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2020 predictions:
what to expect in
global M&A next year
Welcome to the final M&A monitor of 2019.
As with previous years, our Q4 edition
looks ahead to what we expect to influence
deal activity over the next 12 months.
This year we’ve sought the views of some of our new
partners in the US, as well as touching on trends
in Asia and PE megadeals. It’s apparent that successful
deal-making in 2020 will require bold decisions
and careful strategizing – but for those that can
navigate challenging market conditions, the
opportunities are there.
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2019 wrap-up: deal values and
volumes down, driven by
fewer big-ticket transactions
As has been the case since 2013, technology, media
and telecoms is the best-performing sector across
both deal value and volume, although healthcare
and infrastructure and transport are the only
industries to outperform 2018 in relation to value.

Perhaps the most noticeable trend, however, is the dearth

Two of the five biggest deals in 2019 are in healthcare,
while energy and power also contributes two blockbuster
acquisitions to the list. US buyers continue to be the
primary driver of megadeals, doing seven of the top-10
acquisitions by value across all sectors.

in 2019, just two (Peugeot/Fiat Chrysler Automobiles

of significant cross-border mergers among the roll call
of big-ticket transactions, reflecting the challenges of
executing global deals in the prevailing political and
regulatory climate. Of the top-20 biggest acquisitions
and LVMH/Tiffany & Co) involve a foreign buyer.
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Global M&A
YTD activity by sector
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Top 10 deals of
2019 by value
Target

Target sector

Target
country

Acquiror
sector

Acquiror
country

Deal value
($bn)

Celgene

Healthcare

US

Bristol-Myers
Squibb

Healthcare

US

93.44

Raytheon

Industrials

US

United
Technologies

Industrials

US

89.79

Allergan

Healthcare

US

AbbVie

Healthcare

US

83.86

Saudi Basic
Industries

Energy and
power

Saudi Arabia

Saudi Arabian Oil

Energy and
power

Saudi Arabia

69.10

Anadarko
Petroleum

Energy and
power

US

Occidental
Petroleum

Energy and
power

US

54.21

Worldpay

High
technology

US

Fidelity National
Information
Services

Financials

US

42.72

First Data

Financials

US

Fiserv

High
technology

US

38.70

Myriad International
Holdings

Media

Netherlands

Shareholders

Financials

Netherlands

35.94

HP Inc

High
technology

US

Xerox Holdings

High
technology

US

33.69

Fiat Chrysler
Automobiles

Industrials

UK

Peugeot

Industrials

France

30.13

Acquiror

Source: Refinitiv
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Asia outlook for 2020 –
Japan and China outbound
Another bumper year for Japanese deal-making?
2018 was a record year for Japanese outbound M&A by
both deal value and volume. While activity slowed in
2019, underlying indicators strongly suggest Japanese
corporates will continue to play a major role on the
global scene for some time to come.

generate higher equity returns. This has led to a wave

Thanks to Abenomics, Nikkei-listed companies are now
among the best capitalized in the world. However, due to a
saturated domestic market and Japan’s ageing population,
they also have the lowest projected revenue growth.

further boosted by their ability to incur debt on a relatively

of share buybacks and a run on overseas deal-making,
with many companies converting minority stakes into
controlling interests in the process.
Japanese corporates’ M&A competitiveness has been
less expensive basis (compared to other corporates and
sponsors) thanks to the country’s negative interest rates
and a liquid FX market. These factors are set to drive
further overseas M&A in the year ahead – as will the

Mr Abe has sought to make Japan’s companies use their
money more productively, overhauling corporate
governance rules to promote capital efficiency and to

looming threat of activists targeting those that fail to
put their money to work.

