reviewed in the next quarter newsletter.   



M&A Market Activity 

M&A dollar and deal volume though the 3rd quarter of 2021 

continued to recover from the pandemic-afflicted year of 2020. 

Recorded deal value for the first three quarters of 2021 is $178 

billion, up from the $123 billion recorded in the nine months of 

the COVID-19-affected 2020. Throughout 2021, the demand for 

new M&A transactions was very strong, drawing large numbers 

of new sellers into the market. By the end of 3Q21, the rapid 

surge in deal activity stressed the deal market. Deal resources, 

like accountant capacity for quality of earnings analyses, rep and 

warranty insurance policies, deal attorney availability and even 

investment banker attention, became scarce commodities. This 

capacity constraint likely shifted average deal quality higher and 

may have limited the growth in M&A transactions in late 2021. 

The pandemic recovery in deal activity hit full steam in 2021 but, 

because of capacity issues, potentially excluded the smaller 

transactions and more challenging, story-oriented deal 

opportunities. 

• $65 billion of middle-market deals were recorded in 3Q21, 

up 4.8% from the value in 2Q21 and, in year-over-year 

comparisons, 3Q21 deal value was up 71.1% compared to 

the pandemic year 3Q20. 

• The number of middle-market deals closed in 3Q21 was flat 

to the number of deals closed in 2Q21. Like deal value, in 

year-over-year comparisons, the number of deals in 3Q21 

was up 22.2% from the pandemic year 3Q20. 

• The average middle-market deal size of $59.1 million in 

3Q21 was about 40.0% greater than the average $42.2 

million deal size closed in 3Q20.  

Like the overall M&A market, private equity (“PE”) exit activity 

has been strong in 2021. The number of PE exits in 3Q21 

increased slightly, 1.3% from the number of exits in 2Q21, while 

the capital exited increased more significantly, 54.6% during 

the same period. Our data suggest that the PEs are exiting 

larger, more valuable holdings to attract the scarce deal market 

resources in the current tight M&A market.    

Strong buyer demand for good-quality, well-prepared 

companies has continued this quarter. While the current 

market has an abundant number of deals, the “power”’ of 

sellers to dictate terms and attract higher valuations remains 

unabated. We believe the current M&A market has trended to 

better, stronger performing businesses that are always 

aggressively pursued by buyers, which helps sustain this sellers’ 

market. 



Middle Market Deal Valuations 

We are currently in an extraordinary M&A bull market. 

Abundant PE fund commitments, well-capitalized hungry 

strategic acquirors, a rapidly recovering economy and plentiful 

low-cost financing has produced favorable M&A market 

conditions. Emerging from the short pandemic shutdown, many 

sellers have entered the market, taking advantage of favorable 

market conditions. Even though the rapid escalation in M&A 

activity has strained the deal market mechanisms, the strong 

demand for good acquisition assets has sustained the sellers’ 

market and high valuations. 

PE buyers are the deal market juggernauts, striving to deploy 

the almost $3 trillion of undeployed, time-limited fund 

commitments. On the strategic buyer front, we believe that 

inflation and supply chain issues have momentarily distracted 

the strategic buyers and caused them to be more conservative 

in acquisitions. However, their distraction has been more than 

offset by the aggressive PE community.  Our data suggest that 

3Q21 valuations are rapidly returning to, and in some cases 

exceeding, the pre-pandemic levels.  

Further supporting high 2021 valuations is the capacity-strained 

deal market. With limited capacity, the deal market advisors 

have focused on bigger, better deals with higher valuations. 

While still saleable, the smaller, less attractive deals are delayed 

or taking longer to reach the finish line. In this type of market, a 

compelling investment thesis, a well-thought-out company 

positioning strategy and in-depth preparation are key factors to 

a successful sale. Sellers must be well-prepared and ready for a 

rigorous deal process. The time and effort invested up front in 

preparing for a sale will ensure that sellers receive strong buyer 

interest and attractive valuations in this resurging M&A market. 

Quarterly data tend to be more volatile than annual data, so we 

suggest focusing on trends rather than actual values in the 

quarterly data. The 3Q21 data show a continuation of the 

“enthusiastic” valuation trends observed in the pre-pandemic 

period of 2017 and 2018.    

• 3Q21 deal valuation multiples for the sub-$25 million 

category came in at 6.1x, slightly above the long-run 

average for this size category. Smaller deals are easier to 

digest and finance, which helps support valuations in a 

narrow range. 

• Larger middle-market valuations ($50 to $100 million 

segment) in 3Q21 moved to 8.7x, almost reaching the pre-

pandemic multiple high for this size category achieved in 

2018. 

• Valuations in the $25 to $50 million segment also moved 

significantly higher to 7.8x, which is higher than the five-

year average. 



