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Global M&A Market Commentary 

Year-over-year global deal values decreased approximately 49% in the fourth quarter of 2022,
representing the second largest Y-o-Y decline since the second quarter of 2020 when the M&A
market paused amidst the COVID-19 pandemic. Across the U.S., Europe and Asia Pacific,
sequential quarter-over-quarter announced M&A deal value and volume increased by
approximately 14% and 1%, respectively, in the fourth quarter of 2022(1). Despite a modest
rebound in sequential quarterly activity, deal value in 2H’22 represented a decline of
approximately 57% compared to 2H’21 and is the lowest recorded value for a second half of the
year in nearly a decade.

Total M&A deal volume in 2022 involving targets based in the U.S., Europe and Asia Pacific
decreased by approximately 24% year-over-year (“Y-o-Y”)(1). Similarly, M&A deal value
decreased approximately 43% in 2022 when compared to 2021(1). The M&A market was
significantly challenged in 2022 as various macro factors, such as persistent inflation,
quantitative tightening, a divergence in valuation expectations between buyers and sellers and
economic uncertainties, pressured deal making. As a result, buyer behavior and participation
shifted in 2022 and due diligence standards heightened. Strategic buyers increased execution
discipline and focused selection of processes to participate in. Following record levels of
capital deployment over the preceding two years, many financial buyers became increasingly
selective with participation as well.

(1) FactSet; number of transactions includes those with undisclosed values; includes transactions with disclosed values over $10M. Data as of 12/31/2022.
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Average debt multiples of large corporate LBO loans in 2022 were flat
when compared to 2021. Despite what appears to be leverage multiple
durability in 2022, rising interest rates and increasingly stringent lending
standards drove a significant slowdown in volume of leveraged loans in
2H’22. The leveraged loan market has historically been the leading source
of credit financing for leveraged buyouts, but as markets shift, direct
“non-bank” lenders continue to emerge as an important alternative for
funding M&A transactions. Sponsors have also adapted to the changing
credit markets by increasing focus on enhancing existing investments
with add-on acquisitions, which typically come at lower purchase
multiples and are relatively easier to finance given smaller transaction
sizes. Add-on acquisitions represented ~78% of all U.S. buyouts in 2022,
the highest percentage on record(3).(1) PitchBook, “US PE Breakdown”. Data as of 12/31/2022.

(2) S&P LCD Report. Includes issuers with EBITDA greater than $50M. Data as of 12/31/2022.
(3) Pitchbook.

U.S. Private Equity 
Commentary 

U.S. private equity deal value in 2022 decreased approximately 27% when
compared to 2021. Similarly, when measured by deal volume, U.S. private
equity saw a year-over-year decrease of approximately 18% during the
year. When comparing 2022 over a longer horizon, deal value and volume
were approximately 13% and 17% higher than the average of annual
periods since 2017. Compositionally, deal sizes from $100M – $500M
comprised 29% of total deal volume, representing a year-over-year
decline of approximately 2%. In contrast, the same size range recorded a
year-over-year increase of approximately 2% when measured by deal
value, representing approximately 47% of total deal value(1).

Deal Flow(1) Avg. Multiples of Large Corporate LBO Loans(2)
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The Federal Reserve (the “Fed”) raised rates seven times in 2022, in
response to record levels of inflation. The Fed raised rates by 125 bps in
the fourth quarter, bringing the total fed funds rate to a targeted range of
425 – 450 bps, a level not been seen since early 2008. The Fed’s committed
hawkish positioning has permeated credit markets, as evidenced by 2022
recording the worst-ever performance for U.S. government and
investment-grade fixed income instruments, represented by the Total
Bond Index, which declined more than 13% Y-o-Y. Equity markets
concluded their worst year since 2008, with the S&P down approximately
20% over the year, despite a gain of approximately 4% in the fourth
quarter. Notably, energy was the only sector in the S&P index that showed
positive performance in 2022 (+54%)(5).

(1) U.S. Bureau of Economic Analysis. Updated as of latest available (01/26/2023).
(2) FactSet.
(3) GDP growth based on 2012 dollars.
(4) Federal Reserve Economic Data. Data represents the monthly average.
(5) S&P Global.

U.S. real GDP growth, historically an indicator of M&A activity and a
barometer for overall economic health, is estimated to have increased at
an annualized pace of 2.9% in 4Q’22; comparatively, GDP increased 7.0%
in 4Q’21. Fourth quarter 2022 GDP reflected increases in private inventory
investment, consumer spending, federal government spending, state and
local government spending and nonresidential fixed investment. These
positive drivers were partially offset by decreases in residential fixed
investment and exports. Real personal spending, which accounts for
approximately 70% of GDP, had a positive impact on growth, increasing
2.1% in the fourth quarter of 2022. The CPI for gross domestic purchases,
a broader measure of inflation in the economy, increased 3.2%.

U.S. GDP Growth vs. M&A Activity(1)(2)(3) U.S. Corporate Spreads(4)
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M&A Market Statistics

(1) FactSet; data as of 12/31/2022.
(2) Includes transactions with disclosed values over $10M.
(3) PitchBook, “US PE Breakdown”. Data as of 12/31/2022.
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Economic Commentary

Is a Recession this Year Unavoidable?
The short answer to this question is, no, not at all. The long answer,
however, is trickier than it seems. So far, the majority of the sectors
of the economy that have a higher sensitivity to high interest rates
have reacted accordingly to the Federal Reserve’s (Fed) monetary
tightening. That is, several investment sectors of real gross
domestic product, have been in negative territory since early 2021.

