Deal Drivers: United States
A spotlight on mergers and
acquisitions trends in Q1 2020

US dealmaking challenged as
coronavirus takes hold

Figures continued to deteriorate in the months to follow, and in Q1
2020 the US M&A market recorded its lowest levels of both deal
volume (1,263) and total value (US$206.2bn) in the last three years.
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This total included a pronounced decline in the number of highvalue deals. Only 66 deals worth more than US$500m were
announced in Q1 2020, considerably lower than the average
number of such deals (96) posted in each quarter last year.
The largest announced deal of the quarter saw printer maker
Xerox take steps to acquire rival HP for US$35.5bn, but the
hostile takeover was abandoned at the end of March. In the light
of the coronavirus pandemic and ensuing market swoon, Xerox
executives said it was no longer ‘prudent’ to pursue the deal.
This is unlikely to be the only major instance in which the virus
effectively furloughs a transaction – more than a quarter (26%) of
deals announced in Q1 2020 are pending.
Following the failure of the Xerox-HP deal, the next largest
transaction was the US$17.3bn spin-off of elevator manufacturer
OTIS Worldwide by United Technologies. The conglomerate –
which was also spinning off HVAC manufacturer Carrier Global,
now the third largest deal of the quarter at US$10.4bn – intended
thereafter to merge with aerospace and defense giant Raytheon.
In spite of the pandemic and plummeting share prices for both
groups, United Technologies and Raytheon said in mid-March
that the merger was on track to close early in Q2. Despite
challenging conditions, a merger of equals transaction was
finally announced on April 3, 2020 creating, according to their
press release, the world’s most advanced aerospace and defense
systems provider.
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Deal Value

Remaining relatively steady through 2017 and 2018, total US
deal value spiked in Q2 2019. Any hopes for further booms were
quickly cut down: deal value fell by almost 50% the following
quarter, albeit that overall volumes fell only marginally, to 1,520
transactions in Q3 2019 from 1,602 deals in Q2.

Big deals fall by the wayside

Deal Volume

For the last few quarters, dealmaking in the US has been trending
downwards. And now, with the country becoming the global
center of the coronavirus pandemic, it seems dealmakers should
brace themselves for an accelerating decline.
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US top sectors by value I Q1 2020
Sector spreads

The Industrials & Chemicals (I&C) space accounted for
three of the top four transactions announced in Q1 2020.
Aside from the aforementioned United Technologies deals,
in early January, aircraft parts manufacturers Woodward
and Hexcel, both suppliers to aerospace titan Boeing,
announced an all-stock merger worth US$7.4bn.
I&C, Technology, Media and Telecommunications (TMT) and
Financial Services contributed the lion’s share (72%) of
deal value in Q1 2020, easily eclipsing the total combined
values of all other sectors. Those three leading sectors
accounted for deals worth US$149bn (I&C US$55.7bn; TMT
US$52.5bn; Financial Services US$40.8bn), whereas all
others contributed just US$57.2bn.
The largest financial services deal – and second largest
overall – saw Morgan Stanley acquire online trading
platform E*TRADE for US$13bn. The move fortifies the
investment bank’s wealth management capabilities, a
business segment in which Morgan Stanley is facing
stiff competition from rival Goldman Sachs. In TMT, the
largest deal – and fifth largest overall – saw financial
software company Intuit acquire personal finance platform
Credit Karma for US$7.1bn. These two sectors – and near
neighbours such as biotechnology – are likely to be among
the few to hold up well during the coronavirus pandemic, as
individuals and corporates become more used to working
from home, distance learning and other services that can
be delivered remotely.
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PE takes control of tech

As is true of transactions activity overall, the volume and value
of PE deals in the US has been falling since Q2 2019. 463 PE
deals worth a total of US$76.1bn were logged in Q1 2020, with
both figures representing an almost three-year low. Buyouts,
however, bucked the downward trend.

Volume rose quarter-on-quarter by 9.1% to
306 from 280, though the total value of those
transactions declined by 20.4% to US$43.8bn
from US$55bn.
The largest PE deal was the Intuit-Credit Karma transaction –
Credit Karma is backed by PE group Silver Lake. Including that
deal, the three largest and four of the top-five PE deals of Q1
2020 were connected to the TMT sector. Moreover, and evincing
even further PE firm’s reputation for favoring technologyrelated ventures, 11 of the 19 largest PE deals (58%) in the first
quarter related to TMT. Given the current state of the market,
one can expect PE firms to look even more closely at TMT and
related opportunities, for instance in the healthtech space, as
consumers become even more reliant on technological and
digital services.
In the months to come, however, all but the very biggest
and cash-rich PE firms are likely to turn their focus towards
mitigating any damage levelled by the coronavirus on their
portfolio companies, rather than pursuing new acquisitions. The
ravaging of the domestic economy caused by the coronavirus
pandemic has meant firms have had to draw up emergency
measures to protect their portfolio companies.

