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Executive summary

2014 is turning out to be a truly impressive year for transactions 
and, as our latest survey of global M&A trends shows, there is 
growing confidence that this recovery is fit to last.

Strategic deals buoy M&A markets

Back in early 2013, commentators started 
predicting confidently that the M&A market 
was on the brink of making its first real 
recovery since the onset of the global  
financial crisis.

However, while some markets gradually 
gathered strength on the back of steadily 
improving economic fundamentals and 
buoyant stock markets, many remained in  
a state of relative torpor throughout 2013. 

Now, over a year later than forecast, there has 
finally been a real step change in activity.  
2014 has seen markets move into strong 
recovery – and for now, the recovery is  
looking quite resilient. 

Deal values in the first three quarters of the 
year are already higher than in the same period 
of 2013, with average deal sizes at their highest 
level for many years. Total deal volumes are 
also sharply higher in the year to date, already 
standing above where they were this time last 
year. The value of cross-border transactions  
is also higher than at any time since 2007.  
U.S. companies have been at the forefront 
of this international activity, but there is also 
growing activity by Chinese, UK, German  
and Canadian strategic investors. 

In many regions and sectors, the surge in 
transactions was particularly marked in the 
second quarter. Q3 is typically quieter,  
but transactions are continuing at a healthy 
pace and the pipeline of upcoming deals is 
strong enough to suggest the recovery will 
continue through to year end and into 2015. 

Companies and their boards are clearly in 
confident mood. With plenty of cash on their 
balance sheets, and with low interest rates still 
prevailing, this is clearly an opportune time to 

be funding deals. Indeed, transactions are once 
again winning strong support of shareholders, 
encouraging many CEOs to calculate that it is 
better to strike while market conditions are so 
favourable, rather than be left on the sidelines. 
M&A, after all, can provide a quicker and 
less expensive route to expansion than pure 
organic growth.

The sense of confidence is apparent in the  
size of transactions we are seeing. In the year to 
date, we have seen 70 megadeals – those worth 
more than USD5 billion – compared with 
52 this time last year. But, more importantly, 
it is evident in the scope and ambition of 
transactions. We are seeing a growing number 
of highly strategic deals, the sort that have the 
power to transform companies and, in some 
cases, entire sectors.

Recent months have seen such deals in sectors 
as diverse as the life sciences, tobacco, 
consumer goods, manufacturing, retail, 
commercial real estate, and technology and 
media, and there is now speculation that a 
further fundamental shake-up of the  
mining industry is on the cards.

Not all such transactions come off, of course 
– particularly the biggest. As 21st Century 
Fox’s abandoned bid for Time Warner, 
Pfizer’s failed approach to AstraZeneca, and 
Balfour Beatty’s refusal to countenance a tie-up 
with rival construction group Carillion show, 
strategic deals are by their nature complex. 
We should not be surprised that many are 
taking longer to complete or that some are 
falling by the wayside.

The pattern of this recovery continues to vary 
from place to place, and from sector to sector. 
While the U.S. and Western Europe do now 

seem to be motoring ahead, and Asia Pacific 
registered its best start to the year on record,  
in Q3 deal activity went into sharp reverse in 
the CEE and CIS region, as the impact of the 
Ukraine crisis took its toll across the region.

Some sectors remain real powerhouses – 
notably TMT and the life sciences, although 
the latter has been buoyed up this year by the 
rush to do tax inversion deals, a loophole that 
U.S. regulators seem increasingly keen to close 
off. Others, such as infrastructure, were more 
muted in Q3, although show signs of stronger 
activity in the months ahead. The financial 
services sector – still preoccupied with the 
post-crisis regulatory agenda – continues to 
see the number and size of transactions shrink. 
PE, meanwhile, has seen more deals so far this 
year than in any year since 2007, although exits 
still predominate. 

But the question remains: can it last? It all 
depends on investor confidence. During 2012 
and 2013, that confidence was regularly put to 
the test. The Eurozone crisis, the threatened 
shutdown of the U.S. government and worries 
about the tapering of the Federal Reserve’s 
bond-buying programme all induced regular 
jitters which undoubtedly helped delay the 
expected recovery in global transactions. 

Now, by contrast, investors are holding their 
nerve in the face of some worrying geopolitical 
trends, not least growing unrest in the  
Middle East and the standoff between Russia 
and the Ukraine. They seem determined to 
focus on the strong economic positives in more 
settled markets. While they do, the current 
strong recovery looks set to continue.
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In focus

Japanese investors are making their presence increasingly felt in global 
M&A markets. But what is driving this and what can Japan’s leading 
companies do to increase their chances of success?

Japanese outbound investors need to 
overcome a range of tough and fast-changing 
challenges if they are to make a success of 
important cross-border transactions. 

But adhering to a relatively simple set of 
rules and principles can increase the chances 
of success, a major new report from  
Allen & Overy and PwC suggests.

The report – Expanding global reach – 
Overcoming the challenges Japanese corporates face 
and realising value in cross-border M&A –  
is published this month and is based on 
extensive research among some of Japan’s 
most successful outbound investors.  
Allen & Overy and PwC surveyed 100 
corporate leaders in Japanese companies, 
across a wide range of sectors, which had 
recently completed a cross-border  
M&A deal. 

The findings, gathered between April and 
May of this year, provide a fascinating insight 
into what is motivating the current upswing 
in cross-border transactions by Japanese 
investors, their chosen acquisition strategies 
and the obstacles they see standing in the  
way of success.

Japanese companies have been highly 
successful over the years in completing 
cross-border acquisitions and joint ventures 
and then turning them into success stories. 
But patterns of investment are changing  
fast, with targets now more likely to be in 
emerging markets rather than in stable  
and mature markets, favoured previously. 
That throws up a whole range of new 
economic, regulatory and cultural challenges.

Our survey findings make it quite clear what 
is driving this new wave of outbound activity 
– and it is mostly about seeking alternative 
markets outside Japan’s still-stagnant domestic 
economy. For 21% of respondents, the chief 
motivation was to expand internationally  
and boost overseas earnings; 12% said the 
outbound activity was designed to offset the 
low levels of activity in a stagnant domestic 
market; and 11% cited changes in global and 
local economic conditions. 

Other factors listed included diversification 
(10%), reaction to shareholder pressure (8%) 
and acquiring complementary technology 
and resources (6%). Vertical integration, 
bolstering the capital structure of the 
business, changes in regulation, and acquiring 
new sales and marketing channels all rated 
lower scores.

Favoured target markets proved an 
interesting contrast between future 
aspirations and recent reality.

Although China was the favoured destination 
in the year ahead – a surprisingly high 72% 
put it in their top three target markets –  
the reality is this may be wishful thinking, 
especially at a time of rising political tensions, 
the report says. Indeed, since 2007, China has 
accounted for only 5% of outbound deal 
flow from Japan and for only 0.8% 
(USD2.8bn) of total deal value.

While more mature markets, notably the U.S. 
and Europe, remain attractive to Japanese 
investors, there is undoubtedly a pick-up in 
interest in emerging markets, particularly in 

South East Asia. Indeed, as noted in recent 
editions of this index, M&A activity in the 
whole Asia Pacific region has tended to be 
dominated by intra-regional deals, many led 
by Japanese investors.

So if they are to make a success of these 
deals in less predictable markets, what are the 
rules and principles that should guide them 
in preparing for, launching and, hopefully, 
completing successful deals? While each deal 
is unique, we suggest five general issues 
warrant close attention.

Strategy
It starts with getting the M&A strategy right. 
Companies should develop a solid rationale 
before venturing abroad. This should include 
weighing up the benefits of the deal, the 
regulatory and economic situation in the 
target market, and the investment options 
and deal structure to be pursued.

This important piece of strategic work  
takes time and effort, and it requires  
senior managers to be involved throughout,  
as well as clear and effective delegation of 
responsibilities and decision-making to the 
dedicated deal team. This will bring drive  
and focus to the execution of the deal.

Sourcing a deal
As the strategy is being developed, it is 
important to adopt an opportunistic and 
systematic approach to identifying and 
building ties with potential new partners. 
Relationships here are absolutely key. So, too, 
is the need to devote real time and effort to 
unlocking the priority targets.

Outbound from Japan
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Due diligence
It can be fiendishly difficult to find detailed 
and accurate information on the target, no 
matter what market investors are looking to 
enter. Understanding local business practices 
and the best ways to control associated risks 
is also a significant challenge.