Japan’s corporate cash pile
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Top 5 Japan outbound deals, 2019
Acquiror

Target

Country

Deal value ($bn)

Asahi Group Holdings

CUB

Australia

11.3

SoftBank Group

WeWork

US

6

Mitsubishi Corp/
Chubu Electric Power

Eneco

Netherlands

4.8

Sumitomo Dainippon
Pharma

Roivant Sciences

Switzerland

3

Tokyo Century

Aviation Capital

US

3

Source: Refinitiv

Chinese buyers continue to face regulatory headwinds
By contrast, Chinese outbound investment has regressed in recent years from its 2016 peak. Squeezed by
a more hostile global geopolitical and regulatory environment, 2019 was the first year since 2015
in which foreign companies bought more assets in China than Chinese corporates acquired overseas.

Chinese outbound vs inbound M&A, 2015–2019
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The type of big-ticket, non-core acquisitions pursued by the
likes of HNA, Anbang and Dalian Wanda are now off limits.
Indeed, many of the assets bought during the height of
their outbound boom have now been divested as they look
to rationalise their portfolios, focus their operations and
reduce their debt. This year HNA sold off Gategroup and
Hong Kong International Construction Investment
Management Group (both of which were acquired in 2016);
Anbang disposed of a US luxury hotels portfolio (also
acquired in 2016); and Dalian Wanda reduced its stake in
AMC Entertainment Holdings (which it bought in 2012).
Looking ahead to 2020 we might expect Chinese outbound
investment to rebound somewhat, particularly within Asia.
Progress towards the implementation of the Regional

Comprehensive Economic Partnership – a free-trade area
that stretches from China to New Zealand – is likely to be
supported by greater cross-border M&A, while there has
also been an uptick in Chinese investment into Hong Kong
spurred by Beijing’s desire to increase its influence
(the South China Morning Post reported a 3 per cent rise in
inbound investment during the first nine months of 2019).
Chinese investment in Belt and Road countries continues to
thrive but any return to sustained acquisitions in the US
will depend on progress in trade negotiations with
Washington. And if US/China relations remain tense it will
be important to monitor Chinese investment into places
such as Latin America, given the knock-on effect this could
have on regional companies’ ability to strike out into the US
and Europe in light of foreign investment restrictions.
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Is KKR–Walgreens a sign
of things to come?
What does KKR’s rumored $70bn+ bid for US
pharmacy chain Walgreens (which would eclipse
the previous record for a leveraged buyout,
KKR/TPG’s $45bn acquisition of TXU in 2007)
tell us about the possible direction of private
equity deal-making in 2020?
To do a deal of that size requires a lot of horsepower, and
that means a lot of debt as well as equity. Because private
equity sponsors do not have the luxury of using public
stock as M&A currency, the largest sponsor deals will
usually require some degree of consortia involvement
in order to provide the equity portion of the purchase price.
This presents a number of transactional and systemic
risks, from providing the target with comfort that equity
of such magnitude can be raised, to the overlap between
large LPs of the biggest buyout funds (which creates a
framework where risk is more concentrated than it

As the table below shows, the number of PE ‘megadeals’

might otherwise appear).

(classed as acquisitions above $5bn) has been steadily rising

The TXU acquisition marked the end of a bull market for

that have been raised. Media reports suggest more of the

since 2010, driven in part by the number of PE ‘megafunds’

PE-driven M&A, with financial sponsor activity falling

same in 2020, with CVC, BC Partners, EQT and KKR all

across the board as the world was gripped by the credit

expected to launch 11-figure funds in Europe and the

crisis. However if KKR is able to pull off Walgreens, it’s

US next year. In a world where competition for assets is

unlikely to be followed by a similar decline in big-ticket

fierce, operating at the very top of the market helps to

PE acquisitions this time around.

thin out the opposition.

PE megadeals vs PE megafunds, 2010–2019
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US outlook for 2020 –
how the volatility of
internal forecasts presents challenges
to boards, continuing risks of
financial sponsor counterparties,
and the evolving variables of
successful shareholder engagement
Forecasting the future
Volatile economic conditions raise a host of challenges
for the boards of US public companies, not least
in relation to M&A strategy. In the past it was relatively
straightforward for directors to coalesce around a
single view of where their business was heading
and how that would impact the intrinsic value of its
shares. But the uncertain macro environment and
sheer dynamism of companies in an era of
deglobalization and digital transformation mean
today’s stand-alone strategic plans often include a
range of scenarios and stock price projections.

