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INTRODUCTION

Figure 2. Number of Deals Greater Than USD10 Billion

2018 was an exceptional year for M&A, despite activity decelerating
in the second half: the value of M&A transactions in the first half hit
an 11-year high1 before a host of uncertainties – trade wars, Brexit,
regulatory changes – took a toll in the latter six months of the year.
Against that background – the fear of rising interest rates, stockmarket volatility, geopolitics, changing regulatory regimes, the list
could go on and on – it’s not surprising that there are many
prognosticators out there that think 2019 is going to be a bad year
for M&A.
We, however, are of the view that M&A activity will remain strong in
2019. Indeed, we see potential alpha-generating opportunities in
UK companies, in the pharma sector and in mid-sized deals.

2018 M&A ACTIVITY: A RECAP
Global M&A transaction volumes reached USD4.1 trillion in 2018,
the third-highest since 2002. More than half of the volumes were
driven by mid-sized deals (those between USD1 billion and
USD5 billion). Megadeals, or those greater than USD10 billion in
size, were also a significant driver in 2018. Thirty megadeals were
announced in the first six months of 2018 – the highest first-half
megadeal count, before they began to normalize in the second half
of the year.2
Figure 1. Global M&A Volumes, 2002-2018
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Source: JPMorgan, Dealogic; as of 31 December 2018.

In addition, leverage buy-out (‘LBO’) volume surged to
USD154 billion in 2018, the highest level since 2007, according to
Thomson Reuters.3 From our perspective, this boom had, in part,
been driven by record levels of fundraising by private equity (‘PE’)
funds. In 2017, PE shops were sitting on USD369 billion,
USD185 billion and USD75 billion of dry powder in the US, Europe
and the rest of the world, respectively, according to data provider
Preqin. Sitting on this kind of money creates pressure for fund
managers to put capital to work: a buoyant 2018 LBO market was
therefore not a surprise, even though valuation multiples were high.
Along with the excess supply of PE fundraising, catalysts for M&A
activity included low cost of debt, improving cash flows, US tax
reforms, strengthening balance sheets, positive global growth,
investor support and CEO confidence, just to name a few. While
geopolitics was present throughout the year, its effect only started
to be felt in the second half of the year.
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However, although 2018 was a strong year as a whole, turbulence
in the fourth quarter is probably what investors will remember – a
volatile and declining stock market, rising interest rates, along with
heightened fears over Brexit and the US/China trade war, resulted
in a drop in M&A activity as deals were postponed.
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Source: JPMorgan, Dealogic; as of 31 December 2018.

1. https://www.refinitiv.com/perspectives/market-insights/mega-deals-keep-ma-boom-afloat/
2. JPMorgan 2019 Global M&A Outlook, published January 2019.
3. https://www.lexology.com/library/detail.aspx?g=bd06a7ef-eb6e-445a-9ae9-ea5026edc3ab
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2019 OUTLOOK: THE DOMINO EFFECT

Figure 3. Rising Cash Holdings at European Pharma Firms

Despite the dip in fourth-quarter M&A activity, we have a positive
outlook for 2019.
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First, we believe that the pressure for PE funds to deploy the
excess cash will not dissipate in 2019. As of 30 September 2018,
PE funds still had USD348 billion, USD189 billion and USD99 billion
of unused capital earmarked for US, Europe and the rest of the
world, respectively, according to Preqin.
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Secondly, we believe equity markets have stabilised, providing
confidence for CEOs and company boards to pursue external
growth. This has been demonstrated by the USD74 billion megadeal between Bristol-Myers Squibb and Celgene.
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Third, we see something of a potential domino effect within M&A:
one large deal can trigger more, as executives seek to get in on the
action. The best recent example of this has been in gold mining.
The merger of Randgold Resources and Barrick Gold was
announced in September 2018, creating the largest gold mining
company in the world. Less than four months later, Newmont
Mining, which had been the largest gold company prior to the
September deal, reclaimed its title by announcing it was acquiring
Goldcorp. Then, just last month, Barrick confirmed it was mulling a
takeover offer for Newmont!

Cash & Cash Equivalents, Bloomberg Europe 500 Pharma Index
Source: Bloomberg; as of 22 February 2019.

BREXIT: IN THE MIDST OF CHAOS …
Despite uncertainty regarding Brexit in 2018, buyers were attracted
to UK targets. Announced UK inbound volume reached an all-time
high of USD251 billion in 2018, up 131% from a year earlier,
according to JPMorgan.5 This was driven by two deals: Takeda’s
USD81-billion acquisition of Shire (yet another pharma M&A deal!)
and Comcast’s USD53-billion acquisition of Sky.

