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M&A Trends to Watch For in 2019
As 2019  com m ences,  i t  i s d i ff i cu l t  to  te l l  wha t  l i es ahead  fo r M &A i n  the  com i ng  year,  pa rt i cu l a rl y as M &A act i vi ty seem s to  have  fa l l en  o ff  a t  the  end  o f
the  year i n  the  U.S.  and  a round  the  worl d  to  l eve l s no t  seen  fo r som e t i m e , desp i te  a  st rong  year ove ra l l  i n  2018 .

What facto rs a re  l i ke l y to  i n f l uence  M &A act i vi ty i n  2019?

Interest Rates

Afte r yea rs o f  u l t ra -l ow i n te rest  ra tes,  2018  saw the  Bank o f  Canada  and  the  Federa l  Reserve  i n  the  U.S.  beg i n  to  ra i se  the i r benchm ark ra tes.  T he
benchm ark ra te  i n  Canada  has i ncreased  to  1 .75  pe r cen t  and ,  a f te r fou r h i kes i n  2018 ,  the  Federa l  Reserve ’s benchm ark ra te  has now h i t  a  range  o f
2 .25  pe r cen t  to  2 .5  pe r cen t .  Wh i l e  the re  were  expecta t i ons we  wou l d  see  fu rthe r i ncreases i n  2019 ,  expecta t i ons have  been  tem pered  som ewhat as the
m arke t  tu rbu l ence  a t  the  end  o f  2018  seem ed to  i nd i ca te  som e pessi m i sm  abou t  where  i n te rest  ra tes and  the  ove ra l l  econom y i n  bo th  Canada  and  the
U.S.  were  headed  i n  2019 .

Desp i te  these  con fusi ng  si gna l s,  i n te rest  ra tes rem a i n  l ow by h i sto ri ca l  standards and  i t  m ay on l y be  a  m atte r o f  t i m e  be fo re  the  m arke t  ad j usts.  A f te r
a l l ,  wh i l e  the re  i s m ore  uncerta i n ty a round  the  genera l  d i rect i on  o f  the  worl d  econom y, em p l oym ent rem a i ns and  i s expected  to  con t i nue  a t  h i gh  l eve l s
i n  Canada  and  the  U.S. ,  and  the  d rop  i n  va l ua t i ons m ay m ake  acqu i si t i ons m ore  a t t ract i ve .  T he  resu l t  m ay be  tha t  wha t  we  a re  see i ng  now i s j ust  a
pause  wh i l e  m arke t  pa rt i ci pan ts take  stock o f  where  th i ngs a re ,  to  be  fo l l owed  by renewed  act i vi ty as the  m arke t  ad j usts.  Com m enta to rs have  a l so
suggested  tha t  recen t  si gn i f i can t  d rops i n  the  m arke t ,  t ri gge red  i n  pa rt  by ri si ng  i n te rest  ra tes,  m ay m ake  som e pub l i c com pan i es m ore  a t t ract i ve  as
ta rge ts to  cash-ri ch  p ri va te  equ i ty funds l ooki ng  fo r ba rga i ns.

Shareholder Activism and Take-Overs

Last  yea r we  p red i cted  tha t  the  t rend  toward  i ncreased  shareho l de r act i vi sm  wou l d  con t i nue ,  and  we  were  co rrect .  We be l i eve  th i s t rend  wi l l  con t i nue
i n to  2019 ,  pa rt i cu l a rl y si nce  the  genera l  fa l l  i n  the  equ i ty m arke ts has l e f t  m ost  com pan i es wi th  l ower va l ua t i ons and  a  po ten t i a l l y g rum p i e r
shareho l de r base .  Even  wi th  con t i nued  h i gh  l eve l s o f  act i vi ty,  i t  i s l i ke l y go i ng  to  be  m ore  d i ff i cu l t  fo r d i ssi den ts to  be  successfu l  as com pan i es a re
payi ng  m ore  a t ten t i on  to  the i r sha reho l de r base  and  p repari ng  them se l ves i n  case  they becom e ta rge ts.  Whe the r th i s wi l l  resu l t  i n  m ore  con tested
pub l i c act i vi st  cam pa i gns,  o r m ore  p ri va te  se t t l em en ts wi th  act i vi sts ach i evi ng  fewer o f  the i r dem ands,  rem a i ns to  be  seen .