‘We’ve seen a number of boards successfully targeted by
plaintiffs’ lawyers in the US based on allegations that their
internal forecasts were manipulated to facilitate a transaction.
These boards may in reality have been struggling in good
faith with multiple versions of “the truth”, by which I mean
the best estimate of the future performance of the company.

Ethan Klingsberg, one of the leading M&A authorities in the
US who has recently joined Freshfields as a partner in New
York, says: ‘With so many variables in play, it’s difficult for
boards to evaluate the benefits of strategic alternatives such
as the potential sale or break-up of the business.

‘Good governance should drive boards to think carefully so
they’re prepared if a takeover approach comes along. And if
they’ve received a bid but have a range of internal forecasts,
there are often creative ways to arrive at a reasonable
reconciliation that mitigates the risk of litigation.’

‘It’s vital that boards are realistic with their forecasts and
can differentiate among those that are designed to
incentivize management, those that are provided by
consultants to inspire creative thinking and those that
present an actual projection of the future.
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The continued risks of financial
sponsor counterparties
Ethan also pinpoints the availability of private capital
outside of the name-brand PE firms as another dynamic
that will influence deal-making in the year ahead.
‘We’re seeing more sponsor-driven bids where the buyside
group has very large contributions from the type of

‘It’s also possible to negotiate “negative pledges” to prevent
equity investors from divesting or distributing assets in a

investors who would normally be regarded as limited

way that would diminish their ability to pay.’

partners,’ he says.

Ethan also highlights that a significant portion of

‘When that happens, boards of target companies need to

these direct commitments is coming from certain

feel comfortable that those contracting to provide the

sovereign wealth funds, which in turn raises execution

equity have creditworthy entities signed up to backstop

risks under US and European national security rules.

their commitment, as well as other sponsor guarantees.

However, these risks can be limited via the creative

‘There are ways for sellers and targets to manage this risk,

use of negotiated undertakings.

both through due diligence and by crafting special

‘Lawyers and boards of target companies need to be on their

arrangements. For example, it may be appropriate to obtain

toes,’ he adds. ‘We’re entering an era where lots of big deals

an undertaking from a sponsor to syndicate a meaningful

with US public companies are going to involve sponsor

portion of its equity commitment to creditworthy sources

counterparties where we won’t to be able to sit back and say,

to reduce disbursement risk.

“One of the major PE firms is behind all of this.”’
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The evolving variables
of successful shareholder
engagement
Finally, the concentration of power among a smaller
number of institutional investors is set to influence
boardroom M&A discussions throughout the months
and years ahead.
The top shareholders of many US companies now control
upwards of 40 per cent – and increasingly in excess of 50
per cent – of their voting power. As a result, once a board
gets behind its stand-alone strategic plan, the defense of
that plan cannot end with the deep-dive annual board
meeting where it’s agreed by the directors.
‘Support for the stand-alone strategic plan has to also
involve a shareholder engagement strategy that considers
the delicate balance between having a sufficient arsenal of
takeover defense mechanisms in place and having the right
mix of shareholder-friendly governance provisions to keep
your top institutional investors on side,’ Ethan says.
Corporate governance specialist Pamela Marcogliese,
another leading practitioner who has recently joined
our New York team, adds: ‘In recent years, shareholders
and good governance advocates have been very successful
in dismantling many of the corporate takeover defenses
that have long been in place.
‘“Classified” boards are increasingly rare, dual-class
structures are under constant attack and companies are
being pushed to adopt bylaw provisions that allow
shareholders to call special meetings at very low thresholds.
They are also being urged to amend their organisational
documents to allow action by written consent.’

