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Lower Middle Market: Optio Rx sponsor hits Capitala for 
$27.3M in LBO financing

 Capitala Group announced today that it provided 
$27.3 million in senior secured debt and equity financing 
to Cold Bore Capital to back the formation of Optio Rx, a 
Nashville, Tenn.-based owner of specialty pharmacies.
 Optio specializes in medication and care in the 
fertility, veterinary and hemophilia segments. Capitala’s 
investment will help fund the company’s next phase of 
growth as it looks to acquire additional specialty pharmacies 
across the country.
 Cold Bore Capital is located in the greater Chicago 
suburb of Glenview, Ill. The PE firm says it partners with 
business owners to facilitate a transition of leadership 
to elite military veterans, including Navy SEALs, Delta 
Force, Green Berets, among others.

—Kelly Thompson
kelly.thompson@levfininsights.com
773.867.1080

Lower Middle Market: Swiftpage sponsor hits AB Private 
Credit for $24.5M in senior LBO financing

 SFW Capital Partners hit AB Private Credit Investors 
for $24.5 million in senior secured financing to back the 
acquisition of Swiftpage. AB Private Credit served as sole 
lender and administrative agent, according to sources.
The purchase was announced in mid-May. Terms were 
not disclosed.
 Swiftpage is the maker of Act! CRM software for 
small and mid-sized businesses. The company has operations 
in Denver, Scottsdale, Ariz. and Newcastle, U.K.
 Accel-KKR invested in the company in 2013.

—Kelly Thompson
kelly.thompson@levfininsights.com
773.867.1080

Lower Middle Market: Corbett Technology Solutions increases 
bank debt to fund purchase of Communications Specialists

 Corbett Technology Solutions has taken on more 
bank debt to support the acquisition of Communications 
Specialists. Monroe Capital is the lead lender.
 Corbett Technology is backed by Tower Arch 
Capital, which acquired the Richmond, Va.-based 
audiovisual company in 2016. Monroe Capital provided 
the LBO financing.
 Monroe’s BDC holds $4.1 million (at cost) of a 
term loan due Nov. 7, 2021 that was priced at L+700 as of 
March 31. 
 Corbett Technology provides communications, 
AV and collaboration technology to several industries 
including healthcare, education, retail, fire & safety.

—Kelly Thompson
kelly.thompson@levfininsights.com
773.867.1080

Lower Middle Market: Auveco expands bank debt via Madison 
Capital to fund acquisition of Marli Manufacturing

 Madison Capital last month provided add-on  
acquisition financing to Auveco Products, which announced 
the purchase of Marli Manufacturing, according to sources. 
Madison Capital served as joint lead arranger.
 Auveco Products (Auto-Vehicle Parts Company) 
is a Kentucky manufacturer of automotive clips and 
fasteners. Marli is a New York-based seller of automotive 
aftermarket engine parts and other components. Auveco 
announced the deal on June 27. Terms were not disclosed.
 Auveco Products is backed by Tenex Capital, 
which acquired the business in January, as previously 
reported by LevFin Insights.
 Madison Capital was joint arranger on the LBO 
financing, which included a second-lien term loan due 
July 3, 2023 priced at 11%. FIDUS Investment Corp. 
absorbed $19 million of the second-lien and invested 
$500k for common equity.

—Kelly Thompson
kelly.thompson@levfininsights.com
773.867.1080

 The economy provides a plethora of information to analyze, but only certain data points are helpful 
to assess the health of the economy. In light of this unique market cycle, traditional indicators are being 
questioned for their usefulness, and economic relationships that were once thought unshakeable are now 
showing cracks. For example, interest rates have breached a once unthinkable zero bound and corporate 
profits have steadily increased with little growth in productivity. The next two newsletters will analyze two 
common indicators that highlight this abnormal market cycle and bring to question what other analysis 
should be considered. This month will look at P/E ratios and, next month, the yield curve, a sort of equity vs. 
credit analysis. Both indicators have special meaning for investors but may be losing their relevance in the 
current market.

P/E Ratios - A Brief Summary
 
 P/E ratios have been widely used for measuring the value of a stock investment, as well as gauging 
market sentiment. Benjamin Graham drove the P/E ratio to its relevance today, and iconic investment personnel 
such as Warren Buffet, are heralded for their reliance on such metrics in the face of changing investor behavior. 
While a technical indicator for assessing and comparing an investment, the animal-spirits that surround 
valuations often help signify the direction of the economy. This proved useful in times such as the Dot-Com 
bubble with its extreme valuations that were propped up by pure admiration and fascination with anything 
related to the internet. The P/E ratio will not tell specifically when economic conditions may change, but when 
thought of probabilistically, P/E ratios can suggest the extent to which a market can continue. In this market, 
using the P/E ratio for these aforementioned purposes is becoming more difficult due to the abnormal monetary 
conditions, changing investment techniques and most notably the lack of productivity growth. 

