
Overall M&A Market Commentary 

Any comparisons this year to the extraordinary 2021 M&A 

market, with record levels of middle-market and global deal 

activity, was likely to be disappointing even without significant 

economic, political and social headwinds. First quarter 2022 M&A 

activity was down about 35.0% from the fourth quarter of last 

year with our preliminary 2Q22 data indicating a continued 

softness in the second quarter M&A activity as well. Record 

inflation, labor shortages, lingering supply chain issues and 

inflation combating interest rate increases are all taking their toll 

on the psyche of both the consumer and the business owner. 

Clearly, there is a growing lack of confidence in the country’s 

leadership and their ability to focus on the real issues that matter 

to the consumer and middle-market business owners. 

The National Federation of Independent Business (“NFIB”) 

Optimism Index fell for a sixth consecutive month in June. 

Business owners’ expectations for better business conditions over 

the next six months decreased to a net negative 61.0% as well, 

the lowest level ever recorded by the 48-year-old survey. As part 

of this report NFIB Chief Economist Bill Dunkelberg stated, “As 

inflation continues to dominate business decisions, small business 

owners’ expectations for better business conditions have reached 

a new low. On top of the immediate challenges facing small 

business owners including inflation and worker shortages, the 

outlook for economic policy is not encouraging either as policy talks 

have shifted to tax increases and more regulations.” 

Further, the July 5th Monmouth University Poll of Public Opinion 

indicated that a record 88.0% of Americans believe the U.S. is on 

the wrong track, with inflation, gas prices and the economy cited as 

the top concerns. In addition, The University of Michigan June 2022 

Index of Consumer Sentiment produced the lowest reading on 

record. The Consumer Sentiment survey indicated that 79.0% of 

consumers expect bad times in the year ahead for business 

conditions. The consumer drives about 70.0% of the U.S. economy, 

so when consumers are unhappy the economy is unhappy, and that 

is where we are today. 

The U.S. Commerce Department noted that consumer spending 

was down in the second quarter of 2022, which led to reductions in 

second quarter GDP estimates by many economists, including the 

Atlanta Fed. The Atlanta Fed’s GDPNow Tracker, which is a fairly 

accurate predictor of GDP, currently estimates second quarter GDP 

at a negative 2.1% which, when combined with the first quarter 

GDP of a negative 1.6%, will put the U.S. economy in a technical 

recession. Then, it will be up to the National Bureau of Economic 

Research to declare a “formal” recession, something that they have 

always done with two consecutive quarters of negative GDP. The 

actual second quarter GDP will be released on July 28th, so stay 

tuned. 



Inflation and how we reduce inflation are the critical elements in 

this environment. While energy prices have come down slightly 

in July, food and other consumer items are continuing to 

experience shortages and increases in prices. The Consumer 

Price Index (“CPI”) and the Produce Price Index (”PPI”) released 

in early July show inflation accelerated again in June marking the 

fastest pace of inflation since late 1981. How well businesses 

and consumers navigate a high inflation environment could 

influence the depth and length of any near-term recession. Even 

with a technical recession, if the Fed can help induce a quick and 

shallow recession it could assist in rapidly restoring the economy 

to its pre-2022 positive track. 

Even with these negative issues there is still room for optimism 

in the M&A market. Demand for acquisition opportunities by 

both strategic and financial acquirors remains strong. 

Valuations, at least through 1Q22, continue to be at elevated 

levels for companies of all sizes in a wide variety of industries. 

Financing is abundant for acquirors to make deals, albeit with 

higher interest rates. The M&A market is still very receptive to 

new deals, but a declining consumer segment, continuing 

inflation issues and a looming potential recession will negatively 

impact the M&A market. While we are predicting 2022 will be 

another strong M&A market, we believe the “sellers’ market” 

window is near an end. Well prepared Company owners with a 

desire for a liquidity event should begin to consider their 

alternatives immediately and make plans to enter the market 

as soon as possible 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 1Q22. Our 2Q22 data is still preliminary and will 

be reviewed in detail the next quarterly newsletter.  