Proxy advisory firms such as ISS and Glass Lewis have
been big drivers of this trend, with the effect that many
boards can now be replaced in a single hit rather than
in groups over time.
Pam continues: ‘We’ve had some recent success with our
US public company clients who have employed thoughtful
shareholder engagement strategies, combined with robust
disclosure, to ensure their top investors understand why
these structures are in the best interests of the company,
at least in the near-term.
‘There are lots of advantages to a classified board beyond
the staggered three-year terms of its directors. For a start,
any removal of directors may be limited to “for cause”
scenarios. And if an activist threatens a “short slate” proxy
contest to fill one or two seats, they will be limited in their
ability to target incumbents for replacement and the
company will be able to prepare for the contest accordingly.
‘Then, even if a hostile party prevails in a proxy contest
against the third of the board that is up for election that
year, most of the board will remain. Such boards have
historically been well-positioned to pursue the best
interests of the stockholders, including by rejecting hostile
approaches or engaging in aggressive efforts to assure
that any sale or break-up transaction maximizes value.
‘It’s very hard to increase anti-takeover protections
once they’re gone, because the proxy advisory firms
will recommend a vote against proposals to reinstate
them. Boards should therefore be judicious about
giving them up prematurely.’
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Global M&A YTD – value and volume
Global*

USA*†

Europe*†

Asia-Pacific*†

M&A value

M&A value

M&A value

M&A value

M&A deal volume

M&A deal volume

M&A deal volume

$3,219.4bn $1,541.5bn $607.2bn

42,145
Top 3 deals

Top 3 deals

Top 3 deals

1

$93.4bn

1

2 Raytheon/

$89.8bn

2 Raytheon/

$89.8bn

2 Refinitiv US Holdings/

3

$83.9bn

3

$83.9bn

3

1

United Technologies
Allergan/AbbVie

Celgene/
Bristol-Myers Squibb

United Technologies
Allergan/AbbVie

$1,541.5bn

China
5,525 deals

$304.8bn

Germany
68 deals

$33.1bn

UK
2,832 deals

$188.5bn

France
56 deals

$33bn

US
918 deals
France
1,678 deals

US
7,928 deals

US
9,720 deals

$1,457.2bn

China
5,433 deals

$290.8bn

Canada
297 deals

UK
2,917 deals

$157.2bn

UK
293 deals

1

$11.3bn

CUB/Asahi Group
Holdings

2 LINE Corp – all business/ $10.9bn
Z Holdings

3

$9.2bn

PLUS Malaysia/
Widad Business Group

Inbound:

markets investing into
Asia-Pacific companies

$122.4bn

China
5,273 deals

$280.8bn

$72bn

Japan
2,275 deals

$108.4bn

$70.8bn

Outbound:

markets US companies are
investing into

most acquisitive markets

$10.1bn

Nestlé Skin Health/
Investor group led by
EQT VIII

UK
2,489 deals

$1,294.5bn

Outbound:

Outbound:

$27bn

markets investing into
European companies

US
9,892 deals

US
7,928 deals

$30.1bn

Inbound:

markets investing into
US companies

most targeted markets

14,627
Top 3 deals

Fiat Chrysler
Automobiles/Peugeot

London Stock Exchange

Inbound:

Inbound:

M&A deal volume

13,432

9,892

$93.4bn

Celgene/
Bristol-Myers Squibb

$721.8bn

Singapore
510 deals

$51.6bn

Outbound:

markets European companies
are investing into

markets Asia-Pacific companies
are investing into

UK
2,278 deals

$158.5bn

China
5,413 deals

$35.3bn

US
563 deals

$144.7bn

Japan
2,074 deals

$88.1bn

$14.7bn

Netherlands
548 deals

$63.9bn

Australia
1,120 deals

$52.9bn

$1,294.5bn

$295.8bn

Financial sponsor M&A – top 3 deals with buyside financial sponsor involvement

1

2

3

$18.7bn

$14.3bn

$11.2bn

GLP–US Logistics Assets/
Real estate units
of Blackstone

Zayo Group/
Front Range
TopCo

Ultimate Software Group/
Ultimate Software
Group Inc SPV

© Freshfields Bruckhaus Deringer US LLP, December 2019, 08115
* Deal value includes net debt of target | † Includes domestic deals | Source: Refinitiv | Data correct to 5 December 2019
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