At this point, advisers are essential. 
Consulting specialists with the right global 
and local market insight can help reduce  
the stress of due diligence and streamline 
resources throughout the deal process. 

Investors should build a favoured financial 
model that homes in on what will create value 
in the proposed transaction, and balance  
this with a plan, based on robust business 
practices, to control compliance risks. It is 
also essential to include in the deal team all 
the in-house expertise you will need, from 
finance through to IT and human resources.

Negotiations
The various types of deal – whether 
exclusive, auction or joint venture – require 
different negotiating skills, but a few 
principles are essential.

It is important to work out how best to make 
your company stand out against potential 
competitors, for example. Consider the best 
way to convey your aspirations for the deal, 
and once consensus begins to grow, back 
that up by demonstrating an ability to work 
at speed – auctions and exclusive deals have 
a habit of taking unexpected turns, which 
require bidders to act quickly.

But it is also important to retain the ability 
to walk away, even when negotiations are at 
an advanced stage, if the deal is not right. 
Wasted deal costs may be significant, but will 
be much lower than the cost of doing the 
wrong deal.

Post close
Many transactions fail to deliver the expected 
benefits because too little attention is given 
to the integration process that follows the 
closing of a deal.

Here it is important to be aware of the 
intricacies of merging corporate and national 
cultures once the integration process begins. 
Investors should plan ahead for this phase, 
working out how the acquired company will 
fit into their organisation, deciding who will 
be responsible for managing the investment, 

and ensuring that future plans for the 
combined business are properly 
communicated and understood.

This is an essential part of the process and 
work on this aspect of the deal should start 
as early as possible – ideally, as soon as the 
target is identified.

The report includes a number of case studies 
of recent transactions carried out by some of 
our respondents in a range of developed and 
developing markets, which we believe offer a 
real insight into the challenges facing 
Japanese investors.

Taken together with the principles we outline 
above, the report offers an invaluable guide 
to cross-border dealmaking. Although the 
principles are general – and each deal will 
require subtly different approaches –  
we believe they offer Japanese investors a  
real chance of navigating the cross-border 
deal process successfully at a time of  
growing activity.

Expanding global reach – Overcoming the challenges 
Japanese corporates face and realising value in 
cross-border M&A is available here:  
www.mergermarket.com/pdf/Expanding_
Global_Reach_Report_EN.pdf

www.allenovery.com/maindex
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In focus

With an increase in sizeable, highly strategic public M&A transactions in key 
markets, we assess the regulatory and market challenges now confronting 
bidders, from activist shareholders to bid defence mechanisms and tighter 
rules on tax.

Deal activity
Deal values are up significantly in 2014, 
showing a renewed appetite for big-ticket 
strategic M&A. Size of deal values is a key 
indicator of confidence to carry out strategic 
M&A, and we have seen an increased 
number of hostile approaches and paper  
bids in recent months. 

The U.S. market is buoyant with M&A 
reaching pre-crisis levels. With summer  
dealmaking breaking record levels, there is 
definitely increased confidence in U.S.-based 
management teams. The U.S. is once again 
the driving force in the global M&A market.

In this quarter, in the UK, we have seen 
offers for Shire (deal value of approximately 
GBP32bn) and TUI Travel (deal value of 
approximately GBP5.2bn) and Carillion’s 
approach for Balfour Beatty. But with private 
equity players being less keen to enter the 
public M&A arena (one of the impacts of 
the automatic ‘put up or shut up’ rules 
introduced in the UK a few years ago) and 
the recent tightening of the U.S. tax rules 
underpinning inversion structures, the health 
of the UK public M&A market across all 
deal sizes still hangs in the balance. 

Looking to Europe, in Spain, low interest 
rates, easier access to funding and, more 
generally, a renewed confidence in the 
economy has prompted an increase in 
high-value public M&A activity (the most 
attractive targets being international 
companies which have deleveraged or 
restructured during the downturn).  

Deals in Q3 included bids by CVC for Deoleo 
and Orange for Jazztel. By contrast, in France 
and Holland, there has been a dearth of 
big-ticket public M&A in recent months. 

Turning to Asia, Singapore outbound public 
M&A has been particularly buoyant, with 
OCBC’s acquisition of Hong Kong’s Wing 
Hang Bank and Frasers Centrepoint’s 
acquisition of Australand Property Group 
both completing within the quarter.  
In Malaysia, Q3 has seen the creation of a 
national champion and the decline of a 
national icon. CIMB’s offer to purchase both 
RHB Capital and Malaysia Building Society 
would create the largest financial institution 
in Malaysia and consolidate the banking 
sector significantly. Further consolidation is 
expected in the sector, with the market 
anticipating that other financial institutions 
will look at deal opportunities. This trend is 
largely a product of the government’s desire 
to create national champions capable of 
taking on regional competitors ahead of the 
commencement of the ASEAN Economic 
Community in 2015. In parallel, the MH17 
disaster triggered Khazanah’s decision to 
take Malaysia Airlines private and  
commence a thorough restructuring  
of the national carrier.

Tax inversions
A big driver of public deals this year has been 
action by U.S. corporations to acquire or 
merge with companies in the UK, Ireland 
and elsewhere. These jurisdictions have less 
onerous corporate tax regimes which allow 
U.S. corporations to redomicile their 

businesses and escape much higher 
corporate tax bills in the U.S. – an ‘inversion’ 
structure. Pharmaceutical companies have 
been at the forefront of the inversion race. 
They tend to have large amounts of overseas 
earnings that can potentially escape U.S. tax 
following an inversion transaction. This was 
supposedly a driver of both the approach by 
Pfizer for AstraZeneca (later withdrawn) and 
AbbVie’s decision to make an offer for Shire. 

However, at the end of September, the IRS 
took some initial steps to try to stem the 
inversion tide. It announced changes to a 
variety of technical tax rules governing 
inversion transactions which complete on  
or after 22 September. Among other things, 
a greater number of inversions (those which 
involve non-U.S. ‘cash box’ companies, such 
as the Elan/Perrigo merger) may now be 
subject to existing unfavourable tax rules 
regarding post-inversion reorganisations.  
In some cases, the new non-U.S. parent  
may even be dragged into the U.S. tax net. 
These and similar new rules will make many 
inversions more difficult to achieve, as well 
as being less attractive if they are achieved.

Other anti-inversion measures requiring new 
legislation are also under consideration.  
One option would be to require that no 
more than 50% of the shares of the merged 
group be owned by former shareholders of 
the U.S. participant if anti-inversion tax 
penalties are to be avoided. Currently, the 
non-U.S. participant’s shareholder base has 
to represent only 20% of total investors in 
the merged group to avoid the most 

Public M&A: end of the false dawn
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troublesome anti-inversion rules. If Congress 
does eventually insist on the new 50% level, 
this will be a showstopper for the vast 
majority of transactions. 

There is the possibility of a rush of further 
inversion transactions in the months ahead 
while the tax loophole remains partially open.

Shareholder activism
The presence, scale and sophistication of 
shareholder activists continue to grow. 
Shareholder activism has long been a  
feature of the U.S corporate scene and 
remains very much on the agenda (this 
includes the ongoing situation involving 
Valeant Pharmaceuticals and Allergan),  
with powerful funds forcing boards to make 
important personnel or strategic changes, 
unlocking conglomerates and forcing them 
to make disposals, as well as influencing the 
outcome of M&A transactions.

There have been significant campaigns in 
other mature markets, too – notably in the 
UK, parts of Continental Europe and, in a 
few cases, in Japan. The UK’s Electra Private 
Equity investment fund has recently found 
itself embroiled in a battle against New York 
activist Edward Bramson who requisitioned 
a shareholder meeting to shake up the  
board and prompt a strategic review of the 
investment fund. The targeting of German 

pharmaceutical giant Celesio by Elliott,  
a hedge fund, during its bitter and drawn-out 
takeover by a U.S. competitor, McKesson, 
some months back, is still a talking point in 
the German market. 

Key regulatory trends 
A number of regulatory developments have 
been attracting debate in Europe. 