Recall that the rate of interest acts as the opportunity cost of
saving/consuming. That is, if the rate of interest on savings is high,
individuals would tend to save today in order to consume more
tomorrow. However, if the rate of interest on savings is low, the
opportunity cost is very low and thus individuals prefer to consume
today and not save. This is what has happened since the early part
of this century when interest rate have remained very close to zero.
This means that this equation is changing, and Americans are
probably starting to consider, for the first time in several decades,
whether to postpone current consumption in order to save and
consume later in their lives. We believe that whether there is going
to be a recession this year will depend, fundamentally, on the
actual effect of this recent increase in the interest rate on savings
accounts and on current consumption.

The last component of real GDP that will be important for
determining this year’s economic performance is the external
sector, or what is called net exports. The appreciation of the US
dollar, which normally acts with a lag, plus the improvement of the
energy situation in Europe has diminished the importance of this
component over GDP growth. Thus, we expect a lower contribution
from net exports to growth this year, which could contribute to
weaker economic growth.

Changes to Our Economic Forecast
We have adjusted our economic forecast for this year and next
year. As we explain in the prior section, the possibility of a soft
landing has increased considerably and even though we think that
a recession is still possible later this year, it is not a done deal,
especially with the strength we are still seeing in the jobs market.

We are forecasting annualized growth during the first quarter of the
year at just 0.3% compared to the fourth quarter of last year
because while the economy grew 2.9% in Q4 2022, personal
consumption expenditures (PCE), which is about 70% of the US
economy was very weak during the last two months of last quarter.
Thus, the year started on a weak note. This means that the first
quarter will be hit or miss in terms of growth.

Thus, our forecast has improved compared to what we had before,
but we still see a recession starting in Q2 of this year. However, we
now expect the decline in GDP to be even milder than what we
were expecting before. This means that, for the whole of 2023, we
now expect growth of 0.5% compared to 0.0% before while we
expect growth in 2024 to be 1.1% rather than 0.8%. Both rates of
growth will be below the potential output growth of 1.8%, which
means that the Fed will still be able to keep inflation on a
disinflationary path during 2023 and 2024.

Summary of the week
Employment Cost Index: US exports of goods and services
continued to weaken at the end of last year while imports of goods
and services increased compared to November. Thus, the US
deficit in goods and services deteriorated further during the last
month of the year. Both industrial supplies and materials exports
and consumer exports declined during the month while imports of
consumer goods and automotive vehicles, parts, and engines
increased. It is clear that the appreciation of the US dollar has
continued to affect exports negatively while helping imports at the
same time.

Initial Jobless Claims: Initial jobless claims decreased by 3,000 in
the week ending January 28, remaining at the lowest level since
April 2022. Despite news of very large companies laying off
workers, which tends to distort the real state of the US labor
market, this week’s report continues to paint a picture of initial
jobless claims for the week ending January 28 decreased by 3,000,
to 183,000 from the previous week’s unrevised level of 186,000,
according to the US Department of Labor.

University of Michigan Consumer Sentiment: The preliminary
Survey of Consumer Sentiment from the University of Michigan was
stronger than FactSet consensus expectations with a relatively
strong increase in the Current Economic Conditions Index
compared to that reported in January. Although the short-term
inflation expectations index increased compared to January, the
five-years ahead index remained rangebound, at 2.9%. The Survey
of Consumer Sentiment from the University of Michigan continued
to improve, even if it was just slightly higher than the one reported
in January, helped by the Current Economic Condition Index.

Source: Raymond James Weekly Economics, “Thoughts of the Week”. Link.

Eugenio J. Alemán, Ph.D. 
February 10th, 2023
Chief Economist, Private Client Group

https://www.raymondjames.com/commentary-and-insights/economy-policy/2023/02/10/weekly-economic-commentary
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Raymond James
Raymond James is one of the largest full-service investment firms and 
New York Stock Exchange members headquartered in the Southeast. 
Founded in 1962, Raymond James Financial, together with its 
subsidiaries Raymond James Financial Services, Raymond James Ltd. 
and Raymond James Financial International Limited, has more than 80 
institutional sales professionals and nearly 8,700 affiliated financial 
advisors, as of 12/31/22, in North America and Europe. Raymond 
James boasts one of the largest sales forces among all U.S. brokerage 
firms. 

Industry knowledge and distribution power are central to helping 
Raymond James’ investment bankers serve the needs of growth 
companies in the areas of public equity and debt underwriting, private 
equity and debt placement, and merger and acquisition advisory 
services. Raymond James investment banking offices are located in 22 
cities, including Atlanta, Baltimore, Boston, Calgary, Charlotte, 
Chicago, Dallas, Denver, Greater Washington D.C., Houston, Los 
Angeles, Memphis, Nashville, New York, Raleigh, San Francisco, St. 
Petersburg, Toronto and Vancouver, along with Munich, Frankfurt and 
London in Europe.
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Raymond James Recent Advisory Transactions (10/01/22 – 12/31/22)

Past performance is not indicative of future results.
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Raymond James Recent Advisory Transactions (10/01/22 – 12/31/22)

Past performance is not indicative of future results.
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November 2022
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Raymond James Recent Capital Market Transactions (10/01/22 – 12/31/22)
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