
Overall M&A Market Commentary 

The steady return to a relatively normal business environment 

and the resulting strong economic recovery has resulted in a 

record-breaking global M&A market. According to Reuters, 

“Global mergers and acquisitions hit new record highs in the 

third quarter as companies and investors shaped their post-

COVID future through transformative deals while their advisors 

struggled to cope with transaction volumes never seen before.” 

Record levels of Private Equity (“PE”) fund investable capital, 

large balances of cash on public company balance sheets, 

hungry family office investors and the emergence of new 

buyers, like Special Purpose Acquisition Companies (“SPAC”), 

have fueled the robust demand for M&A deals to levels seen 

before the pandemic. The difference now is that sellers are 

finally joining the party to take advantage of the robust M&A 

market and high company valuations. Both sellers and buyers 

want to exploit the fruits of a strong economy before growing 

supply chain issues, increasing inflation and politically-induced 

economic headwinds lead to the inevitable market correction. 

The M&A deal market seems to have moved past the 

pandemic. The U.S. business community and the overall U.S. 

population has grown tired of the pandemic panic. Fortunately, 

the three vaccines and other COVID-19 treatments are highly 

effective and, in part, are leading to a reduction in infection 

severity, hospitalizations and death rates. According to STAT News, 

a Boston Globe Media health data resource, the two-week moving 

average of new cases is down 27.8% in the United States with a 

13.2% reduction in the two-week average deaths. The reduction in 

these two-week averages has been escalating since the beginning 

of September. Even with the reopening of elementary schools and 

universities, robust attendance at college and professional sporting 

events and a general return to more normal activities outside the 

home, the COVID-19 statistics continue to decline. Large numbers 

of vaccinated people and “earned immunity” through infection 

seems to have finally stemmed the growth in the disease. The goal 

of zero COVID-19 will never be achievable. Growing numbers of 

individuals are learning to live with what will likely be a continuing 

but manageable health issue.   



Supporting the strong M&A market is the readily-improving U.S. 

economy, even considering the significant headwinds of supply 

chain, labor and inflation issues. The Institute for Supply Chain 

Management Manufacturing PMI registered 61.1% in September, 

up from 59.9% in August, notching a 16th consecutive month of 

growth. Similarly, the Services PMI reached 61.9% in September 

up slightly from 61.7% in August, also a 16th straight month of 

growth in this sector. PMI readings above 50% in both measures 

indicate sector expansion and an improving economy. 

The National Federation of Independent Business’s (“NFIB”) 

Small Business Optimism Index increased in August to 100.1 up 

0.4 from the previous month. Even with this index increase 

warning signs are present. Five of the 10 index components 

increased in August, four declined and one was unchanged. “As 

the economy moves into the fourth quarter, small business 

owners are losing confidence in the strength of future business 

conditions,” said NFIB Chief Economist Bill Dunkelberg. “The 

biggest problems facing small employers right now are finding 

enough labor to meet their demand and, for many, managing 

supply chain disruptions.” According to the NFIB, 50% of small 

business owners report having job openings they cannot fill. In 

addition, 86% of business owners expect that supply chain issues 

and labor shortages will continue for at least the next 5 months. 

Supply chain and labor issues could limit the economy in the 

future but seems to have been manageable to-date. The stalled 

Biden Administration legislative initiatives could change the 

economics in future M&A deals, but many advisors do not expect 

these political issues to slow the level of M&A activity. “The new 

tax policy is not even a discussion point. Not impacting deals, 

what-so-ever probably a reflection on how people feel about 

the likelihood that it’s going to come into fruition next year,” said 

Mark Bekheit, a Latham & Watkins M&A lawyer. While tax 

increases may occur next year, this issue is still largely uncertain, 

so it is full steam ahead for the deal business. 

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 2Q21. The 3Q21 data will be reviewed in 

the next quarter newsletter.  