Chart I

 

 We start with Chart I to provide a reference point of P/E ratios in the past 30+ years. The chart details 
the annual average of monthly P/E ratios beginning in 1980 for the S&P 500. 1980 was used as a starting 
point as substantial trade and financial deregulation began in this period, giving way to the global economy 
we have today. An annual average was used to smooth out the volatility in monthly data. 

 Taking into account the Dot-Com bubble and the recent Financial Crisis, P/E ratios have generally 
been above or around the 15 point range. Despite the extended bull-market of late, the DJIA and the S&P 
500’s substantial gains have not done enough to demonstratively move the P/E ratio too far out of line. As 
the data shows, trailing P/E ratios are above what is considered to be the conventional long-term norm of 
15. Further analysis of this norm suggests, and as argued by Jeremy Siegel in Stocks for the Long Run, a P/E 
ratio in the mid to low 20’s is sustainable, and not an immediate cause for alarm.

Chart II

 Chart II, courtesy of Robert Shiller and his work, Irrational Exuberance, provides a more thorough review 
of P/E ratios and their all important counterpart, expected return. The purpose of the ratio is to help guide 
investors towards favorable economic decisions in their investment choices. The chart above shows a negative 
relationship between high P/E ratios and annualized return. Highlighting certain time periods such as the 
yellow dots, (1950-1970) and dark blue dots, (1890-1910), the correlation is weaker, therefore less predictive. 

 Since data doesn’t exist to create a 20-year annualized return of selling in the future for the period of 
(1985 - 2017), Chart III is a slightly different analysis. Chart III shows the annual average P/E ratio of the S&P 
500 on the x-axis and the S&P 500’s annualized return for the respective year on the y-axis. This sort of analysis 
creates more volatility in the earnings amount and shows an inconclusive relationship between P/E ratios 
and return for the selected time period. 

Chart III

Factors Affecting the P/E Ratio Today

 As the major indices increased in value throughout 2017 in the current market cycle, arguments 
for an overbought and expensive market increased in volume. To start 2018, news articles in the New York 
Times, Wall Street Journal, Forbes, Seeking Alpha, and numerous other publications questioned the sustainability 
of the stock market’s value. The three major indices in the U.S. (the DJIA, S&P 500, and NASDAQ) experienced 
a material pull-back shortly after these articles were written, but nothing further came of it. Economic data 
didn’t take a dramatic turn for the worst and the stock market has slowly reversed its losses. Anecdotally, 
there continue to be questions and criticisms about the sustainability of the stock market’s trajectory and 
the economic growth underpinning it. If the market is not too expensive by historical standards, why is there 
a prevailing feeling in the market that the current situation is detached from reality?

 The criticism and questioning needs to be taken into perspective with the last eight years of monetary 
policy. One of the effects of quantitative easing was the substantial increase in equity investments. Low 
fixed-income yields forced investors to look elsewhere for a suitable return. Flush with cash, these investors 
pumped billions of dollars into equities. In a self-reinforcing cycle, equities marched upwards through increased 
investment and continued optimism about the health and the direction of the economy. Market volatility 
decreased as “everyone” was buying, making an investment in equities all the more attractive. When volatility 
spiked at the beginning of 2018, it became immediately clear who had invested in equity under the recent 
but unsustainable market conditions. Lack of investment alternatives is forcing investors of all types to 
investment in markets with appropriate liquidity and a familiar return pattern. While a swoon for equities, in 
the event of an even more severe pullback, large market participants will engage in similar irrational selling 
behavior, further affecting prices and market predictability. 

 Another major factor in the market today is corporate buybacks. Corporations have gone on a massive 
share buyback spree in recent years. Share buybacks have accounted for a substantial portion of equity returns 
in recent years (see Yardeni research on S&P 500 Buybacks and Dividends). The practice is nothing new, but it 
has garnered increased attention in recent years due to the rate at which corporations are buying back their stock. 

 The most immediate conclusion is that companies don’t see a better place to reinvest their earnings. 
As we’ll touch on shortly, this suggests businesses don’t see as much value in making internal investments 
or increasing R&D spending. Share buybacks are likely to increase the value of a stock in the short-term as it 
encourages investors to purchase shares in hopes of achieving a purchase price premium. A decreased share 
price will increase earnings-per-share in the short run, but if a company is passing up reinvestment in itself, it 
may not stay competitive in the future. 
 