Private Equity versus Strategic Valuations 

As stated previously, strategic buyers are always a major factor 

in the M&A market. Synergistic cost savings, access to new 

customers and other revenue opportunities provide strategic 

buyers with reasons to pay more than the typical financial 

buyer. At times, market conditions can change these 

circumstances. Our 3Q21 data shows that the strategic buyer 

community has pulled back in M&A transactions and is 

apparently paying less to acquire businesses than PEs. While 

still preliminary, our 4Q21 strategic buyer valuation data 

further support this trend. We believe inflationary pressures, 

labor issues and supply chain disruptions in the second half of 

2021 may have caused strategic buyers to focus more on their 

own operations and avoided complications by making 

acquisitions that are facing similar issues. While still making 

acquisitions, the strategic buyers appear to be more 

conservative in buying companies.    

• Strategic buyers continue to be active participants in 

middle-market M&A. In 3Q21, strategic buyers, on average, 

paid a slightly smaller multiple of cash flow than PEs. 

• Over the last five years, EBITDA multiples paid by PE buyers 

have remained in a range centered around 7.0x. The 

valuation data through 3Q21 indicate PEs are currently 

paying slightly above trend for new deals. 

• The valuation data of the last few years suggest that 

strategic buyers tend to pay a premium of at least 1.5x 

when compared to PE firms in the M&A market. But in the 

current market, the strategic premium is reduced to near 

zero. 

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

million, valuations are generally one to two multiples of 

EBITDA lower than the levels reflected in the chart below.  



Middle Market Leveraged Buy Out Capitalizations 

Middle-market deal capitalizations remain conservative, with 

equity comprising almost 50% of the typical deal capital 

structure. Debt capital has been abundant in the first three 

quarters of 2021. Even with the very busy deal market, almost 

every segment of the lending market has attempted to increase 

the capacity of their lending operations to accommodate more 

deal flow.     

• Commercial banks, asset-based lenders, business 

development corporations (“BDCs”) and mezzanine lenders 

continue to support acquisitions and growth financing 

situations. 

• There is strong loan availability in the current market, but 

generally with terms more conservative than before the 

pandemic. Deals are seeing less financial leverage, higher 

debt pricing and more lender-friendly terms, reflecting the 

perceived political and overall business risks in the current 

post-pandemic environment.  

• BDCs are becoming a bigger factor in the deal market and 

are being more aggressive in pursuing new lending 

opportunities. The reemergence of the BDCs has begun to 

force more aggressive deal structures and better loan 

pricing for borrowers. 

Mezzanine funds have continued to be active in leveraged 

transactions in 2021. This capital has a high interest rate that 

can stress a company’s cash flows. Interest-only and payment-

in-kind (“PIK”) structures still dominate the markets, but in the 

current environment, the use of equity co-investment 

structures may increase to match mezzanine returns with the 

deal risk profile.  



Overall Comment on the Financing Markets 

The U.S. economy keeps growing and continues to show 

surprising resilience. Supply chain disruptions, labor shortages, 

Delta and Omicron, inflation and politics have all tried to derail 

the economy without success. In particular, the equity markets, 

driven by strong growth in earnings, have reached new highs. 

The Fed’s planned 2022 tapering process, reducing its huge 

portfolio of treasuries and mortgage-backed securities, coupled 

with a raise in short-term interest rates, is expected to reduce 

liquidity in the financial system and tighten credit conditions. 

While battling high inflation, these moves will make borrowing 

more expensive later in 2022.  

As a result of the stronger economic activity in October and 

November, The Conference Board forecasted that GDP would rise 

to 6.5% in 4Q21, up from the 2.1% growth achieved in 3Q21, and 

changed their estimate for full-year 2021 to 5.6%. The Conference 

Board forecasts lower GDP growth of 3.5% in 2022 due to slowing 

consumer consumption, persistently high inflation, continued 

supply chain issues and higher interest rates.     

The U.S. equity and debt capital markets are strong, but more 

volatile, in late 2021. This volatility may be due to the fleeting 

and rotating market assessments of inflation, supply chain 

issues, labor shortages and political uncertainty. Even when 

these issues emerge from time to time, the markets continue to 

trend higher due to relatively robust underlying economic 

conditions and strong expected corporate earnings.    

Bank lending has become more accommodating toward the end 

of 2021. Many banks and bankers are actively pursuing the 

plentiful M&A and growth financing opportunities available in 

the current market. The Fed’s October 2021 Senior Loan Officer 

Opinion Survey indicated “a significant or moderate net share of 

banks” have eased terms on C&I loans and are starting to 

reduce the costs of these loans. These changes are intended to 

attract and compete for new borrowers, which suggests a 

borrower-friendly credit market.    