Looking forward, we see the potential for a similar domino effect in
the pharma sector for two reasons: first, there are increasing levels
of cash across the industry as a whole (Figure 3). Secondly, this
coincides with a downturn in the pipeline of new drugs at many big
industry names. Lapsing patents is a perennial threat for large
pharma companies. In our view, a temptation will be for leading
industry names to use their existing cash pile to secure smaller,
single drug companies to bolster future cash flow. We would again
reference the Bristol-Myers Squibb acquisition of Celgene: Celgene
currently derives much profits revenue from its drug Revlimid,
although its patents are due to expire in 2022. Indeed, Celgene
itself had acquired Juno Theraputics in 2018 for USD9 billion to
gain access to its pipeline of cancer drugs.

We believe that UK companies will continue to be attractive M&A
targets fpr two main reasons: First, UK companies are attractively
valued, in our view. The 12-month blended forward price-toearnings ratio on the MSCI UK was exactly 12x as at the end of
January, up from the December low of 11.3x.6 This is the lowest
level since September 2013. In relative terms, this is 2.5 points
below MSCI World, a disparity which has existed for around a year,
but prior to which was the highest since April 2010.6 Secondly, the
continued weakness in the British pound is providing potential
opportunities, especially for foreign acquirers. Ongoing negotiations
to buy British packaging company RPC by two American firms,
Apollo Global Management and Berry Global, is a case in point.

Figure 4. Top Deals in Pharma Consolidation (Deal Value USD Billion)
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4. https://www.ft.com/content/d78fe796-0f70-11e9-a3aa-118c761d2745
5. JPMorgan 2019 Global M&A Outlook, published January 2019.
6. Source: Bloomberg, MSCI; as of 31 January 2019.
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Figure 5. Cross-Regional Announced Volume by Target Region
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However, mid-sized deals tend not to be shopped around in the
same way, with fewer potential buyers contacted. After a deal is
announced, more buyers often enter the arena, increasing the
potential price boost of the target company.
This is currently playing out in the RPC deal. Apollo, the US PE firm,
announced a GBP3.3 billion takeover for RPC on 23 January, 2019.
On 31 January, plastic packaging supplier Berry Global announced
that they had approached RPC for due diligence information,
driving up RPC shares by 3.7% on the day.7
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This is the key source of attraction for mid-sized deals. In our
opinion, there is a greater element of optionality after a mid-sized
deal is announced, which can aid in alpha generation.
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Source: JPMorgan, Dealogic; as of 31 December 2018.

SHOPPING: THE PERKS OF BEING MID-MARKET
WALLFLOWER
The potential deal between RPC and Apollo also serves as an
example of another key dynamic of the M&A market: deal shopping.
Large deals are usually well-covered by the sell-side, as these can
earn high fees. This filters through to pricing: deals are offered to
almost all potential buyers, creating an ‘auction’ where the highest
bidder wins. When a large deal is announced, it is then relatively
rare to see another buyer emerge later in the process; after all,
nearly all potential buyers will have already been offered the deal.

CONCLUSION
We therefore would conclude that there are a number of reasons to
be cheerful about M&A in 2019, especially in the pharmaceutical
sector, in the UK and in mid-sized deals. Most importantly, whilst
the macro-environment may continue to deteriorate, the amounts of
dry powder on hand should offer support for the market if we were
to experience another selloff. In our view, it’s full speed ahead for
M&A activity. Investment bankers are likely to continue being
stressed and overworked in 2019.

Pierre-Henri Flamand
CIO of Man GLG
Pierre-Henri Flamand is the Chief Investment Officer of Man GLG. He joined Man GLG in June 2014. Before that, Pierre-Henri ran Edoma Capital
Partners – a European-focused, event-driven hedge fund. He also spent 15 years with Goldman Sachs, where he ran the Principal Strategies
Group. Pierre-Henri graduated from the Ecole Polytechnique, the Ecole Nationale de la Statistique et de l’Administration Economique and the
Institut d’Etudes Politiques de Paris.

Cristian Cibrario
Portfolio Manager
Cristian joined Man GLG in September 2013. Before that, he was at Centaurus Capital for four years, primarily involved in risk arbitrage
investments in Europe and North America. Prior to that, Cristian was a senior analyst at Pendragon Capital, focusing on event value trades.
Cristian graduated in economics and finance in 1997 from University of Turin, with 110/110 cum laude.