 The aforementioned sequence of events leads to the final discussion point, the decrease in productivity 
throughout the U.S. The lack of productivity growth questions the use of the P/E ratio to analyze the value 
of an equity investment. Overinvesting in equities and excessive buybacks are behaviors systematic to the market 
environment. Lack of productivity growth reflects fundamental issues throughout the U.S. economy. Labor 
productivity growth from 2015 to 2016 was 0%, and from 2016 to 2017 growth was 1.2% (FRED). These results 
are representative of the past 8 years, anemic productivity growth confounding economists and policy makers. 

 Possible explanations for these results vary but revolve around a similar theme; accounting for productivity 
growth is nuanced, particularly when accounting for new technologies. As the Harvard Business Review 
argues, new technology can take years to affect economic data. The article references the growing use of 
computers in the 1980’s but a seven year lag before productivity gains were first noticed. Robert Gordon 
argues that when looking at productivity growth as measured by TFP (total factor productivity), the recent 
technological advances (internet, smartphone, etc.) were one time in nature. Therefore, the U.S. economy 
has already realized the productivity gains and the current period is a return to normal productivity growth. 

 Productivity growth in the U.S. has varied throughout the second half of the twentieth century and 
it’s not uncommon for productivity to languish near or at zero-percent growth. To expand on the arguments 
mentioned above, the economy could have very well used up the benefits of the most recent technology 
revolution, but is still waiting to realize the most recent technology changes, such SaaS and AI. Both of these 
build off current technology, and have seen expanded uses in recent years. It might be premature to suggest 
that these technologies have had a significant enough impact to increase productivity at this point, but they 
are changing the way that businesses are run and how employees work. 

 One final point to make on this topic is the current accounting methodology used to measure internal 
investment and development. In the book Capitalism Without Capital, the authors argue for the rethinking 
of the current accounting methodology to better analyze the investments corporations are making in intangible 
assets. As one can easily see, the U.S. economy is much less capital intensive today. 

 Just here in Chicago, one can witness the drastic changes to the West Loop, which once housed 
numerous capital intensive industries from manufacturing to meat packing. These industries have been 
replaced by predominately “tech” companies, that have few tangible assets, aside from bean bag chairs and the 
community ping-pong table. Despite this, these companies have very valuable assets. The assets can’t be 
physically held but they are nonetheless valuable. 

 For example, Google, who has a large presence in the West Loop neighborhood, has a massive intangible 
asset, its database. Its database is what gives the company value. As the book argues, current accounting 
methodologies don’t properly account for the investment companies are making in intangible assets by 
requiring the expenses associated with developing these intangible assets to be recognized as part of SG&A. 
One of their solutions is to change such expense recognition to R&D or potentially CAPEX spending. This 
change would give analysts a better perspective on how spending or investment in intangible assets is improving 
a company’s operations and worker productivity. 

 All this to say, focusing on the current state of labor productivity provides a more tangible data-point 
to address the anecdotal concerns about the economy. The stock market has made tremendous gains since 
the bottom in 2008, and monetary policy has encouraged business and credit expansion far above the levels 
seen before the crisis. Through this process, the use of conventional market metrics have become less informative. 
The makeup of the financial markets and the general economy have changed rapidly since the last recession. 

 This is not the first time the P/E ratio has become less predictive, and it can certainly reverse itself. Additionally, 
the current environment shows that the relevance or strength we place on indicators can become misguided 
and distorted by compounding factors. In this market, it’s becoming all the more important to look at the 
investments corporations are making in themselves. Without greater gains in productivity, the P/E ratio will 
become further removed from reality as future earnings potential throughout the economy diminishes. 

Rush Street Capital  
125 S. Clark St, 17th Floor

Chicago, IL 60603

Proud Members Of

Discussion of Interest Rates and the Reason 
For So Much Focused Attention

 As Facebook shareholders recently discovered, failing to heed warning signs can sometimes result in a 
great deal of pain. It is best to utilize all available information, sensory perception and professional tools to try 
and anticipate what is around the next corner -- lest one walk straight off a cliff.   

 But aren’t there always warning signs?  Don’t some of them prove to be false and misleading?  Indeed, 
there are always warning signs and always reasons for optimism or pessimism. Market opportunities, like 
beauty, are in the eye of the beholder. Part of the game is determining which warning signs are true and which 
ones are false. 