In the UK, the Takeover Panel is planning  
to change its rules on public statements made 
by parties during a bid. The backdrop to the 
proposals is the recent Pfizer/AstraZeneca 
situation, during which Pfizer made a number 
of voluntary, and long-term, post-offer 
commitments in relation to AstraZeneca’s 
R&D operations and manufacturing facilities 
in the UK. The upshot of the proposals 
would be a two-tier disclosure regime, 
introducing a regulatory distinction between 
post-offer commitments and statements of 
intention. If the proposals are adopted, it will 
be interesting to see whether parties gravitate 
towards statements of intention, given the 
higher regulatory tariff associated with 
post-offer commitments. However, it is  
also possible that targets might press for  
post-offer commitments from bidders  
(eg in relation to management, employees  
and production facilities) as part of the ‘price’ 
for securing a recommendation. It remains to 

be seen whether the Panel will make use of  
its statutory powers in enforcing post-offer 
commitments, or whether it will revert to  
its more traditional sanctions of private or 
public criticism.

Recent measures in France have given targets 
more power to defend bids, with targets 
generally being free to take action to 
frustrate a bid without needing shareholder 
approval to do so and long-term 
shareholders being given automatic  
double voting rights. 

In Germany, meanwhile, the recent landmark 
Federal Supreme Court decision in Deutsche 
Bank/Postbank shows that a shareholder 
may benefit from an uplift in the bid price  
if it challenges the fairness of that price in 
court, even though the deal terms have 
previously been approved by BaFin. This will 
create uncertainty for bidders in the future, 
regardless of whether they are making a 
voluntary or mandatory bid. 

Public M&A is definitely back – but not 
without its challenges. We have seen plenty 
of false dawns over the last five years but  
the combination of strong underlying 
fundamentals and boardroom confidence 
suggests that this time it may be back for 
good, or at least for the foreseeable future.

NEW CONTENT
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Regional insights

 U.S.

Comfortably outstripping  
activity for 2013

With the number and value of U.S. transactions 
in the year to date already comfortably 
outstripping activity for the whole of 2013,  
it appears that the long-awaited boom in  
M&A activity has finally arrived. 

Indeed, we have not seen this level of activity 
since before the financial crisis and the 
current vibrancy in the market feels like it  
is here to stay. That said, recent volatility in 
the equity markets and the prospect of a  
less accommodating Federal Reserve may 
dampen spirits in the future. 

For now, shareholder activism shows no 
signs of waning. Activist attention is now 
focused on Dow Chemical and Yahoo, 
among other companies, which may yield 
future transactions.

With the market energised, companies  
across sectors are executing transformative, 
strategic transactions – the type that change 
the profile of their businesses or even  
their sectors. Take tobacco, for instance.  
Reynolds American, the number two 
cigarette maker in the U.S. market, agreed  
to acquire Lorillard, the industry’s number 
three, for some USD25bn. As part of the 
transaction, Imperial Tobacco agreed to 
acquire USD7.1bn of tobacco and  
e-cigarette brands.

Even iconic product lines are changing 
hands. GE announced that it is selling its 
famous appliance business to Electrolux  
of Sweden for USD3.3bn. Another 
suggestion that market conditions are ripe 
for transformative deals is 21st Century  
Fox’s offer (subsequently withdrawn) to  
buy Time Warner for USD80bn.

Tax inversions continue to be announced 
regularly, although the recently amended IRS 
regulations may slow them down. Much of 
the activity is in the pharma sector, and 
AbbVie’s announced USD54bn acquisition 
of UK rival Shire will be the biggest 
inversion to date. But other industries are 
participating in the trend, too; for example, 
Burger King agreed to pay USD11.4bn  
to buy coffee-and-doughnut chain  
Tim Hortons and reincorporate in Canada. 

As the market strengthens, competition for 
deals is heating up. In the bargain basement 
sector, Dollar General announced a hostile 
USD9.1bn offer for Family Dollar after its 
friendly offers were rebuffed, complicating 
Family Dollar’s agreed deal to sell itself to 
Dollar Tree for USD8.5bn. 

Valeant’s fight to acquire Botox®-maker 
Allergan continues, with a special shareholder 
meeting (called by Pershing Square to unseat 
a majority of Allergan’s directors) now 
scheduled to take place in December. 
Meanwhile, Allergan is supposedly 
considering an acquisition of Salix 
Pharmaceuticals, which earlier this quarter 

announced its own Irish inversion deal to 
acquire Cosmo Technologies.

An extraordinarily strong quarter for U.S. 
transactions was capped by the New York 
IPO of Alibaba, the Chinese internet giant,  
a vote of confidence in the New York 
financial markets.

 Latin America

Something of a lull in Q3

Latin American markets experienced 
something of a lull in Q3, after quite a brisk 
first half of the year. But while deal volumes 
and values were at roughly half their Q3 2013 
level, they still stand at a healthy premium 
when taken across the year to date, with 
values comfortably ahead of their level at  
the same time last year.

In one market, Brazil, that summer-into-
autumn lull is easy enough to explain. 
Everybody knew that the football World Cup 
and, then, general elections (ie President,  
the National Congress, state governors and 
state legislatures) – which will run to a 
second round for president and will not 
complete until late October – were likely to 
bring the market to a near-standstill. And so 
they did. Indeed, companies and banks raced 
to get as many deals completed as possible 
between January and June, when the World 
Cup kicked off, which explains why the first 
half of the year was so much busier.

We are now seeing firm evidence of a strong and seemingly resilient 
recovery in M&A transactions in key markets, especially the U.S. and 
Western Europe. Other markets remain quieter, but most have a  
good pipeline of deals in store. 
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Economic uncertainty has played its part in 
Brazil, too. With foreign investors perceiving 
the real as overvalued, inbound investment 
has been on something of a go-slow for 
many months now. That is changing.  
The currency has weakened and banks are 
forecasting it is likely to reach a conversion 
rate of 2.5 or 2.6 to the U.S. dollar by the  
year end, compared with around 2.15  
at the start of the year. That should make 
Brazilian assets a lot more attractive to 
inward investors.

Once the elections are out of the way and  
the shape of the new general administration 
is clear, political uncertainty will have been 
removed too, and we expect that to lead to  
a good pick-up in transaction levels.

It was not all quiet. Q3 saw Telefónica beat 
Telecom Italia in a competitive bid to take 
control of Brazil’s GVT phone business, 
eventually paying EUR7.45bn to take the 
company off Vivendi’s hands. Having lost 
out to its Spanish rival, there are now 
questions about Telecom Italia’s remaining 
mobile interests in Brazil.

Outbound activity by Brazilian companies 
continues, although with much of it focused 
on natural resources, a number of deals  
have failed to complete, not least because 
rapidly falling prices of iron ore and other 
commodities have made it tricky to value 
assets. We have also seen some outbound 
activity in banking, not least BTG Pactual’s 
successful USD1.7bn bid for the Swiss 
private banking business Banca della Svizzera 
Italiana, which will allow it to build a global 
asset and wealth management business.

Mexico, Peru and Colombia remain among 
Latin America’s most vibrant markets. 
Mexico in particular, we believe, looks set  
to see a huge pick-up in activity in the next 
two years as wide-ranging economic reforms, 
already enacted, begin to bite. For example, 
Carlos Slim, the telecoms magnate, is under 
pressure to divest some USD20bn of assets 

from his sprawling América Móvil empire. 
We also tentatively believe that Argentina – 
dogged by political uncertainty in recent 
years – may be over the worst and could  
see a rebound in activity.

 Western Europe

The recovery has taken real hold

The recovery in transactions in Western 
Europe has undoubtedly taken real hold.  
The value of deals done in the year to date is 
not only 44% above the level it had reached 
this time last year, but is also higher than the 
annual outturn in each of the last four  
calendar years.

This summer has been one of the busiest we 
can remember, indicating we are in for a 
lively fourth quarter and a brisk start to 2015

Germany had a busy summer, with 
companies hard on the acquisitions trail  
in the U.S. Among the standout deals were  
ZF Friedrichshafen’s contemplated acquisition 
of TRW, Merck KGaA’s USD17bn acquisition 
of Sigma-Aldrich, SAP’s USD8.3bn deal to 
buy Concur Technologies, and Siemens’ 
EUR5.8bn acquisition of Dresser-Rand. 
Coming the other way, Archer Daniels 
Midland of the U.S. bought Wild Flavors  
for around EUR2.2bn from the Wild family 
and PE fund KKR.

