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M&A BOOM SET TO LIFT EUROPE’S GLOOM
THE SIGNS ARE POSITIVE FOR A STRONG YEAR OF DEAL-MAKING AHEAD, BUT EUROPE’S STRUGGLING ECONOMY REMAINS A CONCERN

For Europe’s M&A bankers, 2014 will go down as the boom
that got away. A procession of withdrawn and abortive
mega-deals robbed many firms of a bumper pay-day.
For investment banks, 2014 was game, set and match to
the equity capital markets. But while it will not go down
as a vintage year for M&A, the recovery in deal activity is
tangible. Announced deal volumes in Western Europe are
close to their highest levels since 2008 and as the recovery
continued to build throughout the year, bankers are
confident of a bumper 2015.
The year was defined by a predominance of failed
transactions, resulting in millions in lost fees for the
investment banks that advised them. Withdrawn deals hit
their highest volume since the financial crisis as notable
deals involving European companies were abandoned
within a matter of days. On October 17, Norway’s Yara
International and CF Industries of the US called off their
US$27bn merger talks, and less than a week later US
pharmaceuticals giant AbbVie shelved its US$55bn
takeover of UK peer Shire. That followed the decision by
French cable company Iliad to pull out its plan to acquire
T-Mobile USA.
But focusing on these failures as evidence of the health
of the M&A market does not paint the true picture. By far
the biggest concern is that for all the focus on the return
of cross-border mega-deals, the underlying volumes
have been anaemic. “The M&A recovery is not firing on
all cylinders,” said Severin Brizay, head of European M&A
at UBS. In particular, the number of deals with a value of
between US$500m and US$2bn has remained static. This
deal range is the life-blood of any broad-based recovery in
the M&A market.
Surging equity markets have stymied M&A deal
volumes because they have pushed the valuations
of targets sky-high, deterring potential buyers and
encouraging sellers to seek exits via the IPO markets
rather than through a sale process. A spike in volatility
sparked a re-rating of the equity markets in October
which, provided it doesn’t trigger a more permanent
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slump, should embolden buyers to pursue deals at
more reasonable valuations. “Activity in the US$500m
to US$2bn category has been sluggish as vendors have
looked to sell out via the IPO market. As equity market
valuations normalise, M&A activity in this size range
should increase,” said Liam Beere, head of European
M&A at Moelis & Co in London.
But unlike previous years since the 2008 financial
crisis, this is no false dawn. “We’re in the first year of the
recovery in Europe’s M&A market – I expect it will be a
gradual recovery reflecting the region’s slow economic
recovery. There has been limited M&A in the last few
years but companies are now looking for growth and
have cash resources available”, Beere added.
CEO confidence, the life-blood of any M&A cycle, has
returned. But at the moment, it’s limited to Europe’s
biggest companies, which have come through the crisis
with strong balance sheets and are braving a climate of
geo-political unrest to get deals done against a backdrop
of highly favourable financing conditions.