7. Source: Bloomberg, as of 23 January 2019.

3/4

IMPORTANT INFORMATION
This information is communicated and/or distributed by the relevant GLG or Man entity identified below (collectively the “Company”) subject to the
following conditions and restriction in their respective jurisdictions.
Opinions expressed are those of the author and may not be shared by all personnel of Man Group plc (‘Man’). These opinions are subject to change
without notice, are for information purposes only and do not constitute an offer or invitation to make an investment in any financial instrument or in
any product to which the Company and/or its affiliates provides investment advisory or any other financial services. Any organisations, financial
instrument or products described in this material are mentioned for reference purposes only which should not be considered a recommendation for
their purchase or sale. Neither the Company nor the authors shall be liable to any person for any action taken on the basis of the information
provided. Some statements contained in this material concerning goals, strategies, outlook or other non-historical matters may be forward-looking
statements and are based on current indicators and expectations. These forward-looking statements speak only as of the date on which they are
made, and the Company undertakes no obligation to update or revise any forward-looking statements. These forward-looking statements are
subject to risks and uncertainties that may cause actual results to differ materially from those contained in the statements. The Company and/or its
affiliates may or may not have a position in any financial instrument mentioned and may or may not be actively trading in any such securities. This
material is proprietary information of the Company and its affiliates and may not be reproduced or otherwise disseminated in whole or in part without
prior written consent from the Company. The Company believes the content to be accurate. However accuracy is not warranted or guaranteed. The
Company does not assume any liability in the case of incorrectly reported or incomplete information. Unless stated otherwise all information is
provided by the Company. Past performance is not indicative of future results. Unless stated otherwise this information is communicated by GLG
Partners LP, Riverbank House, 2 Swan Lane, London, EC4R 3AD. Authorised and regulated in the UK by the Financial Conduct Authority.
Australia: To the extent this material is distributed in Australia it is communicated by Man Investments Australia Limited ABN 47 002 747 480 AFSL
240581, which is regulated by the Australian Securities & Investments Commission (ASIC). This information has been prepared without taking into
account anyone’s objectives, financial
situation or needs.
European Economic Area: Unless indicated otherwise this material is communicated in the European Economic Area by Man Solutions Limited
which is an investment company as defined in section 833 of the Companies Act 2006 and is authorised and regulated by the UK Financial Conduct
Authority (the “FCA”). Man Solutions Limited is registered in England and Wales under number 3385362 and has its registered office at Riverbank
House, 2 Swan Lane, London, EC4R 3AD, England. As an entity which is regulated by the FCA, Man Solutions Limited is subject to regulatory
requirements, which can be found at http://register.fca.org.uk.
Germany/Liechtenstein: To the extent this material is distributed in Germany/Liechtenstein it is communicated by Man (Europe) AG, which is
authorised and regulated by the Liechtenstein Financial Market Authority (FMA). Man (Europe) AG is registered in the Principality of Liechtenstein no.
FL-0002.420.371-2. Man (Europe) AG is an associated participant in the investor compensation scheme, which is operated by the Deposit
Guarantee and Investor Compensation Foundation PCC (FL-0002.039.614-1) and corresponds with EU law. Further information is available on the
Foundation's website under www.eas-liechtenstein.li. This material is of a promotional nature.
Hong Kong: To the extent this material is distributed in Hong Kong, this material is communicated by Man Investments (Hong Kong) Limited and
has not been reviewed by the Securities and Futures Commission in Hong Kong. This material can only be communicated to intermediaries, and
professional clients who are within one of the professional investor exemptions contained in the Securities and Futures Ordinance and must not be
relied upon by any other person(s).
United States: To the extent his material is distributed in the United States, it is communicated by GLG LLC and is distributed by Man Investments,
Inc. (‘Man Investments’). Man Investments is registered as a broker-dealer with the US Securities and Exchange Commission (‘SEC’) and also is a
member of the Financial Industry Regulatory Authority (‘FINRA’). Man Investments is also a member of the Securities Investor Protection Corporation
(‘SIPC’). GLG LLC is registered with the SEC as an investment advisor. GLG LLC and Man Investments are members of the Man Investments
division of Man Group plc. The registration and memberships described above in no way imply a certain level of skill or expertise or that the SEC,
FINRA or the SIPC have endorsed GLG LLC, or Man Investments.
This material is proprietary information and may not be reproduced or otherwise disseminated in whole or in part without prior written consent. Any
data services and information available from public sources used in the creation of this material are believed to be reliable. However accuracy is not
warranted or guaranteed. © Man 2019
1619065/US/GL/I/W

4/4