Capital markets activity continues to grow 
and Germany is about to witness its biggest 
IPO in years as Rocket Internet seeks a 
listing. Other upcoming IPOs include  
Tele Columbus and TLG IMMOBILIEN,  
while Telefónica Deutschland is staging a 
EUR3.62bn rights issue, partly to pay for the 
acquisition of E-Plus from KPN, a deal now 
cleared by the European Commission.

London is once again fizzing with dealmaking 
activity – here, as in other strong markets, 
investors seem to be holding their nerve 
against a pretty bleak geopolitical backdrop. 

There were a number of big strategic 
reorganisation deals in the quarter, including 
21st Century Fox’s landmark sale of Sky Italia 
and its 57.4% stake in Sky Deutschland to 
BSkyB for a total consideration of USD9.3 bn 
in cash and assets and TUI AG’s GBP5.2bn 
merger with TUI Travel. Imperial Tobacco 
bought a range of leading brands from its U.S. 
rival Reynolds American for USD7.1bn, 
following the U.S. group’s acquisition of its 
nearest competitor, Lorillard.

The Netherlands saw a busy summer, too, 
dominated by a number of big strategic deals, 
including the EUR7.2bn merger between Corio 
and Klépierre to create Europe’s second-largest 
listed retail real estate group, and the EUR950m 
acquisition by Crown Holdings of Empaque, 
the Mexican cans and bottles packaging 
business, from Heineken. The acquisition of 
Bureau van Dijk Electronic Publishing from 
Charterhouse Capital Partners by EQT was the 
standout PE deal of the quarter, but there were 
also some smaller transactions by local funds, 
including Bencis and Gilde.

After a powerful H1, France remained very 
active during Q3, with transactions such as 
the sale of GVT by Vivendi to Telefónica  
for some EUR7.5bn. IPOs remain a popular 
exit route for PE funds here; for instance, 
SPIE has recently launched this year’s  
largest Paris IPO to raise up to EUR1.2bn. 
However, the IPO was postponed given 
current market conditions. 

The French government is expected to manage 
its holdings in public companies more 
dynamically in future, and has also earmarked 
some infrastructure assets for privatisation, 
including regional airports. The new finance 
minister seems less inclined to interfere in 
private transactions than his predecessor who 
had expanded foreign investment controls to 
include key sectors such as telecoms and 
energy, which led to the government 
intervening in the sale of Alstom assets to GE. 
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While recovery in the Italian M&A market is 
mostly focused on mid-market deals, we have 
also seen a number of sizeable cross-border 
deals in a variety of sectors, including pharma 
(Abbott Laboratories and Rottapharm),  
TMT (Sky Italia), energy (CDP RETI), 
industrial (Indesit) and financial institutions 
(Banca della Svizzera Italiana). Big-ticket deals 
to be completed before the year end include  
the merger between International Game 
Technology and GTECH, and UniCredit’s 
disposal of its asset management  
business, Pioneer. 

 CEE and CIS

Heightened geopolitical tensions

While investor confidence in most markets 
seems to have been relatively unaffected by a 
summer of sharply heightened geopolitical 
tensions, the Ukraine crisis has completely 
changed the investment landscape in Russia 
and the CIS, and its effects have also been felt 
across Central and Eastern Europe.

After a relatively buoyant first half of the year, 
the number and value of deals across the CEE 
and CIS region went into reverse in Q3.  
The tightening of U.S. and EU sanctions on 
Russia is obviously the predominant issue, 
particularly as they have now swept up some of 
Russia’s biggest corporations, including leading 
dealmakers like Rosneft and Gazprom, and 
financial institutions. That has an inevitable 
impact on M&A activity, financing and general 
investor confidence. Any inbound deals that 
were in the pipeline earlier in the year have 
clearly been put on hold, for obvious reasons.

There have been some domestic Russian 
transactions, including The Independent 
Petroleum Company’s acquisition of a 60% 
stake in NNK-Aktiv from OAO Alliance 
Group and Mail.ru Group Limited’s acquisition 
of the remaining 48.01% stake in VKontakte 
Ltd. from United Capital Partners Advisory. 
Otherwise, the market has gone eerily quiet, 
even by the standards of the traditionally slow 
summer season.

And the impact is now being felt more widely 
in the region. Across the CEE, sentiment has 
deteriorated because of the Ukraine crisis. 
Uncertainty about where sanctions will strike 
next is a big factor, especially in any deal where 
there is – even minimal – Russian involvement.

The deal pipeline suggests that activity will 
revive as the year progresses – often it is a  
case of deals being postponed or delayed 
because of current tensions. In some markets,  
some good-sized deals have been completed. 
Facebook, for example, acquired LiveRail,  
the Romanian online video ad business,  
for between USD400m and USD500m.  
In other markets, divestment of banking  
assets continued, with deals like Bayerische 
Landesbank’s disposal of MKB, RBS’ 
continuation of its disposals in Romania,  
and BCP disposing of Millennium Bank in 
Romania. The Czech Republic saw some good 
activity in the food and commercial real estate 
sector, and local funds remain well financed 
and hungry to do deals.

The Polish market was rather quiet over the 
summer period. Those watching it expect more 
activity in Q4. The deal which attracted most 
attention, ie the sale by Montagu of its stake in 
Euromedic, ended before it really began, with 
the stake being acquired by Ares Life Sciences, 
the co-investor of Montagu in Euromedic.  
The other deal which should go to the market 
in the autumn is the sale of American Heart  
of Poland (a chain of cardiology clinics) by 
Advent. Finally, there is the big question of 
how the Asset Quality Review of the European 
Central Bank may affect the Polish banking 
market. Some investment bankers expect that 
some Eurozone banks may be forced to sell 
their Polish subsidiaries.

Meanwhile, Hungary remains a different 
market, not least because the government has 
made it clear it wants to extend state control  
to key areas of the economy. Deputy Prime 
Minister Zsolt Semjén has gone as far as saying 
that all public utilities should be nationalised,  
so that foreign companies no longer have  
the power to control domestic energy prices.  
If that becomes official policy, it will spark a 
series of transactions.

More widely, the promise of recovery in  
M&A activity that was so palpable in the  
region earlier in the year has faded a little  
and is likely to remain dimmed while the 
Ukraine crisis continues.

That said, although some conditions are 
challenging, the deal pipeline remains strong  
in the background, with deals such as the 
disposal of assets from the Lafarge/Holcim 
merger likely to keep things busy through  
Q4 and beyond. 

 Middle East and North Africa

Lack of large transformational deals

Q3 began with a slump in M&A values to  
a 12-month low. While this improved as  
Q3 continued, values remained low, largely  
due to a lack of large transformational deals 
during the period. 

As ever, though, the figures may not paint an 
accurate picture. Several significant deals are 
in the pipeline and will not become public 
until later in the year. While the volume of 
deals has also remained low throughout the 
quarter, positive signs of international interest 
in the region continue. Overseas purchasers 
have boosted M&A this quarter, and  
we saw acquisitions by purchasers from 
Japan, Singapore, Hong Kong, the U.S.,  
Latin America and Europe. Confidence,  
in the GCC particularly, remains high among 
investors and business owners, and deal  
flow and values are expected to increase. 

Q3 saw several acquisitions and exits by  
PE firms. The acquisition by Jadwa Investment,  
a leading Saudi Arabian PE house and 
investment bank, together with its  
co-investment partners, of Global 
Environmental Management Services  
from a group led by UK-based investment 
management firm Ashmore Group,  
closed in late September, for an undisclosed 
consideration. The USD75m equity investment 
by Standard Chartered Private Equity for 9.8% 
of Topaz Energy and Marine, a prominent 
Dubai-based offshore vessel owner, is expected 
to close during the next quarter. 

Japan’s Mitsubishi Corporation and  
Mitsubishi Heavy Industries acquired  
a 38.4% stake in Metito Holdings,  
a Dubai-headquartered provider of water 
management solutions, for an undisclosed 
sum, providing UAE-based private equity 
house Gulf Capital with a partial exit from  
its investment in Metito. The Japan Bank for 
International Cooperation will provide up to 
USD92m in funds to Metito to help finance  
its expansion plans. 