M&A FOR GROWTH
With Europe’s economies languishing in a vortex of
low growth and the spectre of recession lurking on the
horizon, companies are using M&A as a tool to boost
top-line growth by looking overseas for targets. In Spain,
the country’s handful of global champions has re-gained
its swagger. In October utility Gas Natural completed its
biggest deal in seven years with its US$7.4bn acquisition
of Chilean electricity distributor Compania General
de Electricidad (CGE) while in September Telefonica
paid US$9bn for Brazil’s Global Village Telecom, the
broadband business of French conglomerate Vivendi.
The desire for growth outside Europe has fuelled
a 46% rise in deal-making in the year to October 21
with 10,151 deals with a value of a US$977bn involving
Western European companies being announced,
according to Thomson Reuters data. The US was central
to the recovery in M&A as the strength of its economy
attracted bidders from European companies. “We have
seen a boom in takeovers by strong well capitalised
German companies looking to buy growth and the US
has been their destination of choice,” said UBS’s Brizay
Notable US transactions by German companies
included Merck KGaA’s bid to acquire Sigma-Aldrich,
the manufacturer and wholesaler of biochemical and
organic chemicals, for US$16.449bn; Bayer’s US$14.2bn
purchase of Merck & Co’s consumer care business;
ZF Friedrichshafen’s US$12.9bn purchase of TRW
Automotive Holdings; Siemens’ US$7.7bn acquisition of
Dresser-Rand; and SAP’s US$7.3bn purchase of Concur
Technologies.
Other big Transatlantic deals by European buyers
included Italian slot-machine maker GTECH’s US$6bn
purchase of International Game Technology, while Swiss
drugs company Roche bid US$7.9bn for InterMune. In
total, European companies announced 657 acquisitions
of US targets worth a combined US$203bn, compared
with 593 worth US$195bn a year ago.
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TAX INVERSION
There has also been a glut of inward-bound M&A, particular
in the healthcare sector, where the need for growth among US
companies has drawn them to into a rash of controversial tax
inversion deals. Tax inversions have been a feature of the M&A
landscape for years, but they returned with a vengeance in
2014. The drivers are two-fold.
Firstly, US companies can use revenues trapped
overseas to conduct takeovers. But they can also gain great
taxation benefits by acquiring a European company and
shifting their main operations to Europe. The healthcare
sector, which accounted for a record 17.8% of total Western
European M&A in the year to mid-October, was also the
leading proponent of inversions.
But the failure rate has been high. US drugs giant Pfizer
failed in its attempt to lure AstraZeneca with a deal valued
at US$110bn, but there was more drama to come after
the US Treasury announced a clampdown on the rules in
October.

EMEA M&A BY INDUSTRY SECTOR 2014*
Healthcare 14.68%

Retail 3.00%
Consumer products
and services 4.45%

Real Estate 13.61%

High technology 4.57%
Consumer
staples 5.35%

Energy and
power 7.59%

Industrials 12.38%

Under long-standing Treasury rules, a company that wants to
take up tax citizenship in a new country must be less than 80%
owned by its original US investors. That rule was tightened last
month to make it harder for companies to evade the 80-20 rule.
The crackdown has produced mixed results – AbbVie pulled
its bid for Shire, but US pharmaceuticals company Mylan is
pressing ahead with its US$5bn offer for Abbot Laboratories after
tweaking the terms of the deal.
Under the terms of the amended deal, Mylan shareholders
will now own 78% of the company and Abbott will own 22%.
Other inversion deals that are pending include Medtronic’s
US$47.9bn offer for Dublin-based Covidien and the
US$23.2bn acquisition by Irish pharmaceuticals company
Actavis of US-based Forest Laboratories.
But bankers say that inversions are not a serious driver
of M&A activity by themselves, and will only work when the
strategic rationale to do a deal already exists. “Inversions have
enabled bidders to reach sky-high valuations by realizing tax
benefits,” said the head of European M&A at one bank.
Instead, as is typical in the early phase of a new M&A
cycle, the deals that get done first are those which make the
most strategic sense and which have been on the minds of
CEOs for years. This could involve cleaning up a company’s
portfolio and divesting unwanted assets, or finally getting the
confidence to pursue overdue consolidation.
If the litany of failed bids has proved anything it is that
shareholders are not year ready for some of the racier, more
exuberant deals. For example, bankers scratched their
heads when Iliad, run by French tycoon Xavier Niel , made its
approach for T-Mobile USA, so it was little surprise when a
deal failed to materialise. But such attempted deals are part
and parcel of a market in the early stages of recovery.

ACTIVISM ON THE RISE
Telecommunications 7.70%
Materials 10.59%
Media and
entertainment 7.90%