 

 



M&A Market Activity 

While M&A dollar and deal volume during 1Q22 was like the 

volumes experienced in 1Q21, there is evidence that deal 

activity will slow later in 2022. Deal activity in 2021 was at 

record levels, making it a challenging year for comparisons. 

However, persistent inflation coupled with labor shortages, 

lingering supply chain problems and rising interest rates will lead 

to volume declines later in 2022. In fact, our preliminary 2Q22 

data already reflects a deal value decline of about 23.0% for the 

first six months of 2022. While there are many positive factors 

to support strong M&A activities, the sheer volume and 

magnitude of domestic economic problems will certainly weigh 

heavy on the market this year. We will comment further on 

2Q22 data in the Fall Prairie Middle Market Perspectives. 

• $53 billion of middle-market deals were recorded in 1Q22, 

down 34.6% from the value in 4Q21 and, in year-over-year 

comparisons, 1Q22 deal value was down 1.9% compared to 

1Q21. 

• The number of middle-market deals closed in 1Q22 was 

down 23.1% from the number of deals closed in 4Q21. In 

year-over-year comparisons, the number of deals in 1Q22 

was flat to the number of deals in 1Q21. 

• The average middle-market deal size of $53.0 million in 

1Q22 was about 14.9% smaller than the average $62.3 

million deal size closed in 4Q21.  

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

was strong in 2021 but declined significantly in 1Q22. The 

number of PE exits in 1Q22 decreased 52.3% from the number 

of exits in 4Q21, while the capital exited decreased 40.4% 

during the same period. Our preliminary 2Q22 data show a 

continuation of this trend in 2022.  

While the current situation in the U.S. economy and political 

environment presents challenges, there is still robust buyer 

demand for good-quality, well-prepared companies. Both 

strategic and financial buyers continue to actively participate in 

the M&A market with plenty of resources to consummate 

deals. In this type of environment, the key is seller preparation. 

Sellers prepared to handle the challenges of a more arduous 

M&A process can still attract buyers and achieve a strong 

valuation. 

 

 

 

 



Middle Market Deal Valuations 

The tremendous supply-demand imbalance in middle-market deal 

activity in the beginning of 2022 has continued the sellers’ market 

situation and, at least for now, sustained deal valuations at high 

levels. Abundant PE fund commitments, well-capitalized strategic 

acquirors and plentiful, still relatively low-cost financing have 

continued the favorable M&A market conditions. The question is 

“how long will this sellers’ market continue?” 

Persistent, high inflation has created a need for Fed focus and 

urgency to smite the inflation dragon. Because the Fed missed 

the early warning signs and started correcting late in the inflation 

cycle, frequent, large interest rate increases are now required to 

attack the aggregate demand and reduce inflationary pressures. 

These interest rate increases will lead to more expensive 

financing and will ultimately reduce deal valuations. 

The PE and family office fund community have been very active in 

the recent M&A bull market. Corporate strategic acquirors still 

make up more than 70.0% of the buyers, but the PE fund 

community is becoming a bigger factor in the M&A market. There 

are estimates of more than $3 trillion of undeployed, time-limited 

fund commitments within funds, creating some of the supply 

demand imbalance. 

As we described in earlier editions of this newsletter, the PE 

funds have become more aggressive in pursuing deal 

opportunities and the strategic buyers, while continuing to 

make acquisitions, have pulled back on their purchase price 

offers reducing the “strategic premium” that previously existed 

in the deal market. The demand for deals is still high but now 

PE and strategic offers are in a similar value range. 

We may be near the end of the “sellers’ market,” which makes 

preparation an even more important part of the sales process. 

Sellers and their advisors must develop a compelling 

investment thesis and a well-thought-out company positioning 

strategy to complete a successful sale. Sellers must be well-

prepared and ready for a rigorous deal process. The time and 

effort invested upfront in preparing for a sale will ensure that 

sellers receive strong buyer interest and attractive valuations in 

this turning M&A market. 