As expected, equity capital markets activity 
appears to be continuing to rise, particularly 
in the UAE. The IPO of Emaar Malls Group 
launched in mid-September, with the 
expectation of raising USD1.58bn – likely to 
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be the Gulf ’s biggest stock sale since 2008. 
The IPO was well received, with institutional 
investors committing to buy all shares offered 
to them within one day of the IPO’s launch. 
The success of this IPO is expected to 
encourage other companies to follow suit. 
Nakheel, Dubai’s government-owned 
developer, has already stated that it may 
consider a listing and several other IPOs are 
also known to be in the pipeline in the UAE.

 Sub-Saharan Africa

Heavy involvement from  
inbound investors

In a quieter than usual third quarter, 
transaction levels in the region dipped  
and remained mostly focused on small- to 
medium-sized deals, although the majority 
were private cross-border deals with  
heavy involvement from inbound investors. 
The slowdown was not unexpected, since the 
quarter coincided with Ramadan which,  
of course, affected activity in Muslim countries. 

The dreadful Ebola crisis remains contained 
in certain countries and has not as yet had an 
impact on economic activity in other parts of 
the sub-Saharan region. In affected countries, 
the opposite is true. In Guinea, for example,  
a number of deals, mainly in the mining 
sector, have been stopped in their tracks 
while travel bans are in place and political 
attention is necessarily focused on the 
growing crisis.

One sector is showing signs of powerful 
growth – telecom infrastructure – as mobile 
operators sell off their towers to dedicated 
infrastructure operators. IHS has been at the 
forefront of this activity. It agreed its fifth 
African towers deal with South Africa’s MTN 
during the quarter, taking control of over 
9,000 towers across Nigeria. Earlier, it had 
taken over Etisalat’s network of Nigerian 
towers in a USD600m deal. Bharti Airtel has 
done a similar deal, handing control of 3,500 
towers across six African countries to Eaton 
Towers on a ten-year lease agreement said to 
be worth nearly USD1bn.

The financial services sector continues to  
see activity, particularly from specialist funds. 
Fresh from a deal earlier this year to buy the 
commercial arm of the Development Bank  
of Rwanda, Atlas Mara, the investment 
vehicle run by former Barclays CEO  
Bob Diamond, has now spent USD270m  
to increase its stake in the Union Bank of 
Nigeria to just under 30%. 

Banking and telecoms look likely to be 
increasingly active in the months ahead,  
while natural resources will remain a main 
focus for international investors in the 
region. With an increasingly healthy pipeline 
building, Q4 looks set to be a lot busier than 
the quarter just gone.
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 India

The market is slowly  
coming back to life

Given Narendra Modi’s emphatic election 
victory in May, it was inevitable his first few 
months in office would be seen as a test of 
the long-term intentions of India’s first 
majority government in recent times.

Some commentators have been surprised 
that there were not more groundbreaking 
policy announcements from the charismatic 
new premier in his first 100 days in office, 
but it is clear that is not his style. 

Indeed, investors seem content to look at 
Modi’s long record of far-reaching reform 
during 13 years as chief minister of Gujarat 
State as the most likely indicator of the new 
government’s ambitions to revive the 
economy. He has also been assiduously 
developing political and trade ties since 

taking office, not least with the U.S., Japan 
and China, as well as with nearer neighbours.

India had a relatively quiet third quarter  
in terms of M&A activity, but transaction 
values so far this year are already running 
ahead of their 2013 total, indicating that  
the market is slowly, but surely, coming  
back to life.

That momentum should build in the current 
quarter and beyond, not least in those sectors 
where the new government has already lifted 
– or announced plans to raise – foreign direct 
investment thresholds. In the case of 
insurance, for instance, plans to raise the 
threshold from 26% to 49% should provoke 
a spree of transactions by financial 
institutions, and we expect a similar pick-up 
in defence, where the limits have already been 
lifted and where there have been changes to 
portfolio investment rules. There are also 
plans to encourage foreign investment in 
public-private partnerships to develop India’s 
huge but outdated rail system.

Ecommerce remains a very active sector, 
which is not surprising, given widely held 
expectations that India’s online shopping 
market is set to explode in the coming  
years. During the quarter, Flipkart –  
India’s fastest-growing ecommerce business,  
set up by two former Amazon employees – 
successfully raised some USD1bn in new 
funding from investors, including 
Singapore’s sovereign wealth fund GIC. 
Days later, Amazon itself announced plans 
to invest USD2bn in its Indian operations.

Energy was another active sector in the 
quarter in both coal and renewables.  
Adani Power, for example, acquired the 
Udupi coal-fired power plant from Lanco 
Infratech for USD327m. ReNew Power 
successfully raised USD140m in new funding 
from investors including Goldman Sachs and 
the Asian Development Bank, while the UK’s 
Solargise bought a majority stake in GRAPP 
Energies for some USD200m. 
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 Asia Pacific

Intra-regional deals  
dominate the market

After something of a blockbuster Q2,  
deal activity in the region settled back into  
a much quieter rhythm in the third quarter, 
although 2014 continues to be the best  
start for Asia Pacific M&A on record. 

Intra-regional deals are continuing to 
dominate the market. Indeed, the statistics 
reveal only a handful of transactions by  
U.S. and European bidders, who seem to 
continue to shy away from emerging markets 
in general and those in Asia Pacific in 
particular. Outbound activity in the region  
by Chinese state-owned enterprises (SOEs) 
was also reduced, reflecting, we think,  
a growing caution in the face of the  
Chinese government’s continued and 
rigorous crackdown on corruption and  
wider market reforms.

Japanese and Korean companies continue to 
be active outbound investors – and not just 
within the region. Mitsubishi’s USD1.4bn 
bid for Norway’s Cermaq, a leading salmon 
farmer with operations in Norway, Canada 
and Chile, continues the, at times, very 
adventurous Japanese outbound investment 
story focused, in this case, on a high-value 
product which is growing in popularity 
among an expanding middle class in 
developing countries.

PE Fund Blackstone bucked a number of 
trends by making its first investment in the 
Asian oil and gas market. It has acquired 
Tamarind Energy, with interests in Indonesia 
and Malaysia, at a time when many U.S.  
oil groups have been selling assets in the 
region to concentrate on their home  
market. KKR was also active in the quarter, 
completing the USD1.1bn acquisition of the 
Singaporean packaging group Goodpack.

Elsewhere, ASEAN markets remain in  
the doldrums, with the possible exception  
of Indonesia, which has come out of a 
prolonged election with a pro-investment 
government in place. We are likely to see  
a significant pick-up in activity here as deals 
put on hold during the election campaign 
are revived. In other key markets, notably  

Thailand and Vietnam, political uncertainty 
continues to be an issue for investors,  
and Myanmar is likely to make relatively  
slow progress in the run-up to next year’s 
crucial poll.

Australia, meanwhile, also saw a reduction in 
M&A activity in Q3, or at least a reduction 
in completed transactions. While corporates 
and funds continue to actively explore 
M&A, completion of transactions remains 
difficult. Headline transactions which have, 
at least to date, failed to complete include 
private equity proposals for Treasury Wine 
Estates and SAI Global, as well as numerous 
sales of non-core divisions by local and 
international corporates. This thematic 
extends across multiple industries, including 
energy, construction, services, consumer  
and real estate. 

While yet to fully translate into  
concluded deals, various Federal and State 
Governments are preparing for privatisation 
as part of an asset recycling process. This is 
likely to see a number of port, electricity, 
water and transport assets come to market 
along with substantial operating businesses 
such as ASIC’s registry business and the 
potential IPO of Medibank Private.

China’s M&A market continues to power  
on (the number and value of deals in the 
year to date is already higher than the whole 
of 2013) despite, and in some cases because 
of, government efforts to reform that 
market considerably.

The ongoing anti-corruption programme is 
impacting both foreign investors and 
Chinese SOEs. Foreign businesses, 
particularly those industries which are 
already very deeply tied to China and its high 
growth and sizeable market opportunities, 
such as automotive, pharmaceuticals, infant 
formula etc, are feeling the effects of 
investigations and stronger compliance 
requirements. This is affecting approaches to 
M&A. For SOEs, this is the case as well. 
The campaign is now also forcing China’s 
own mighty SOEs to tighten up their 
compliance processes and procedures and 
that is slowing decision-making in many 
areas, including outbound investment.