Financials 8.19%

* Jan 1 Oct 31 2014
Source: Thomson Reuters
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Materials 7.77%
Real Estate 10.11%
Telecommunications 9.24%
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“In a way, the high level of failed deals show that companies
have the confidence to pursue more daring deals, and that is
positive sign for the market going forward,” said Brizay.
Adding to the note of confidence in the M&A market
is the encouragement that boards are receiving from
shareholders to do deals. Typically, the share price of a
target company rises when it is subject to a bid, but the
shares of bidders also rise, showing that they are being
rewarded for pursuing well thought-out, rational deals.
In some cases, shareholders are being more proactive in their thirst for value. The US M&A landscape
was defined in 2014 by the rise in shareholder activism
as an engine for M&A growth. When Actavis announced
its bid for Forest Labs, corporate raider and activist Carl
Icahn declared it a victory for shareholder activism, while
Pershing Square’s activist founder Bill Ackman is forcing
the pace for Canada’s Valeant Pharmaceuticals’ US$56bn
bid for Allergan. Companies from e-Bay to Hewlett Packard
have spun-off units to release more value to shareholders.
According to a report by Deutsche Bank, The number of
activist investments globally has almost doubled in the last
five years, and had outstripped the amount for the whole of
last year by September 2014. Activism has not yet played
such a fundamental part in Europe’s M&A market, but that
could change as the pace of deal-flow quickens in 2015.
“Activism in Europe is taking a different, indeed a more cooperative form to the US, due to cultural as well as regulatory
idiosyncrasies. It is also proving to be regionally differentiated,
with the UK and the Nordics proving attractive,” said Deutsche
Bank’s Marcos Arana and Sahil Mahtani in the report.
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M&A activity is closely correlated with GDP growth and
usually lags the equity markets by at least six months,
prompting optimism that the ebullience in capital markets
will produce a sustained deal-fest in 2015 and beyond.
“The search for growth will continue to be a big driver of
M&A activity in 2015. A lack of top line growth is forcing
companies to do deals and that is true across all sectors,”
said Brizay.
In 2014, M&A involving Western European companies
was dominated by activity in the healthcare and
technology, media and telecoms sectors. While healthcare
consolidation has been largely Transatlantic in nature, the
bulk of the most important TMT deals have taken place
within Europe. Incumbent telecoms providers are looking
to revive their flagging revenues by buying content and
infrastructure in other countries, such as the purchase by
Vodafone, Europe’s biggest telecoms operator, of Spanish
cable company ONO for €8.7bn. Meanwhile In-market
consolidation among local telecoms providers is being
helped by a more supportive regulatory environment, with
deals in Austria, Germany and Ireland.

BROAD-BASED M&A RECOVERY
Looking ahead to 2015, bankers believe that activity will be
broad-based, but suggest there is more activity to come in
utilities and industrials, traditionally big drivers of activity.
Utilities accounted for 9.5% of European M&A, compared
with 10.1% a year ago. Companies will divest grid and
generation assets, with the growing number of infrastructure
funds the likely buyers. Canadian pension funds have become
more active investors in European assets during 2014 in
addition to providing firepower to private equity funds. Funds
such as Ontario Teachers and OMERS see infrastructure
assets as the perfect foil for their long-term liabilities and

with return criteria below that of private equity funds, they are
increasingly looking at other assets too.
Europe’s industrial sector gained its banner deal in 2014
with the US$40bn merger between France’s Lafarge and
Holcim of Switzerland pushing activity in the sector to
US$123bn compared with US$74bn a year ago. The tie-up
between Lafarge and Holcim is likely to spark further
activity with financial sponsors KKR and CVC among the
potential suitors for US$6.8bn of assets that the two firms
must divest in order to meet European Commission antitrust requirements.

SPONSORS EMERGE
Financial sponsors have so far sat on the fringes of this
M&A cycle, but they are expected to play a more prominent
role in 2015. This year, they have been pre-occupied with
exits, as they return cash to fund-holders, and they have
provided a steady flow of IPOs. But a lack of fresh assets
and overwhelmingly high valuations have kept them on the
sidelines.
Many have raised fresh funds, and with the world’s
biggest private equity firms, such as Blackstone, CVC and
KKR are expected to start deploying their dry powder.
Sponsors were the driving force behind the last M&A
boom, and they have an essential role to play in providing
deal-flow in the M&A sweet spot – the US$500m to
US$2bn range.
Another missing piece of Europe’s M&A puzzle has been
the lack of activity among financial institutions. FIG has
traditionally been the bedrock of M&A, but has been muted
since the financial crisis. Since then, the entire sector has
undergone a painful restructuring, and de-globalisation has
been the order of the day. Governments and regulators no
longer want banks to be Too Big To Fail and they want banks

EMEA TARGET M&A - TOP 20 TARGET NATIONS
2014 YTD*
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2013
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2012
No. of deals