The 2Q22 data show a continuation of the valuation trends 

observed in the pre-pandemic period of 2017 and 2018. The 

strong demand by acquirors helps support these valuations.  

• 1Q22 deal valuation multiples for the sub-$25 million 

category came in at 6.6x, above the long-run average for 

this size category. Smaller deals are easier to finance, which 

helps support valuations in a narrow range. 

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

segment) in 1Q22 moved to 8.5x, only exceeded by the pre

-pandemic 2018 multiple high of 8.8x for this size category. 

• Valuations in the $25 to $50 million segment stayed higher 

at the 7.0x level, which is higher than the five-year average. 



Private Equity versus Strategic Valuations 

As we stated in previous editions of the newsletter, 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 the ability, 

but not the need, to pay more than the typical financial buyer. 

In the current market, it appears there has been a change in 

strategic buyer behavior. Our 1Q22 data continues to show that 

the strategic buyer community has pulled back on aggressively 

pursuing M&A transactions and is choosing to pay less of a 

premium to acquire businesses. As we cited previously, we 

believe inflationary pressures, labor issues and supply chain 

disruptions, which continues in 2022, may have caused 

strategic buyers to focus more on their own operations. While 

still making acquisitions, the strategic buyers appear to be more 

conservative in their offers to buy companies, thus avoiding the 

complications of making high-priced acquisitions facing similar 

issues. 

• Strategic buyers continue to be active participants in 

middle-market M&A. In 2021, strategic buyers, on average, 

paid a slightly higher 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 1Q22 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 greatly reduced. 

• 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 are conservative, with equity 

comprising just under 50.0% of the typical deal capital structure. 

Debt capital has been abundant throughout 2021 and into 2022. 

Commercial banks, asset-based lenders, business development 

corporations (“BDCs”) and mezzanine lenders continue to 

support acquisitions and growth financing situations. However, 

credit underwriting is becoming more stringent with downside 

stress testing more severe as the probability of a recession has 

increased. 

• 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 uncertainty 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 are active in 

leveraged transactions. This capital has a high interest rate 

that can stress a company’s cash flows but continues to be 

a critical component of a middle-market buyout capital 

structure. Interest-only and payment-in-kind (“PIK”) 

structures still dominate the markets, but in the current 

environment, the use of equity co-investment structures 

help match mezzanine returns with deal risk profile. 

 

 

 

 



Overall Comment on the Financing Markets 

Inflation is the major issue affecting the economy, the M&A 

market and the financing markets. The battle against inflation 

has become priority one for the Fed and has taken on new 

urgency. The Fed’s originally planned 2022 tapering process of a 

limited number of 25 basis points (“bp”) rate increases has been 

discarded for a much more rapid Fed increase in interest rates. 

Beginning in March with a 25 bp increase, the Fed escalated to 

50 bp in May and then a record 75 bp increase in June. There 

are strong expectations of another 75 bp or even a 100 bp 

increase in July and further potential large increases later in the 

year. The Fed is committed to do what it takes to “slay the 

inflation dragon.” 

However, inflation will not go away easily. Both the PPI and CPI 

releases in early July recorded greater than expected inflation 

and reflect broad inflation across all sectors of the economy. 

While there appears to be a slight moderation in core PPI in 

June, we will have to wait for July and August PPI data to 

confirm this moderating trend.  We cannot say that we were not 

warned. Both the Democrat economists, Larry Summers and 

Steven Ratner, warned us of the potential inflationary effects of 

the excessive use of COVID recovery stimulus money. A little 

foresight in public policy and an earlier, quicker start by the Fed 

on interest rate increases may have prevented this situation 

from getting out of hand. But “hindsight is 20/20” as the saying 

goes. We must do the best we can in these circumstances. 