In another important piece of economic 
reform, some 29 foreign and domestic 
businesses have been invited to invest in  
the proposed sale of a 30% stake in Sinopec 
Marketing, the oil company’s downstream 
petrol stations and distribution business. 
This deal is an important precursor for large 
transactions to come in the SOE sector.  
The leadership is keen to broaden the 
shareholder base of some of its biggest 
companies, again as much to improve 
governance as to attract new money into  
the companies. If the government is as 
wedded to structural reform as it seems  
to be, we expect to see a lot of similar 
processes launched in the months ahead. 

The Sinopec sale – seen as a possible 
precursor to an IPO, perhaps two years  
away – has attracted a wide range of bidders, 
including some big PE funds such as KKR, 
CITIC and TPG, but final bidders were 
largely local investors. 

China’s outbound investment story 
continues to diversify. The search  
for natural resources continues as well as, 
increasingly, infrastructure, not least in the 
development of the so-called ‘string of 
pearls’ ports running from the Middle East 
back to the Chinese mainland. State Grid 
also agreed a USD2.8bn acquisition of Italy’s 
energy grid business CDP RETI.

On a smaller but still significant scale,  
the search for compelling brands that can  
be developed back home in China’s rapidly 
growing consumer market continues apace. 
Food and drink brands are an increasingly 
popular target, as we saw with Hony 
Capital’s GBP900mn acquisition of 
PizzaExpress, which already has outlets  
in Hong Kong, Shanghai and Beijing.

The giant USD100bn New York IPO for 
Alibaba in late September is widely seen  
as providing fuel for further expansion  
of the internet company which has made 
acquisition after acquisition in recent years. 
Part of the logic of the U.S. float must be 
that it will make it easier to pursue and 
compete with big U.S. players for big  
targets there.
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Sector insights

While the TMT and life sciences sectors continue to be the most active, 
there is a growing trend towards doing large and highly strategic deals 
elsewhere, too. The financial services sector – where deal numbers  
and values are shrinking – remains an exception, however.

 Consumer

Precision M&A to 
achieve greater depth

Consumer

Transaction levels in the consumer products 
and services sector continue to climb 
steadily across the globe. The number of 
deals in the first three quarters was almost  
as high as the total for 2013 as a whole,  
and deal values in the year to date, at nearly 
USD260bn, are already over USD30bn 
higher than last year’s tally.

We are seeing activity across a range of 
product categories, but one consistent theme 
links many of the largest deals – a growing 
tendency among big corporates to sharpen 
their strategic focus to achieve greater depth 
in key markets.

The announcement by consumer products 
giant P&G that it is to dispose of around 
100 brands – almost half its total portfolio 
– is a case in point. It has now said it will 
concentrate on the 90 or so brands from 
which it derives the vast majority of its 
revenues and profits. The interesting 
question is who will be in the market to 
acquire these brands, and we strongly 
suspect PE funds could be at the front  
of the queue. Last year’s sale by GSK of 
Lucozade and Ribena attracted huge interest 
from PE houses, even though those  

brands were eventually sold at a premium  
to Suntory, a strategic buyer. Consumer 
product brands with good cash flows,  
and the opportunity to exploit them in new 
markets, suit a PE fund’s needs precisely.

The giant, industry-reshaping USD25bn 
acquisition of Lorillard by rival tobacco 
company Reynolds American and the 
subsequent USD7.1bn sale of leading 
tobacco and e-cigarette brands to Imperial 
Tobacco is another example of the sort of 
‘precision M&A’ we are seeing across a range 
of sectors, with corporates looking to 
deepen rather than broaden portfolios.

Speculation about a major new shake-up  
of the brewing industry reflects a similar 
trend. During the quarter, Heineken 
rebuffed an approach from SABMiller, 
which is now itself rumoured to be in the 
sights of Anheuser-Busch InBev, maker  
of Budweiser, Corona and Stella Artois. 
Heineken would have provided SABMiller 
with a sought-after global beer brand and  
a stronger presence in key developed 
markets. However, SABMiller would bring  
Anheuser-Busch InBev a stronger foothold 
in certain important emerging markets.

Another standout deal of the quarter was 
Walgreens’ USD6.7bn acquisition of the 
remainder of Alliance Boots, yet another 
game-changing transaction allowing the U.S. 
group to build on Alliance Boots’ experience 
to create a global, pharmacy-led health and 
wellbeing group. GE’s exit from white goods, 

with the sale of its appliance business to 
Electrolux, follows that same strategic theme.

As M&A is often a much quicker way  
to achieve strategic change than organic 
growth, we expect more of these deals  
to emerge in Q4 and into 2015.

 Energy

M&A has sparked 
back into life

Energy

M&A transactions in the energy sector seem 
to have sparked back into life after a period 
of relative inactivity in 2013.

The fact that transactions went into the 
doldrums last year remains a little hard to 
explain for a sector which, unlike many others, 
remained pretty buoyant through the worst 
years of the downturn. Companies also 
remained well resourced and there was no 
shortage of good assets, even if oil price 
volatility sometimes made them tricky to value.

Things have changed this year, however.  
In the first nine months of 2014, we have 
already seen more deals (359 against 274) 
than in the same period of 2013, and the 
value of those deals, at USD326.6bn,  
is already at a higher level than for the  
whole of last year. 
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While deal volumes in Q3 were lower than 
in the same quarter last year, values were 
considerably higher, indicating a growth in 
bigger transactions, with an uptick in public 
bids in the upstream oil and gas sector, and 
some continuing strong activity downstream 
across the world. 

North America remains the most buoyant 
market for transactions and, as the focus on 
developing domestic shale gas operations 
continues, the trend for U.S. oil companies 
to sell off overseas assets to concentrate on 
building their reserves at home also 
continues. That was an explicit motivation 
behind the sale by Murphy Oil of a 30% 
stake in its Malaysian oil and gas business  
to Pertamina for USD2bn, even though the 
U.S. company will continue as operator. 
Murphy also completed the USD335m sale 
of its UK petrol stations business during the 
quarter, having separately sold its Milford 
Haven refinery business to Klesch.

The Ukraine crisis continues to disrupt 
cross-border energy deals into Russia, and 
since sanctions have now been extended to 
some of the biggest players in Russian oil 

and gas, the uncertainty has become  
more intense, with any planned inbound 
investment clearly put on hold. Given the 
importance and scale of the Russian market, 
it is perhaps surprising that the crisis has not 
had a wider impact on investor sentiment in 
the sector. 

Some Asia Pacific markets remain active, 
notably Malaysia in offshore oil and gas. 
Offshore blocks have also been awarded in 
Myanmar, and we expect to see a flurry of 
joint venture activity between the winners 
and those that lost out. 

In Indonesia, which appears set to embark 
on an upgrade of its refining sector, the 
focus is on downstream assets. Indonesia’s 
protracted election over the summer has 
dampened activity in the country’s thermal 
coal sector, exacerbated by substantial  
and adverse regulatory changes. With the 
election now out of the way, we may see  
a return to activity, although this is  
likely to centre on consolidation among  
local producers.

 Financial services

Little or no appetite  
for major acquisitions

Financial services transactions continue to 
fall and in a rather dramatic fashion, relative 
to other sectors. Historically, they have 
always dwarfed deals in the rest of the 
market, but the statistics show that, while 
M&A deal values in all other sectors are now 
comfortably above their 2008 levels, deal 
values in financial services now stand at  
40% of their 2008 peak.

The reasons for this reversal are clear. 
Financial institutions remain mired in a  
raft of new regulation introduced since the 
financial crisis. With the process of reform, 
by most estimates, just halfway complete, 
institutions remain focused on rebuilding 
capital, restructuring and disposing of 
non-core assets. There is little or no  
appetite for major acquisitions.
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So Q3 was very quiet, with just  
59 transactions worth a total of USD33.8bn. 
While Q2 was busier, in line with other 
sectors, the spike in financial services was 
nowhere near as marked as in other parts  
of the M&A market.

Another reason for the fall in transactions is 
the growing attraction of the capital markets, 
especially in the U.S., as a way to raise new 
funding. This year has already seen ING 
float its U.S. insurance business Voya 
Financial, and RBS successfully completed  
a USD3bn IPO of a 25% stake in its U.S. 
banking business Citizens Financial at the 
end of September, with the intention of 
disposing of the rest of the group by 2016. 