M&A Market Activity 

M&A dollar and deal volume in 2Q21 continued to increase 
from the strong activity in 1Q21. YTD 2021 deal value is $107 
billion up from the $85 billion recorded in the first six months 
of the COVID-19-affected 2020. The demand for new M&A 
transactions is very strong, and the supply of new deals has 
risen dramatically. The pandemic recovery in deal activity has 
hit full steam in mid-2021. Strong activity combined with a 
relatively robust economy is leading to capacity problems in the 
M&A market. Most deal-related professions, investment 
bankers, accountants, lawyers, etc. are running at near full 
capacity and striving to close deals by year end. While it still 
appears to be a sellers’ market for strong-performing 
companies, currently, smaller deals and unprepared sellers are 
seeing less buyer interest in the crowded market. 

• $58 billion of middle-market deals were recorded in 2Q21, 

up 18.4% from the value in 1Q21 and, in year-over-year 

comparisons, 2Q21 deal value was up 132.0% compared to 

the pandemic affected 2Q20. 

• The number of middle-market deals closed in 2Q21 

increased 10.0% compared to the number of deals closed 

in 1Q21. Like deal value, in year-over-year comparisons, the 

number of deals in 2Q21 was up 83.3% from the pandemic-

affected 2Q20. 

• The average middle-market deal size of $52.7 million in 

2Q21 was about 26.5% greater than the average $41.7 

million deal size closed in 2Q20.  

Unlike the overall M&A market, PE exit activity provided a mixed 

message in 2Q21. The number of PE exits in 2Q21 increased 6.8% 

from the number of exits in 1Q21, while the capital exited 

decreased 11.7% during the same period. More PE portfolio 

companies sold with less value suggests that the PEs were exiting 

their smaller, less valuable holdings, perhaps purposefully getting 

ahead of the expected deluge of deal activity.   

So far, in 2021, strong buyer demand for good-quality, well-

prepared companies is unabated. The pickup in deal activity 

and an increase in the number of sellers has temporarily 

alleviated the demand-supply imbalance, thus reducing, perhaps 

temporarily, the “power”’ of sellers to dictate terms in the 

current market. However, we believe that high valuations for 

good companies are still prevalent. We believe sellers with 

strong-performing businesses will still have the power in 2021 

to drive better deal terms, including higher sale valuations. 



Middle Market Deal Valuations 

The M&A market has become crowded in mid-2021 as more 

sellers have entered the market, taking advantage of favorable 

market conditions. Over the last few months, PE buyers have 

reported seeing record numbers of new deal opportunities, 

leading to increased deal triage on the buy side. This increase in 

new deal activity has caused a moderation in the deal supply-

demand imbalance but has yet to produce negative effects on 

company valuations. Even with the increased deal supply, we 

believe we are still in a strong sellers’ market. The current high 

company valuations continue to be supported by more than $3 

trillion in undeployed PE funds, the large cash balances on 

strategic buyers’ balance sheets and new buyers entering the 

market. The accommodative Fed and its low interest rate 

support continues to keep valuations high by making cheap 

debt financing widely available in the deal market.   

Strong buyer demand, the capital available for new deals and 

the large amounts of post-pandemic government stimulus have 

led to record stock market levels and fueled a resurgence of the 

M&A market. The robust activity in the deal market has created 

a stratification of the deals, with buyers competing actively for 

the better deals helping support those valuations. Smaller, less 

attractive deals, while still attracting attention, have less 

valuation power. In this 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 2Q21 data show a continuation of the 

valuation trends observed in the pre-pandemic period of 2017 

and 2018 .    

• 2Q21 deal valuation multiples for the sub-$25 million 

category came in at 5.7x, slightly below 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 2Q21 moved to 8.3x, above the long-run 

average of 8.0x for this segment. Quarterly data are more 

volatile, so this may be a temporary valuation increase. 

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

higher to 7.0x, which is slightly higher than the average of 

this size segment for the last few years. 



Private Equity versus Strategic Valuations 

Strategic buyers are 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. Our data show that 

the strategic buyer community was paid a significant premium 

price before, during and after the pandemic. Clients with “high 

price” as their major company sale objective need to attract the 

attention of the strategic buyers in their space.    

• Strategic buyers are active participants in middle-market 

M&A. In 2Q21, strategic buyers, on average, paid a 1.7x 

multiple more 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 of the last few years suggest that 

strategic buyers are paying a premium of at least 1.5x when 

compared to PE firms in the M&A market, typically paying 

in the mid to high 8s as a multiple of cash flow. 