US economic sentiment trampled by COVID-19
Given the downturn in deals both for corporates and for
sponsors, morale among dealmakers is unsurprisingly at a low
ebb. Though some deal-related communications can and are
being conducted virtually, this is a major departure from the
norm. And while deals already in the works could be concluded,
all new business is essentially on pause. “We’re not going to be
signing anything in the midst of this tornado,” said a managing
director at a private equity firm to Mergermarket.

The data shows that the US is likely to go through a period
of severe economic upheaval which would have a knock-on
effect for M&A. Per the US Bureau of Labour Statistics, between
February and March the country’s unemployment rate rose
from 3.5% to 4.4%; between 19 March and 2 April, 10 million
Americans applied for unemployment insurance. Over March,
the Dow Jones Industrial Average dropped more than 20%, to
20,943.51 points from 26,703.32.
When the US will return to normality is far from clear. If the
effects of the virus on the country are similar to conditions seen
in Spain or Italy, then one can imagine the M&A and financing
markets remaining on hiatus for at least a few months. By the
time the pandemic subsides, the US will likely be in the throes of
political campaigning in the run up to the November presidential
election, an uncertain and unpopular time for dealmaking.

US top deals 2020 (YTD*)

1
The spin-off
of elevator
company OTIS
by United
Technologies
became the
biggest US deal
following the
failure of the
Xerox-HP deal

2
The largest
financial
services deal
saw Morgan
Stanley acquire
online trading
platform
E*TRADE

$17,324m $13,326m

3
The HVAC
manufacturer
Carrier Global
sale was
intended
thereafter to
merge with
aerospace and
defense giant
Raytheon,
but has been
put on hold
due to market
uncertainty.

$10,395m

Though the circumstances are not precisely like-for-like, M&A
activity improved steadily year-on-year after the 2008 financial
crisis. In 2014, the US reached and then exceeded pre-crisis
M&A levels, recording 5,323 deals that year against the 4,865
posted in 2007. The PE space, for its part, followed a similar,
though somewhat more robust, trajectory over the same period.
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Sector Watch: TMT M&A

US top TMT deals, Q1 2020
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US TMT M&A activity, 2017-Q1 2020

In the light of the pandemic, it is very likely that M&A activity
in the TMT sector will continue to trend down. However,
opportunities may arise concerning companies in the computer
software, internet and ecommerce subsectors, as well as
converged sectors such as healthtech, fintech and edutech.
The dominant ‘Big Tech’ companies – Apple, Google parent
company Alphabet, Microsoft and Amazon – hold combined
cash reserves exceeding US$450bn, according to analyst firm
FactSet. These giants will invariably withstand the crisis, and in
fact may emerge from the pandemic with their power even more
firmly entrenched. Once the worst has passed, they may look
to acquire innovative tech companies that have withstood the
pandemic or indeed emerged as quality service providers on
whom consumers depend. It is possible that secondary waves
of coronavirus will fan out in the months to come, requiring
further instances of social distancing and leading to another
uptick in use of digital services.
Likewise, smaller technology businesses less resilient to the
effects of the pandemic may be picked off by Big Tech players
that seize on lower valuations. Similar circumstances unfolded
in the light of previous crises in the early 2000s and after the
2008 financial crisis, when major technology conglomerates
such as Cisco, Dell and IBM went on spending sprees.
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Deal Value

More TMT deals, at 310, were announced in the first quarter of
this year than in any other sector. The closest competitor, I&C,
lagged behind by more than 20% with 243 deals (though it did
contribute a marginally higher total deal value, US$55.7bn,
against TMT’s US$52.5bn).

Nonetheless, for all that relative liveliness, TMT has still
followed the same downward trend over the last few quarters
as dealmaking overall. The 310 deals announced in Q1 2020
represent a small 1.9% drop from the 316 in Q4 2019, but a
much more pronounced fall of 26.4% from the 421 recorded in
Q2 2019, when the US M&A market enjoyed its best quarter in
terms of total deal value (US$522.4bn) of the last three years.

Deal Volume

TMT dominated the sector charts and featured many of the
most significant transactions both for PE and corporates –
notwithstanding the dissolution of the aforementioned XeroxHP megadeal.
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