A raft of other IPOs are on the cards, with 
National Australia Bank announcing that  
it intends to float a minority stake in its 
U.S.-based subsidiary Great Western Bank 
and Citi looking to possibly IPO or sell  
its subprime lending business OneMain 
Financial. In Europe, ING completed the 
IPO of its insurance business NN Group  
in July, while in the UK we have already  
seen IPOs of TSB, part of Lloyds Banking 
Group, and OneSavings Bank, owned by  
JC Flowers. Both Aldermore and Virgin 
Money have announced plans for IPOs later 
in the year, creating a whole new category  
of listed ‘challenger banks’ in the UK. 

Even transactions that are being mooted 
may prove difficult to complete. RBS is 
planning to sell the international arm of  
the private bank Coutts – valued at around 
GBP500m-600m. It is hardly a megadeal, 
but nevertheless, rumours have emerged  
that bidders might prefer RBS to split the 
Asian and European interests. 

Boosting capital is also becoming a  
priority among European insurers as they  
try to meet the tougher capital adequacy 
requirements of Solvency II. This is leading 
to a raft of disposals and fund-raising 
exercises. In the case of RSA, the insurer  
has staged a rights issue and offloaded its 
operations in China, Hong Kong, Singapore 
and India in quick succession.

Across the sector, appetite for investing  
in emerging markets is on the wane,  
not least in those where controls on  
foreign ownership apply. By contrast,  
one market that has relaxed foreign 
ownership controls, the Philippines,  
is now attracting increased interest. 

For now, the regulatory burdens on  
banks remain very heavy. Eurozone banks  
are awaiting the outcome of this summer’s 
Asset Quality Review stress tests. Results are 
expected in late October, just ahead of the 
November 4 deadline for the European 
Central Bank to take on the supervision of all 
Eurozone banks, from Finland to Portugal.

 Infrastructure and utilities

A huge amount of 
capital chasing too  
few opportunities

Financial Services

Infrastruct & 
utilities

After a lively Q2, the infrastructure and 
utilities sector settled back into a much 
quieter third quarter, with just ten deals 
worth a total of USD3.6bn announced.  
That fall-off in activity is slightly misleading, 
however, as we continue to expect to see a 
significant revival of transactions in the last 
three months of the year and into 2015. 

The sector has wrestled with a familiar 
problem for some time now – a huge 
amount of capital chasing too few 
investment opportunities. But now  
the pipeline of potential deals is looking 
much stronger and that should begin to 
open the floodgates in the months ahead.

In many markets, that is being driven by 
governments trying to find imaginative  
ways to raise cash for new infrastructure, 
which is continuing to attract a new breed  
of private investor. The soon-to-be-launched 
GBP4.2bn super sewer in the UK –  
the Thames Tideway Tunnel – is a good 
example of this trend, with investors  
about to start competing to fund both 
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construction and operation of the asset. 
Investors circling around the project are  
said to include sovereign wealth funds, 
pension funds, private equity funds,  
funds traditionally focused on greenfield 
PPP deals, as well as corporates and 
conglomerates drawn from around  
the world. 

Other large transactions that we expect  
to see hitting the headlines this year or in  
early 2015 involve previously state-held  
or monopolistic private entities established 
after privatisation. They include the sale  
of Fortum Sweden – the second sell-off  
of Fortum’s Scandinavian energy assets  
this year.

Goldman Sachs and Prudential are expected 
to sell their combined 33% stake in 
Associated British Ports, and Heathrow 
Airport Holdings is expected to sell 
Aberdeen, Glasgow and Southampton 
Airports in the UK, a sign that it is betting 
on expansion of Heathrow, however 
controversial, being the chosen option  
in addressing London’s runway capacity 
squeeze. Three Italian airports are also  
likely to be put on the market by F2i,  
and privatisation is still very much on the 
agenda in Greece, covering a number of 
sectors, including electricity.

Even more extensively, Australia is  
preparing what could be a very far-reaching 

programme of privatisation following 
successful early deals on a number of  
ports. There is wide interest in this 
programme from both domestic and 
international investors. 

With a strong list of major projects coming 
to market, we expect to see far higher levels 
of pent-up capital released in the months 
ahead, as a quiet autumn turns into a much 
busier winter for infrastructure deals. 

 Life sciences

A drug frenzy

     

The life sciences sector continues to be a 
powerhouse for transactions. Already, with 
just three quarters gone, the number of  
deals done this year is almost on a par  
with the whole of 2013 and deal values,  
at USD403.4bn, are already running two  
and a half times higher than the figure for  
the whole of the last year.

The tide of U.S. pharmaceutical companies 
making acquisitions in low tax economies is 
continuing to rise, as they hope to achieve 
an inversion and avoid high rates of 
corporate tax at home. AbbVie’s USD54bn 
bid for Shire in the UK was a standout move 
in that regard during Q3, although growing 

talk that U.S. regulators will close the 
inversion loophole has cast some doubt  
on its completion.

These deals are not, however, all about  
tax benefits. Many also follow another  
trend that has been growing this year –  
what the Novartis CEO, Joseph Jimenez, 
has dubbed ‘precision M&A’: seeking to do 
very targeted deals to build capability in 
particular diagnostic areas. The proposed 
USD2.7bn Cosmo Technologies/Salix 
Pharmaceuticals merger is partly about tax, 
but its real focus is on patent licences for the 
treatment of colon cancer. Similarly, Roche’s 
USD8.3bn takeover of InterMune is about 
getting complementary pulmonary 
treatments into the product pipeline.

While Asia is reputedly the world’s  
fastest-growing pharmaceuticals market in 
M&A terms, it has been reasonably quiet 
this past quarter. Looking forward, there is 
growing talk in Asia of a corridor opening 
up between Japan and India in terms of  
life science deals, so maybe there are more 
deals to follow?

There is also a trend for companies to  
take action around their non-prescription 
businesses, as we saw with Bayer’s 
acquisition of Merck & Co.’s consumer 
products division earlier in the year.  
While the market remains strong, we need  
to be slightly cautious about the outlook. 
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Should the inversion loophole be closed, 
that will bring a good deal of recent activity 
to a juddering halt. Otherwise, the deal 
pipeline is generally healthy without being 
exceptional, so we expect to see steady 
growth rather than further big spikes  
in activity.

 Private equity

Growing competition 
from strategic buyers

Private equity

PE funds remain active in the M&A market, 
helped by the ready supply of debt (of which 
more below), but are increasingly competing 
against strategic buyers for the most 
attractive assets. 

It is a familiar theme we have seen for some 
time now. While plenty of attractive target 
businesses have come onto the market this 
year, we have found that PE funds – facing 
growing competition from strategic buyers 
– are more likely to walk away from auctions 
at an early stage rather than get trumped late 
in the day (and having incurred significant 
deal costs) by well financed corporates 
willing to pay a premium. The difficulty  
for PE funds in this respect is that, for them, 
every transaction has to make economic 

sense on a standalone basis, whereas a 
strategic buyer may well be able to justify  
a higher price on the basis of cost savings 
and synergies it anticipates realising  
through combining the target with its  
existing business.

Despite that background, the total number 
of PE deals announced so far this year is 
increased on recent years and shows signs of 
being higher than at any time since the boom 
of 2007 by year end. That is not surprising, 
in one sense. With many funds coming to the 
end of their life cycle, PE houses are under 
pressure to sell assets and show a return to 
investors, particularly where, as now, it is 
commonly thought to be a healthy market in 
which to dispose of businesses, either in the 
private market or through an IPO. We may, 
however, see a retreat from IPOs as an exit 
route, after fairly intense activity earlier in the 
year. It is interesting that the RAC IPO was 
pulled after its owners Carlyle opted instead 
to sell a stake to GIC, the Singapore 
sovereign wealth fund.

With new funds now having been raised, 
however, that picture could change as  
PE investors go back into acquisition mode. 
Debt remains available on very good terms, 
even if debt markets went a little quieter in 
Q3 compared with a very busy first half of 
the year. Europe has now seen the launch  
of a number of CLOs following a two-year 

lull, and there is now a general acceptance 
that there is a global and increasingly 
competitive debt market providing a range  
of financing options.

We anticipate activity picking up in Q4.  
In particular, there is a healthy pipeline of 
prospective deals building in Belgium and  
the Netherlands, where we expect to see 
privatisations of rescued banks and insurers 
attracting PE interest in the months ahead. 
The acquisition by EQT of Bureau van Dijk 
Electronic Publishing from Charterhouse 
Capital Partners was the standout Dutch  
PE deal in Q3. 

