
Year-End 
Update

Industry Research Publication 

December 2017 



Mezzanine Fundraising Update
 

As of the end of Q3, Mezzanine Debt Fundraising has slowed precipitously, per Preqin’s 
Database. Reaching a recent high of $27.7 billion capital raised in 2016, 2017 has seen only $3.1 billion 
capital raised. As direct lending has increased in popularity and dry powder levels have stayed elevated it 
is likely causing many managers to reduce their fundraising efforts. 

Lower Middle Market Metrics
 

Valuations continue to rise reaching a 7.1x average valuation YTD. Notably larger transaction 
valuations in the GF database, $100-250M TEV, remained flat. Possible explanations for this leveling off 
could suggest buyers have finally reached their upper price limits. Although, given the recent mania, it 
wouldn’t be all too surprising if valuations broke out from this level. The pause may also mean the market 
needs to experience another fundamental change, i.e. tax reform before buyers can justify higher prices. 



Other highlights from GF Data show that leverage continues to creep up with higher purchase 
multiples. Total Debt/EBITDA reached an average of 4.6x in Q3. This is a recent high from 4.4x in Q1 
2016, after which leverage fell to 3.7x in Q4 2016 and has climbed since. As borrowers have had to adjust 
to fewer rate hikes than likely expected in 2017, this has likely lead to increasing leverage as borrowing 
costs have leveled off.
 
Other Data from The Market

As 2017 wraps up, the data below provides an overview of important economic indicators that help 
make sense of the economic changes in 2017 and where we may be headed in 2017. The Dow continues 
to reach all time highs, unemployment levels has fallen further, and the potential for major tax reform has 
excited investors all year. 

Source: CME Group 

The market is expecting that the Fed will almost assuredly keep rates steady at the target range of 
125-150 bps at its next meeting on December 13. Similarly, the market is also projecting the current range 
to hold following the first meeting in 2018 on January 31, with a similar 90%+ expectation. Despite 
continued job growth and an unemployment rate around 4.4%, the market isn’t seeing enough evidence 
for the Fed to justify another rate hike. In a podcast from earlier this year, The Investors Podcast, Jim 
Rickards suggested a formula for when and under what conditions the Fed will raise interest rates. A pillar 
of this formula was that as job growth continued, so to would the Fed rate hikes. Aside for the blip in 
September when only net job change was only +18,000, job growth has been relatively strong.

http://www.cmegroup.com/trading/interest-rates/countdown-to-fomc.html
https://www.theinvestorspodcast.com/episodes/tip137-jim-rickards-central-banks/


Inflation is arguably now the main focus that is causing a more cautious approach. Yellen has 
admitted that inflation’s behavior has been a mystery, despite numerous stimulative measures.. Core PCE, 
the Fed’s preferred target has recently ticked up but is still well below the 2% target. 

Asset prices meanwhile have inflated, as evidence by the rise in major stock indices such as the 
Dow and the Nasdaq. The chart below provides evidence why “real” prices have been slow to budge. More 
credit than ever has been pumped into the financial system, but if it simply sits on a balance sheet it does 
little to drive inflation. 

https://www.marketwatch.com/story/yellens-mystery-of-low-inflation-no-closer-to-being-solved-as-prices-ease-again-in-august-2017-09-29


Finally, one area of inflation is in home prices. Average sale price for new houses sold in the US 
reached a new high in November. As the WSJ Daily Shot notes, this high is increased due to a higher than 
average number of luxury homes sold, those over $750k. Nonetheless housing prices continues to rise in 
other categories, click here for more charts. 

And since it's all the craze…

Bitcoin continues its momentous rise in 2017. After a brief hiccup at the beginning of November when 
the crypto currency fell ~25%, down to a value of approximately $6500, it has surged well past $10,000 in 
the following weeks. (Not suprisingly my picture is now out of date with Bitcoin already above $11,000( With 
a major potential backer in the CME Group (article), it’ll be interesting to see what the future holds for this 
currency. Below are a couple brief articles on Bitcoin:

What is Bitcoin and Why It Matters What Could Go Wrong
Bitcoin Bubble Advantages and Disadvantages

https://blogs.wsj.com/dailyshot/2017/11/27/the-daily-shot-average-new-house-price-hits-a-record-as-luxury-home-sales-jump/
https://www.wsj.com/articles/head-of-worlds-largest-exchange-embarks-on-bitcoin-gambit-1509706800
https://www.technologyreview.com/s/424091/what-bitcoin-is-and-why-it-matters/
http://www.independent.co.uk/news/business/news/bitcoin-bubble-investment-value-cryptocurrency-burst-digital-boom-currency-a8086256.html
http://www.zerohedge.com/news/2017-12-01/signs-market-top-pole-dancing-instructor-now-bitcoin-guru
https://coinreport.net/coin-101/advantages-and-disadvantages-of-bitcoin/


About Rush Street Capital
Rush Street Capital is a leading investment bank and debt placement firm.  The 
Chicago-based advisor continues delivering optimal results for middle market business 
owners.  The flagship products of Rush Street Capital are debt advisory and debt private place 
services, helping clients to place debt in the most effective and advantageous manner.  
Utilizing a vast database of relationships and knowledge of the debt capital markets, Rush 
Street Capital assists business owners, private equity firms, and independent sponsors to find 
the best possible capital structure.  Options include a wide array of corporate debt alternatives, 
including Senior Debt from banks, finance companies, hybrid lenders, Unitranche lenders, 
Business Development Companies (BDC), Mezzanine Debt, bridge loans, project financing, 
acquisition financing and more.   

For more information, visit  www.rushstreetcapital.com.       

http://www.rushstreetcapital.com

