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Summary

M&A: Still a big deal

Trends in M&A

Despite the record volume of announced mergers and acquisi-
tions activity during 2007, the volume of corporate strategic
M&A is hardly excessive by historical standards, especially after
accounting for the effects of inflation and the rise of private
equity transactions (see Fig. 1). M&A activity is more globally
diversified than ever before, and the potential for new deals is
influenced by more participants. The private equity business,
sovereign wealth funds (SWFs), and cross-border M&A will likely
remain permanent fixtures in this arena (see Fig. 2).

Does M&A create value?

Each individual deal must be weighed on its own specific merits.
However, most studies conclude that M&A benefits the share-
holders of targeted firms. While buyer firms have not fared as
well historically, changes in the way that deals get done, as well
as scrutiny on the part of pension funds, activist hedge funds,
and private equity companies, may improve the success rate.

Outlook for M&A

While the risks to our macroeconomic forecasts have increased,
the projected slowdown is insufficient to erase the potential for
future corporate strategic deals. The emergence of SWFs and
the globalization of financial markets are additional factors that
will likely bolster overall M&A, especially cross-border deals (see
Fig. 3). This is good news for equity investors generally, as well as
investors in eventual takeover targets. Meanwhile, the conditions
needed to support leveraged buyout activity are no longer as
favorable as they were in 2006 and early 2007, which will likely
force private equity firms to shift their business strategy in order
to continue to generate strong returns for their investors.

Industry outlook

Globally, we highlight the financial and materials industries as
having the greatest potential for M&A activity in the coming
years. We also look for M&A activity from the US and European
consumer staples sector, as companies pursue growth through
acquisitions in emerging markets. We think European media
companies are set to consolidate regionally, while some small-
to mid-size Japanese pharmaceutical companies look ripe to
merge for benefits of scale.
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Fig. 1: Total completed M&A by region
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Fig. 2: Sovereign wealth fund assets
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Fig. 3: Greater cross-border M&A activity
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