 This month’s research piece that follows will be focused on equity valuations. Of course, that does not 
mean that we are unaware or agnostic to what is happening in the credit markets. While middle market lending 
and most areas of leveraged lending continue to be robust in 2018, there are areas of the bond markets that 
are experiencing weakness and even bear market territory, in some instances. With the specter of rising interest 
rates and a flattening yield curve looming in the backdrop, there is a true sense of uneasiness and even impending 
doom among many seasoned veterans in our markets. 

 

 Short-term interest rates have risen substantially over the past 2 years and there has been effectively 
a bear market for short-term U.S. treasuries. The result is that the yield curve is flattening, which to many is 
a signal that a recession is coming.  But it is important to remember that the yield curve is a measuring stick 
only. The yield curve does not inherently predict anything, but simply measures the relation between short-term 
interest rates and long-term interest rates. 

 Therefore we are left to try and interpret what the current yield curve is telling us. The flattening that 
is being seen with the current US treasury rate yield curve is simply the result of short-term rates rising much 
faster than long-term rates. The question is why and what does this mean?  Not surprisingly, the return of 
inflation and a tight labor market are primary factors in the rise of short-term interest rates, while long-term 
rates are signaling concern about longer-term growth.  Both of these results are fairly typical in the later stages 
of an economic recovery, when it becomes harder to wring out more productivity, wages begin to rise and the 
economy is basically at full employment. 

 Contrary to what we often hear in public forums including many media outlets, interest rates are still 
set by the marketplace. Despite all efforts and engineering by central banks around the world, we still operate 
in a market-based economy and that includes interest rates.  The longer-dated Treasury rates are not rising, 
and that is the marketplace speaking loud and clear. 

 However, we must ask, given the tremendous strength and resilience of the U.S. economy and U.S. capital 
markets  --- have you ever seen a time where the economy and capital markets are functioning so well, yet 
everyone still seems so nervous?  

 The US economy is accelerating (GDP expanded to 4.1% in the second quarter of 2018), middle market 
valuations continue to be strong by historical standards despite some pull back in 2018, lenders are lending 
unabated, bank regulations are softening, unitranche lenders are back with a vengeance in 2018, so why then 
do we hear regularly from market participants about their concerns for the future?  Market participants daily 
are expressing their concerns to us about the end of the credit cycle, their concerns about cyclical companies 
and industries and their concerns about the changing make up of the US economy, in general.   

 Time will tell if this wall of worry is prescient or simply much ado about nothing. For now, many debt 
market participants seem to be cautiously participating in the current market environment, while at the same 
time planning for potentially darker days ahead.

Here are some of the principal reasons that we hear for concern from borrowers and lenders: 

• Length of the credit cycle – seasoned (don’t say older) private equity and debt professionals just can’t get 
comfortable with credit cycles that are 9 years in age.  They are perplexed as to how much longer this cycle 
can last 

• Tariffs and Trade wars - certainly these are at the very least a headwind to economic growth in the U.S. 
and in most of the major economies around the world.  The total impact of all of the new tariffs and resulting 
global trade disruption is a huge unknown, and virtually impossible for economists to calculate 

• Political instability – daily discussions of impeachments, indictments and investigations certainly don’t 
help anyone to gain confidence in our political class  

• Return of inflation – an inevitability at some point, it looks like inflation has finally returned and the current 
Fed governors are determined to fight it with more hikes in the Fed Funds Rate 

• Rising short-term interest rates and a flattening yield curve (discussed above) 
• Housing market showing signs of weakness – cracks in the housing market began earlier this year and 

appear to be more concerning as we go through the summer months, especially in certain cities where 
affordability is an issue and the real estate market had become overheated 

• Shifts in the make-up of the U.S. economy – the retail apocalypse and changing buying habits of U.S. 
consumers are just some of the profound changes taking place over the past few years.  Self-driving cars, 
just-in-time inventories, social media, working from home, demographic and population shifts – our economy 
is always changing and many of these changes make lenders nervous. 

• Slowing global economy and overall decline in confidence – recent surveys show declining consumer 
confidence and there are signs of slowing global economic growth

 Courtesy of The Daily Shot; “Speculative accounts (such as hedge funds) are boosting their bets against 
Treasuries. The charts below show net futures positions.” 5-Year Treasury note below, positions as of July 20, 2018.
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Rush Street Capital is a boutique financial advisory firm that specializes in all 
aspects of debt: debt private placements, debt advisory, debt market surveys, 

mergers and acquisitions advisory, debt restructuring, special situations, and 
capital markets.
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