Value (USm)** Mkt share (%) No. of deals

France

154,632.7

21.0

1,603

48,777.0

7.6

1,525

31,156.9

3.6

1,590

United Kingdom***

132,142.2

17.2

1,891

94,355.0

14.7

2,220

143,869.6

16.8

2,503

Republic of Ireland

66,194.8

9.0

141

17,245.7

2.7

135

20,019.9

2.3

148

Germany

63,422.9

8.6

1,155

93,542.1

14.6

1,407

65,108.3

7.6

1,461

Netherlands

46,447.8

6.3

380

36,224.1

5.7

488

30,922.9

3.6

545

Spain

43,674.1

5.9

638

25,448.7

4.0

715

98,573.7

11.5

825

Switzerland

29,063.5

3.9

273

12,004.5

1.9

330

92,087.6

10.8

364

Italy

26,108.7

3.5

451

31,084.7

4.9

522

35,406.6

4.1

491

Norway

22,262.9

3.0

251

15,056.4

2.4

520

16,515.4

1.9

550

Sweden

19,033.6

2.6

485

15,560.8

2.4

704

18,895.0

2.2

761

Russian Federation

16,598.0

2.3

1,419

58,349.6

9.1

1,929

108,168.6

12.7

2,442

Finland

15,596.2

2.1

166

15,803.9

2.5

200

3,551.3

0.4

215

Denmark

12,148.6

1.7

220

6,820.0

1.1

334

9,124.3

1.1

285

South Africa

7,479.7

1.0

242

7,878.1

1.2

265

12,134.1

1.4

326

Austria

5,938.5

0.8

113

1,785.0

0.3

155

6,083.7

0.7

159

Czech Republic

5,491.9

0.7

83

9,488.0

1.5

128

4,018.1

0.5

153

Qatar

5,362.7

0.7

18

615.8

0.1

7

954.8

0.1

29

Turkey

5,012.2

0.7

265

15,808.3

2.5

325

17,187.7

2.0

287

United Arab Emirates

4,976.2

0.7

72

11,708.3

1.8

101

3,811.2

0.5

96

Poland

4,230.7

0.6

301

10,206.2

1.6

301

10,893.8

1.3

262

Top 20 Total

685,817.9

92.3

10,167

527,762.2

82.6

12,311

728,483.5

85.1

13,492

Industry Total

738,273.4		

11,642

639,689.6		

14,199

855,405.5		

15,678

* Jan 1 to oct 31 2014
** Including net debt of target
*** Including Isle of Man
Source: Thomson Reuters
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to be less connected, and that is a powerful obstacle to bigticket deals such as RBS’s disastrous acquisition of Dutch rival
ABN AMRO in 2007. Back then, FIG M&A accounted for 22%
of total European deal-flow, compared with 7.9% in 2014, the
lowest on record.
The prospect of the return of big-ticket FIG M&A
has returned to the minds of European bankers after
a widespread recapitalisation of the sector and the
completion of the European Banking Authority’s stress
tests on the region’s lenders.
Following these tests, the European Central Bank will
become the sole regulator for the sector and will have the
power to force failing lenders to raise capital or merge.
“The emergence of a single pan-European regulator will
pave the way for pan-European banking mergers,” said
David Soanes, global head of FIG at UBS. “As banks focus
more on costs, IT will be driver of mergers in the sector.”
But while the single banking regulator may be in place,
Soanes admits that the creation of pan-European banking
champions “could be a decade away”. In the shorter term,
some in-market consolidation could be on the cards after
25 banks failed the EBA’s health check. Among those was
Monte dei Paschi di Siena, which announced that it had
appointed Citigroup and UBS to explore strategic options.
Overall, Europe’s M&A recovery has been a long
time coming, but it is gaining momentum .”Boardroom
confidence in M&A is beginning to grow – the risk of global
economic shocks has reduced, removing one of the main
impediments to pursue deals”, added Beere at Moelis.
However, the region’s sluggish economic growth
prospects and the prospect of a deflationary spiral are
never far from the minds of bankers. The ECB may embrace
full-blown quantitative easing like the US Federal Reserve
if Mario Draghi is to follow through on his promise “to do
everything it takes” to save the euro. These themes could
dictate the sustainability and length of the current M&A
cycle. “If you look back at 2001-2002, the rebound came
quite sharply, but that’s because there wasn’t really a
TOP 20 WESTERN EUROPE TARGET DEALS, YTD 2014*
Target Name
Target Nation
Target Sector

recession. I think we will see a slower recovery in 2015 but
with some bumps in the road,” said one head of European
M&A at a US firm. 
M&A: ANY EUROPEAN INVOLVEMENT (AD21) YEAR-TO-DATE*
Financial
Rank adviser