Overall, equity and debt capital markets are healthy, and all 

credit-worthy issuers should have little problem attracting 

capital. Resources in the deal market, while stretched thin in 

late 2021, appear to be ready for new deals in 2022. While debt 

capital is readily available, acquirers will have to be prepared for 

a longer financing process and potentially more conservative 

and expensive capital structures . 



Total  U.S. Middle Market Loan Issuance 

• New bank loan issuance for middle-market companies in 

2021 at $24.7 billion is up almost 50% from 2020’s volume. 

The increase in new commercial and industrial (“C&I”) loan 

issuance reflects a robust economic recovery from the 

pandemic and a record M&A market. 

• At the beginning of the pandemic, the Fed pledged to take 

any steps necessary to support banks and maintain 

sufficient liquidity in the banking system. As a result, banks 

have weathered the pandemic and have abundant liquidity 

for loans. 

• Up until the pandemic, bank lenders continued to focus on 

relationship banking, corporate borrowers' lines of credit 

and areas where they have a competitive advantage, such as 

operating business needs (including payroll and checking 

accounts). Due to regulatory scrutiny and the pandemic, 

banks are cautious in making new loans and are very 

selective in new leveraged transactions, leaving that market 

segment to the BDCs. 



Interest Rate Environment 

• In the December Federal Open Market Committee (“FOMC”) 

meeting, it was decided to end the Fed’s asset purchases in 

mid-March 2022. In the same meeting, the Fed suggested that 

they will make three rate hikes in 2022, with the first as early 

as March FOMC. The benchmark 10-year U.S. Treasury, 

currently at 1.70%, has already started to rise with increased 

inflation expectations and will rise even higher once the Fed 

action has begun. 

• The slope of the yield curve at the end of 2020 and continuing 

into 2021 is upward-sloping and reflects increasing inflation 

expectations. The 2-year to 10-year Treasury differential was 

34 basis points at the end of 2019, 80 basis points at the end 

of 2020 and 89 basis points at the end of 2021. The yield 

curve has also shifted higher by 50 basis points over the last 

year. 

• Once the Fed taper actions begin, the very low interest rate 

environment will likely end. The current low interest rate 

environment provides credit-worthy companies the 

opportunity to borrow now and lock in attractive long-term 

fixed rate debt. 



Middle Market Debt Multiples 

• Average total debt leverage in middle-market deals declined 

to 3.7x in 2020, down from the 4.0x average in 2019. This 

more conservative leverage continued into 3Q21, where 

total leverage was measured at 3.8x. While the availability 

of loans is very strong, the pandemic, inflation and business 

uncertainty has caused more conservative deal structures in 

late 2021. 

• Mezzanine capital played an important role in a leveraged 

capital structure in the pandemic environment. While 

mezzanine is more expensive capital than senior debt, its 

return structure matches the risk profile of companies 

operating in the post-pandemic period better than a similar 

amount of equity. 

• Over the past five years (2015-2019), mezzanine debt 

averaged about 0.8x EBITDA in the typical capital structure. 

In 2019, banks and BDC lenders started to disintermediate 

the mezzanine capital as they searched for new lending 

opportunities. So far, in 2021, even with a conservative bank 

lending environment and increased mezzanine fund pitching 

activity, mezzanine capital continues to become a slightly 

smaller component of the typical capital structure.    

• The use of inexpensive debt capital helps sustain high 

middle-market M&A valuations. We believe once the Fed 

taper begins and interest rates move higher, this may limit 

the increase in deal leverage levels.  





 

About Prairie Capital Advisors 

Prairie offers investment banking, ESOP advisory, valuations & opinions and financial reporting 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 Florikan ESA LLC 

Founded in 1981 and headquartered in Sarasota, FL, Florikan is an award-winning privately held agri-tech business that 
strives to evolve plant nutrition through advanced fertilizer technologies. The Company engineers specialized coatings to 
encapsulate fertilizers, while optimizing plant nutrition and reducing environmental impact. By manufacturing, blending 
and distributing controlled release fertilizer to high-value ornamental and agricultural markets throughout the world, 
Florikan achieves its vision of bringing plant nutrition, production and conservation together. 

Florikan ESA LLC was acquired by Profile Products LLC, a portfolio company of Incline Equity Partners. 

About Elenco Electronics, Inc. 

Founded in 1972 and headquartered in Wheeling, Illinois, Elenco strives to provide quality, innovative toys and 
educational products that are fun, affordable, engaging and designed to instill a passion for learning and creating. The 
Company is committed to inspiring imagination, invention and exploration through its toys, all of which bring enjoyment 
into learning about electronics and engineering. All Elenco products, including its award-winning Snap Circuits brand, 
align with the company’s philosophy that the best way to learn is by doing. 

Elenco Electronics, Inc. was recapitalized by Brass Ring Capital, Inc. 


