
Strength and Characteristics of the M&A Market 
Mergers and Acquisitions (M&A), one of the major facets of capital markets and corporate financing, can be defined simply 
as the consolidation of companies.  To differentiate the two terms, a Merger occurs when two companies combine to form 
one, and an Acquisition occurs when one company buys another.  Shareholder benefits to companies involved in Mergers & 
Acquisitions may include improved economies of scale, increased market share, more fluid distribution networks, and reduced 
labor costs.  In addition, investors who own shares in a takeover target can typically profit from a substantial price increase at the 
time of announcement.  Deal-making activity between companies typically accelerates towards the end of the business cycle, 
when the stock and credit markets are usually strong and companies look to show continued growth.  Through the third quarter 
of 2017 we have witnessed 99 takeovers of publicly1 traded companies.  It is also worth noting that a majority of the acquisition 
targets are small to mid capitalization2 in size, an area of the market where Anchor has historically dedicated research and 
investment capabilities.
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Capitalization  of 
target company at 
announcement

Acquirer Deal
Value

Initial
News

Price Increase 
(through 3Q17, 
or deal close)

Reynolds American (RAI) $66.0 billion
British American Tobacco PLC (BAT): 
targets 57.8% of RAI that they did 
not already own.

$49 billion 10/20/16 38.6%

C.R. Baird (BCR) $18.5 billion Becton Dickinson (BDX) $24 billion 04/23/17 26.6%

Rockwell Collins (COL) $19.3 billion United Technologies (UTX) $23 billion 08/07/17 9.8%

Mead Johnson (MJN) $15.4 billion Reckitt Benckiser (RB) $17.9 billion 02/02/17 29.5%

Mobileye (MBLY) $10.5 billion Intel (INTC) $15.3 billion 03/13/17 34.3%

Scripps Networks (SNI) $8.9 billion Discovery Communications (DISCA) $14.6 billion 07/18/17 28.2%

Whole Food Markets (WFM) $10.5 billion Amazon (AMZN) $13.7 billion 06/16/17 27.1%

Kite Pharma (KITE) $8.0 billion Gilead Sciences (GILD) $11.9 billion 08/25/17 29.4%

VCA Inc. (WOOF) $5.7 billion Mars Inc. $9.1 billion 01/09/17 31.4%

Orbital ATK (OA) $6.3 billion Northrup Grumman (NOC) $7.8 billion 09/18/17 21.0%



Cyclical rate of M&A

M&A activity is cyclical.  Since 1900, markets have seen six 
M&A waves.4  We believe each wave featured a defining 
characteristic such as rapid technological or industrial 
change, deregulation, financial innovation (i.e, leveraged 
buyouts), and globalization.  Each wave also eventually 
ended in a breakdown in the markets.4  The chart below 
shows the intensity and duration of six M&A waves that 
occurred up through 2009.  Since 2009 the current wave 
is even more intense based on both number of deals 
and deal value.

The current wave, which has been ongoing since the 
financial crisis of 2008/2009, has focused on capturing 
growth and economies of scale.  In reviewing various 
management comments on the announcement of an 
acquisition, we hear similar themes that an acquisition 
“strengthens and diversifies our business” and “accelerates 
our growth”.5  The acquired company has an “experienced 
management team”,5 “extends our market position… 
[with] manufacturing, sales and operating synergies”6 and 
“expands our profitability”.7

Why has the M&A market heated up?

Since 2008, U.S. growth has been lower than previous 
decades, running at approximately 2.1%.8  In our opinion, 
this lower growth environment along with the pain of 
the 2008/2009 recession drove many companies to 
reduce costs, maximize cash flow, limit capacity additions, 
and preserve or buy market share.  Coming out of the 
recession allowed companies to aggressively cut costs, 
thus increasing operating margins and generate record 
levels of cash.9  Now, during this later stage of the business 
cycle, we find that companies are exploring alternative 
ways to grow.  In some cases, technology and demographic 
preferences are rapidly changing industries, requiring 
consolidation for survival. In other cases, acquisitions 
can allow for top-line growth, market share capture, and 
expectations of synergies.  With U.S. corporations currently 
holding more than $1.5 trillion in cash,9 we think this M&A 
boom is likely to continue.
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Sources: Gaughan (1999), Nelson (1956), Historical Statistics of the U.S. - Colonial 
Times to 1970, Mergerstat Review.
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How M&A benefits Anchor

Anchor Capital does not invest based on a takeover thesis.  However, over our investing history we’ve had our share of portfolio 
holdings acquired by large corporate buyers, private equity players, and even management-led buyouts.  Our investment 
philosophy and process often lends itself to looking for the same characteristics that a strategic buyer or private equity buyer 
would seek in a company.  In small to mid capitalization sized companies, we tend to focus on those that generate high cash 
flow and high returns on capital, with low leverage and a perceived competitive advantage.  We believe these factors along 
with our long holding periods have allowed our portfolios to benefit from deal activity. The M&A market is cyclical and while 
conditions can change we expect deal activity to continue in the future.



https://www.streetinsider.com/ma_top_deals.php

Capitalization refers to the sum of a company’s long-term debt, stock and retained earnings. The market capitalization range (small to 
mid cap) is $500 M to $20 B at purchase.

https://www.streetinsider.com/ma_top_deals.php  | Assets listed may or may not have been owned in Anchor portfolios.  For a complete 
list of Anchor portfolio holdings and/or 2017 takeovers, please contact Anchor at 617-368-3800.

Gaughan (1999), Nelson (1959), Historical Statistics of the U.S. – Colonial Times to 1970, Mergerstat Review.

https://www.fortisinc.com/docs/default-source/finance-regulatory-reports/fts-mr-acquisition-itc-holdings-final.pdf?sfvrsn=0

http://cavium.com/newsevents-Cavium-to-Acquire-QLogic.html

http://www.onsemi.com/PowerSolutions/newsItem.do?article=3633

JP Morgan Asset Management, 3Q17 Guide to the Markets

Business Insider

FactSet, Standard & Poor’s J.P. Morgan Asset Management; (Bottom Left) BEA, Federal Reserve; (Bottom Right) Bloomberg, BEA. M&A 
activity is the quarterly value of officially announced transactions, and capital expenditures are private non-resident fixed domestic 
investment. Guide to the Markets- U.S. Data are as of June 30, 2017.

This publication has been prepared by Anchor Capital Advisors, LLC (Anchor). This publication is for educational purposes only and should 
not be considered investment advice and does not constitute an offer or solicitation of any transaction in any securities referred to herein. 
Any recommendation contained herein may not be suitable for all investors. Although the information contained in the subject report (not 
including disclosures contained herein) has been obtained from sources we believe to be reliable, the accuracy and completeness of such 
information and the opinions expressed herein cannot be guaranteed. Opinions offered constitute the current judgment of Anchor and are 
subject to change without notice, as are statements of financial market trends, which are based on current market conditions.

ANCHOR CAPITAL ADVISORS LLC
One Post Office Square
Boston, MA 02109-2103 

telephone 617 338-3800
facsimile 617 368-3870
email info@anchorcapital.com
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