• 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 

Finding debt capital in the first three quarters of 2021 was a 

relatively easy task, but the amount of total leverage (the 

combination of senior and subordinated debt) employed in a 

typical acquisition capital structure was constrained and 

remained around 50% of the capitalization. This reflects cautious 

behavior by lenders leading to conservative capitalizations, with 

equity representing almost half of a typical leveraged buyout 

(“LBO”) capital structure.     

• 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 on more conservative terms than pre-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 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 2021 U.S. economy continues to show surprising resilience 

and a dramatic rebound from the pandemic shutdown. 

However, supply chain disruptions, labor shortages and more 

persistent inflation is starting to reduce confidence in the long-

run strength of the economy. The consumer and corporate 

demand for goods and services remains strong. As we reported 

earlier in 2021, pent-up consumer demand and abundant levels 

of consumer savings accumulated during the pandemic, coupled 

with massive government stimulus programs, has resulted in a 

hot economy. Currently, businesses are struggling to meet 

demand because of logistics bottlenecks, lack of supply of 

critical components, not enough workers and a whole array of 

other issues. This is a supply side problem and is starting to lead 

to an economic slowdown. 

Perhaps reflecting the risks cited above to cause an economic 

slowdown, The Conference Board forecasted that GDP would 

slow to 3.5% in 3Q21, down from the 6.7% growth achieved in 

2Q21, and they refined their estimate for full-year 2021 to 5.7%, 

down from 6.0% in their previous quarterly estimate. The 

Conference Board noted slowing consumer consumption, global 

supply chain bottlenecks and inflation risks as reasons for the 

slowing in GDP growth.       

The U.S. equity and debt capital markets are strong and remain 

in record market territory. All of the issues cited earlier, coupled 

with the politics of Washington, have led to increased volatility. 

However, the markets continue to trend higher due to relatively 

strong economic conditions and corporate earnings.    

Bank lending is improving in the three quarters of 2021, as 

bankers are starting to see more acquisition and growth 

financing opportunities. However, like the M&A market, the 

robust deal market is starting to stretch the capacity of the deal 

professionals to execute transactions. Like the rest of the 

economy, the deal business is seeing “supply chain disruptions” 

in the legal, accounting and other advisory areas. It is truly a 

unique time across the U.S. economy.  

Even with the increased interest in new loan activity, acquisition 

capital structures are conservative, with equity making up half of 

the typical capital structure. The credit markets’ need for 

borrower financial flexibility to accommodate unexpected 

economic issues like supply chain distributions, labor shortages 

and inflation has reduced the amount of leverage in new deal 

structures. While lenders are still in control and demanding more 

lender-friendly loan terms, increased competition is starting to 

change the issuer-lender negotiating dynamic in 2021.    

Overall, equity and debt capital markets continue to be healthy, 

and all credit-worthy issuers should have little problem 

attracting capital. Resources in the deal market are stretched 

thin. 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 

3Q21 at $16.5 billion is almost equal to all of 2020’s volume. 

The increasing trend in new commercial and industrial 

(“C&I”) loan issuance reflects a more robust economy 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 late September 2021, the Fed indicated it would 

implement the long-awaited taper program in the near 

future, and they may make an official decision on that move 

in the November Fed meeting. In the taper program, the 

Fed would begin to reduce or eliminate its bond buying 

program, thus putting upward pressure on interest rates. 

The benchmark 10-year U.S. Treasury, currently at 1.52%, 

will rise once the taper has begun. 

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

continuing into 3Q21 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 125 as of September 

30, 2021. The increasing inflation expectations are due to a 

number of factors, including supply chain disruptions, labor 

and raw material shortages and the record levels of 

government spending through borrowing. 

• Once the Fed taper program begins, the very low interest rate 

environment will likely end. The 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 

continued into 2Q21, where total leverage was measured at 

3.8x. The pandemic business uncertainty has caused more 

conservative lending behavior in 2020 and into 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 pandemic 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 debt capital helps sustain high middle-market 

M&A valuations. We believe a more conservative lending 

environment may somewhat temper the upward trend in 

valuations. 

• Regulators enforce credit discipline in the banking 

community. These regulators limit the amount of Highly 

Leveraged Transaction (“HLT”) exposure that a bank can 

hold, which has resulted in conservative bank senior 

leverage levels.  
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