The 2-year U.S. Treasury yield is up almost 275 bp and the 10-

year U.S. Treasury yield is up almost 150 bp from June of last 

year, with further interest rate increases expected in 2022. 

Additional Fed interest rate hikes will further increase interest 

rates across the yield curve. Higher interest rates will affect 

borrowing costs and negatively impact deal structures and 

eventually lower M&A valuations. 

While banks and other lenders are still actively looking for loans, 

the credit process has begun to become more risk adverse. 

Potential new loans have more downside testing, with sensitivity 

to interest rates increases, margin declines, revenue reductions, 

etc. becoming more prevalent. Preparation in this market is key. 

All borrowers should have documented business contingency 

plans that show lenders how the company will react to higher 

interest rates, lower margins, changes to revenues and other 

business calamities, so lenders can determine how they will be 

repaid. 

Bank credit is still available, albeit with more conservative terms 

and higher interest rates. Competition for M&A and growth 

financing opportunities is still strong. With proper preparation, 

credit-worthy issuers should have little problem attracting 

capital. While debt capital is readily available, acquirors 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 50.0% from 2020’s 

volume. The increase in 2021 new commercial and 

industrial (“C&I”) loan issuance reflects a robust economic 

recovery and the record 2021 M&A market. However, like 

the M&A market, 1H22 loan volume was lower than 1H21, 

reflecting the drop in 2022 deal volume and greater 

economic uncertainty felt by business owners. 

• 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. That strategy 

succeeded so the banks have abundant liquidity for loans. 

• 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 current economic environment, 

banks are cautious in making new loans and are very 

selective in new leveraged transactions. BDCs and other 

lenders have taken up the slack . 

 

 

 

 

 



Interest Rate Environment 

The Fed began raising rates in March 2022 with a 25 bp increase, 

followed by 50 bp in May and a record, 75 bp increase in June. It 

should be noted that the 75 bp was made even though Fed Chair 

Powell suggested at one time that only 25 bp increments would 

be used. It is widely believed the Fed will execute another 75 bp to 

100 bp increase in July as well. These larger than normal increases 

reflect the seriousness of the Fed in its efforts to tame the 

country’s serious inflation problem.  

• Since the Fed started rate increase in March 2022 the yield 

curve started shifting higher and the Prime Rate was increased 

by 150 bp. 

• The slope of the yield curve at the end of 2021 was upward-

sloping and reflecting increasing but, at that time, relatively 

normal inflation expectations. The 2-year to 10-year Treasury 

differential was 89 bp at the end of 2021. That differential was 

shifted dramatically lower to only 6 bp on June 30 and has 

moved negative in July 2022, suggesting the dreaded 

“inverted yield curve.” While not perfect, an inverted yield 

curve is a somewhat reliable predictor of a recession in the 

future. 

• The probability of a recession has increased dramatically with 

the severity now being debated. On the bright side, a 

recession could tame inflation. 

 

 

 

 

 



Middle Market Debt Multiples 

• Average total debt leverage in middle-market deals declined 

to 3.7x in 2021, down from the 4.0x average in the pre-2020 

time. Total leverage moved up slightly in 1Q22 may be due to 

volatility in the quarterly information. 

• 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. Beginning in 2020 and continuing through 

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 will limit the 

increase in deal leverage levels.  





 

About Prairie Capital Advisors 

Prairie offers investment banking, ESOP advisory, valuations & opinions and financial reporting valuations 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. 

Active Roofing Company, Inc. 

Established in 1965 and headquartered in Chicago, Illinois, Active Roofing is an industrial-commercial-

institutional full-service roofing contractor providing full roof replacement, maintenance and repair. The 

Company, which promotes a proactive, preventative maintenance approach to roofing, provides high-quality 

roofing solutions to its growing customer base. With an energetic team committed to the relentless pursuit of 

quality with uncompromising integrity, Active Roofing prides itself on being the most dependable commercial/

industrial roofing company in the country.  

Active Roofing Company was acquired by Woodlawn Partners and Lightspring Capital Partners. 