Value**
USS$m

Market
share

No.
of deals

1

Goldman Sachs

358,431.19

34.7

136

2

Morgan Stanley

288,666.80

28

117

3

BofA Merrill Lynch

246,715.79

23.9

89

4

JP Morgan

236,967.01

23

112

5

Lazard

234,648.99

22.7

138

6

Deutsche Bank

228,675.50

22.2

103

7

Citi

228,361.59

22.1

103

8

Rothschild

167,333.48

16.2

202

Credit Suisse

150,283.22

14.6

72

UBS

145,693.04

14.1

75

9
10
11

Barclays

133,962.07

13

90

12

BNP Paribas

133,509.45

12.9

83

13

Perella Weinberg Partners

89,040.82

8.6

11

14

Societe Generale

88,540.65

8.6

47

15

Zaoui

80,051.05

7.8

9

16

Credit Agricole CIB

64,990.91

6.3

47

63,735.00

6.2

36

57,127.46

5.5

16

17

HSBC

18

Centerview Partners

19

Greenhill & Co

35,656.32

3.5

15

20

Ernst & Young

34,799.90

3.4

132

21

Mizuho Financial Group

23,847.14

2.3

13

22

Santander

19,972.92

1.9

19
24

23

SEB

18,523.88

1.8

24

Guggenheim Securities

17,828.22

1.7

4

25

Mediobanca

17,174.82

1.7

38

875,847.39

84.9

3,186

Subtotal without Fin adviser 155,844.82

15.1

9,348

Subtotal with Fin adviser
Total

1,031,692.21		12,534

* Jan 1 to Nov 4 2014
** Including net debt of target
Source: Thomson Reuters

Acquiror Name

Acquiror Nation

Covidien

Ireland

Healthcare

Medtronic

US

Value** (US$m)

Lafarge

France

Materials

Holcim

Switzerland

39,544.625

SFR

France

Telecommunications

Numericable Group

France

23,306.830

Alstom SA-Energy Businesses

France

Industrials

General Electric-Energy Assets

US

GlaxoSmithKline-Oncology

UK

Healthcare

Novartis

Switzerland

47,922.123

17,124.238
16,000.000

Ziggo

Netherlands

Media and Entertainment

Liberty Global

UK

10,854.227

Grupo Corporativo ONO

Spain

Telecommunications

Vodafone Group

Spain

10,025.064

Corio

Netherlands

Real Estate

Klepierre

France

9,570.100

Scania

Sweden

Industrials

Volkswagen

Germany

9,056.189

Hermes International

France

Consumer Staples

Shareholders

France

8,323.983

L’Oreal

France

Consumer Products and Services

L’Oreal

France

8,235.273

Novartis-Vaccines Business

Switzerland

Healthcare

GlaxoSmithKline

UK

7,101.602

RWE Dea

Germany

Energy and Power

L1 Energy

UK

7,099.108

Novartis-AH Division

Switzerland

Healthcare

Eli Lilly & Co

US

5,400.000

Sky Deutschland

Germany

Media and Entertainment

British Sky Broadcasting Group

Germany

5,396.028

Abbott Labs-Non US Markets

Netherlands

Healthcare

Mylan

US

5,300.000

Mondelez-Coffee Business

Netherlands

Consumer Staples

DE Master-Coffee Business

Netherlands

5,000.000

Oldford Group

UK

Consumer Products and Services

Amaya Gaming Group

Canada

4,900.001

Jazztel

Spain

Telecommunications

Orange

France

4,754.490

Pohjola Pankki

Finland

Financials

OP-Pohjola Group Central Coop

Finland

4,396.885

* Jan 1 to oct 31 2014
** Including net debt of target
Source: Thomson Reuters
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