As Canada  com p l e tes i ts second  year under the  new take -over b i d  reg i m e , i t  seem s cl ea r tha t  host i l e  take -over b i ds have  becom e l ess com m on,
a l though  the  t rend  had  been  downward  ove r the  past  10  years o r so  i n  any even t .  Neverthe l ess,  host i l e  b i ds have  no t  gone  away com p l e te l y under the
new ru l es.  Wh i l e  the  l onger t i m e  pe ri ods have  m ade  host i l e  b i ds l ess i n te rest i ng  to  wa tch ,  we  have  wi tnessed  a  num ber o f  them  i n  2018 ,  i ncl ud i ng
host i l e  b i ds i n  the  o i l  pa tch  wh i ch  have  h i sto ri ca l l y been  qu i te  ra re .

Politics

Whi l e  i t  i s obvi ous tha t  po l i t i cs can  a ffect  econom i c act i vi ty and  M &A, i t  rem a i ns som eth i ng  tha t  shou l d  be  kep t  i n  m i nd  fo r 2019  when  the re  a re  so
m any si gn i f i can t  po l i t i ca l  ca rds i n  p l ay.  Canada  i s caugh t  i n  the  cross-f i re  o f  the  U.S. /Ch i na  con f l i ct  ove r t rade ,  and  no t  j ust  because  o f  the  a rrest  by
Canad i an  au tho ri t i es o f  the  CFO o f  Huawe i  a t  the  request  o f  the  U.S.  Wh i l e  i t  had  seem ed Canada  m i gh t  bene f i t  by se l l i ng ,  fo r exam p l e ,  ag ri cu l tu ra l
p roducts to  Ch i na  wh i ch  Ch i na  was no  l onger buyi ng  f rom  the  U.S. ,  th i s now seem s l ess l i ke l y.  Dom est i ca l l y,  the  o i l  pa tch  con t i nues to  su ffe r f rom  l ow
o i l  p ri ces and  the  l ack o f  p i pe l i nes to  ocean  po rts.  Whe the r steps can  be  taken  to  add  p i pe l i ne  capaci ty rem a i ns one  o f  the  m ost  cri t i ca l ,  no t  to  m en t i on
exi sten t i a l ,  i ssues faci ng  the  cu rren t  fede ra l  governm ent.  Othe r i m portan t  m a tte rs to  address i n  the  com i ng  m on ths i ncl ude  ra t i f i ca t i on  o f  the  new
Canada-U.S.-M exi co  t rade  ag reem ent,  the  hoped-fo r end  to  U.S.  a l um i num  and  stee l  ta ri f fs,  a  federa l  e l ect i on  i n  the  fa l l  o f  2019 ,  the  e ffects o f  a  new
Dem ocra t-con tro l l ed  House  o f  Represen ta t i ves i n  the  U.S. ,  and  the  fa te  o f  Brexi t .  A l l  o f  these  e l em en ts crea te  uncerta i n ty,  wh i ch  adds to  the  d i ff i cu l ty
i n  m aki ng  M &A deci si ons and  m ay se rve  to  m u te  M &A act i vi ty i n  2019 .

For fu rthe r i n fo rm at i on  abou t  BLG’s M ergers and  Acqu i si t i ons team  and  to  access ou r gu i de  to  Mergers and  Acqu i si t i ons i n  Canada,  ou r M &A Bu i l d i ng
Bl ocks se ri es and  fu rthe r bu l l e t i ns,  vi si t  b l g .com /m a.
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