PE deals continue in the Middle East too. 
Q3 deals included the buyout of Global 
Environmental Management Services by 
Jadwa Investment, the Saudi Arabian  
PE fund and investment bank, and  
Gulf Capital’s partial exit from Metito  
Holdings, with the sale of a 38.4% stake  
to Mitsubishi Heavy Industries.

Disposal of non-core corporate assets and 
brands, and the break-up of businesses put 
together by PE funds, should also create 
opportunities. The sale of PizzaExpress  
to Hony Capital of China for GBP900m  
is reported to have come after owner Cinven 
decided to sell off individual chains from  
its restaurant brands business Gondola,  
rather than seek an outright buyer of the 
complete business.
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 Telecoms, media 
 and technology

So much capital 
waiting to  
be deployed

Telecoms, media and technology remains 
another of the strongest-performing sectors, 
with the number of deals completed so far 
this year already higher than in the whole of 
2013 and values not that far behind last 
year’s total.

The growing number of important 
acquisitions in the tech sector looks like  
a relatively settled trend – there is simply  
so much capital in the industry waiting to  
be deployed. Continuing strong activity was 
crowned in September with the Alibaba  
IPO, which, valuing the Chinese ecommerce 
giant at USD230bn, was the largest in  
Wall Street history.

Tech giants are also showing a growing 
tendency to invest outside their usual 
‘comfort zones’, as we saw with Microsoft’s 
acquisition of Minecraft developer Mojang, 
and Amazon’s USD970m acquisition of 

Twitch – which enables people to watch 
other people playing online games. It raises 
the interesting question of whether some of 
the money spent on watching live football  
on TV might migrate to this new activity. 

Privacy and data protection laws are 
becoming a growing concern for companies 
doing deals in this space, not least because  
of the real threat posed by contradictory 
regulatory regimes in the U.S. and Europe. 
Microsoft was recently ordered by a  
U.S court to make available data stored  
on servers in Ireland – the kind of legal 
outcome that will cause a compliance 
challenge for global businesses. 

In telecoms, the outlook is a little trickier  
to predict, given that much-anticipated 
consolidation in the industry will depend  
on assessing the effect of intrusive merger 
remedies. In Europe, the recent decisions  
in Ireland and Germany point to the 
European Commission accepting in-market 
consolidations, with a blueprint for the 
regulatory price tag. The heightened status  
of a vice president for the Digital Single 
Market within the new European 
Commission suggests the balance is shifting 
from a focus on antitrust to the importance 
of building a strong digital economy. 

Vodafone’s CEO has, meanwhile, made it 
clear that the optimum number of mobile 
operators in one market is three, and 
sometimes even two. Most markets currently 
have more than that. We expect the 
possibility of mergers between cable  
and mobile operators (like Vodafone’s 
acquisitions in Germany and Spain,  
and Altice’s acquisition of SFR) to  
remain attractive.

Talk of megamergers in the U.S. telecoms 
market continues and it looks increasingly 
like a question of when, not if, these will 
happen. Latin America is also in the throes 
of a shake-up. Mexico’s Carlos Slim is under 
pressure to divest some USD20bn of assets 
from his dominant América Móvil operations 
in Mexico. 

Africa, meanwhile, is awash with telecom 
infrastructure deals as operators seek to 
offload their towers to dedicated mast 
operators. That is a trend we expect to  
see replicated in South East Asian markets  
in the months ahead.
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Top 20 global outbound acquirers and inbound target markets

Number of  
outbound acquisitions

Number of inbound  
acquisitions

These figures represent the total number of  
deals worth over USD100m for Q3 2014  
(1 July 2014 to 15 September 2014 inclusive)

Key

A global snapshot
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Volume of outbound acquisitions

Rank Country Volume 
of deals

Value of 
deals USDm

1 U.S. 131 137,228

2 UK 67 59,958

3 China 35 34,822

4 France 29 13,351

5 Canada 25 20,862

6 Hong Kong 23 54,886

7 Japan 23 29,984

8 Germany 22 47,203

9 Switzerland 21 68,625

10 Singapore 15 18,124

11 Netherlands 12 3,031

12 Australia 11 8,372

13 Ireland (Republic) 9 31,848

14 UAE 9 15,743

15 Spain 7 8,393

16 Sweden 7 6,321

17 Denmark 6 4,210

18 Belgium 5 7,288

19 Russia 5 3,121

20 Norway 5 928

Volume of inbound target markets

Rank Country Volume 
of deals

Value of 
deals USDm

1 U.S. 101 134,086

2 UK 38 33,735

3 Germany 30 36,419

4 Canada 30 15,446

5 China 27 50,561

6 Italy 27 11,240

7 Australia 22 29,753

8 France 19 78,499

9 Spain 16 15,216

10 Brazil 15 12,628

11 South Korea 15 12,175

12 Hong Kong 11 22,087

13 Netherlands 10 17,807

14 India 10 7,274

15 Ireland (Republic) 9 49,422

16 Singapore 9 3,596

17 Malaysia 9 1,940

18 Norway 8 9,077

19 Mexico 8 3,996

20 Sweden 6 18,974
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U.S. Volume of deals 

cANADA Volume of deals 

UK Volume of deals 

cHINA Volume of deals 

*These numbers represent deals worth over USD100m and span 1 January 2014 to 15 September 2014 inclusive

Top target markets for the world’s 
largest acquiring countries

These charts reveal where the world’s largest acquiring countries 
are carrying out deals. For each of the ten leading global outbound 
acquirers, the data ranks the top ten overseas target markets for 
M&A, by volume of deals.
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Key

Public recommended acquisition

Public hostile acquisition

Other private M&A

Take private

The diagram above represents the breakdown of the total number of deals in Q1-Q3 from 2009 to 2014.

Global deal types: 
2009-2014

Merger

Joint venture

Divestment

Demerger
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Divestment
A disposal where the seller is a corporate 
selling a controlling interest (>30%) 
in one or more of its businesses. 
This excludes private equity exits and 
disposals made by high net worth  
private individuals and families.  
Includes government-related sales and 
disposals made by non-private equity 
financial investors, such as investment 
holding companies.

Cross-border
A transaction that is conducted  
across national boundaries. The deal 
involves parties from at least two 
different countries.

Demerger
A transaction where a company  
spins off one of its subsidiaries, resulting 
in the creation of a separate listed 
business independent from the activities 
or influence of the former parent.  
The shareholders ultimately hold shares 
in each company and neither the former 
parent company nor shareholders 
receive any cash as a result of the deal  
(as opposed to a flotation/IPO).

Domestic
A transaction conducted within a 
national boundary. The deal involves 
parties that are incumbent nationals  
of that country.

Insolvency-related
A transaction where a company has  
filed for bankruptcy or is subject to 
another insolvency process or procedure, 
and sells off part or all of its assets to 
generate the cash necessary to  
pay creditors.

Joint venture
A transaction that involves the pooling 
of assets between different companies, 
whereby the ownership of the new 
joint venture is shared between the 
parent companies involved. Does not 
include so-called joint ventures where 
a company’s sole contribution is cash 
rather than assets.

Merger
A transaction that involves the 
combination of two or more separate 
businesses into one, with broadly  
equal holding and governance rights 
assigned to the respective shareholders 
of each company.

Other private M&A
Acquisitions or disposals not covered 
by the other classifications. Includes PE 
exits and disposals made by high net 
worth individuals and families.

Public recommended 
acquisition 
(excl PE-related 
take privates)
A friendly acquisition where the parties 
involved reach agreement over the 
terms of the deal, normally prior to the 
acquisition being formally announced. 
The transaction requires approval from 
either the bidder, target or vendor 
shareholders in a public forum.

Public hostile 
acquisition 
(excl PE-related 
take privates)
An acquisition of a publicly-quoted 
target where the target management 
does not recommend the offer within 
two weeks.

Take privates (hostile 
and recommended)
An acquisition of a publicly-quoted 
company by financial investors such  
as private equity houses or venture 
capital firms (as opposed to a trade 
buyer). The target company is 
subsequently delisted.

Definitions

The underlying data for this research comes from The Mergermarket Group.

 – This report only includes deals worth USD100m and over.

 – The data contained in the Q3 2014 results spans 1 July 2014 to 15 September 2014 inclusive.

About the research
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