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Outline for today.
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What drives the M&A outlook?
Survey results for 2020

Availability of capital

Financial markets

Favorable interest rates

Swiss Re Source: Dykema
Institute Thomas Holzheu | Economic M&A Outlook | January 2020 12



M&A cycle and recessions

Volume and value of deals by US acquirers
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M&A activity declines substantially during economic downturns, taking years
to recover.

Sources: Refinitiv, PWC; 2019 extrapolated
based on Mergermarket data, SRI
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Plenty of capital and low cost of capital for deal making

Private USD 2.5 trillion of private equity highest ever
equity dry powder
Corporate USD 2.4 trillion in cash on US highest in decades
cash corporate balance sheets
Interest 1.5 to 1.9% for 10-year less than half the rate before the
rates government bonds two previous recessions
Debt USD 6.5 trillion debt outstanding at | highest ever
US nonfinancial corporations
Tax rates 21% US corporate tax rate lowest since 1930s

Swiss Re
INnstitute

Sources: PWC, Swiss Re Institute
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Lower and slower for longer is starting to sink in

Fed funds futures at different points in time, in %
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Financial conditions are loose, supported by last year's
Federal Reserve u-turn

Chicago Fed National Financial Conditions Index
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S&P 500 companies return more cash to their investors; recent tax reform did
not boost capex as expected

USDbn  mmm Buybacks M Dividends = Capital expenditures USD bn
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Swiss Re Sources: S&P, Bloomberg, Haver Analytics,
- Deutsche Bank .
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Drivers of M&A
Company valuations somewhat stretched,
especially on EV metrics

S&P500 EV/EBITDA nearly 2 std dev above 1990-2019 average

EV/EBITDA
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Advanced Regions

- North America
. Advanced EMEA
Advanced Asia-Pacific

Emerging Regions

- Emerging Asia

- Emerging Europe and Central Asia
Latin America and Caribbean

Middle East and Africa X% 2020 GDP growth

(-x%) 2020 vs 2019 GDP growth

Swiss Re Source: Swiss Re Institute

Institute Thomas Holzheu | Economic M&A Outlook9danuary 2020



Macroeconomic environment
Baseline scenario of subdued growth in 2020;
interest rates remain “lower for longer”

Manufacturing
may have
bottomed

Consume
remains
strong

downside
risks

Risks are
skewed to the
downside

Fed
remains on
hold

Nterest rates
lower for |o -ﬁ
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Macroeconomic environment
Manufacturing in global slowdown from trade tensions: some stabilization
lately, but no rebound

Purchasing managers indices
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The unemployment rate is at a 50-year low

Unemployment rate in % Latest value: 3.5% (Dec 2019)
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Swiss Re Source: US Bureau of Labor Statistics
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Signs for late cycle slowdown in the US labor market

Change in total non-farm employment, thousands, 3-m avg

trade war escalates

Swiss Re Source: US Bureau of Labor Statistics
INnstitute Thomas Holzheu | Economic M&A Outlook | January 2020 25



Consumer confidence is moving sideways,
but remains at historically high levels

Conference Board confidence consumer sentiment
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Consumers are much more optimistic about today than about the future; this is
normally a sign for a late cycle

Conference Board: consumer expectation minus present situation
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CEO confidence is still relatively low,
despite a recent uptick

Conference Board: CEO confidence index
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One in four probability of recession 12 months ahead, according to the New
York Fed's yield curve model

20%
10% u N
0%
89 94 99 04 09

. Source: Federal Reserve
Swiss Re

INnstitute Thomas Holzheu | Economic M&A Outlook | January 2020 29



omic and Political Risks

G -
: _ e P AN !

agkes _Thomas.I::IeTzheuﬂr Economic M&A Outlook | January 2020

1 Tty AT Y o .

= . - Pon | e T T N YRR L T 2 » RS




Macro risks
Downside risks are elevated

* The recession likelihood for the US economy relatively high at 30%
* Trade tensions are still the biggest risk factor for the global economy

Higher H
| Top macro risks for 2020
Feb '19 - -
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Drivers of global economic growth
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US-China Phase One deal does not resolve the conflict

Swiss Re
INnstitute

* Avg. US tariff on Chinese goods will only fall by 1.7pp - up six-fold from pre-trade war
 Total US imports from China impacted by tariffs will still amount to roughly USD 375 bn
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Brexit debate has already dragged down UK growth

real GDP index; July 2016 = 100
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Tensions in the Middle East: limited risk of oil price changes to the US
economy

The US economy is less sensitive to higher oil prices today than it used to be; the country
became a net oil exporter in Nov 2019

Index US: petroleum products supplied per unit of real GDP Index
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Swiss Re Source: EIA, BEA, Haver Analytics, Deutsche Bank
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Conclusions

» Global growth is expected to remain subdued in 2020, with growth in the
US in particular slowing further compared to the prior year

* US recession risk is elevated at 30% in 2020, but slightly diminished vs
a few months ago

* |Interest rates will remain lower for longer; negative rates in Europe and
Japan are dragging down the yield curve in the US

* Most economic risk scenarios are political
» General economic conditions are no major catalyst for M&A currently

» Plentiful capital, loose financial conditions and low interest rates more
conducive for continued merger activity

Swiss Re
Institute Thomas Holzheu | Economic M&A Outlook | January 2020 37



« Contact me at: thomas_holzheu@swissre.com

* Subscribe to our sigma publications at: sigma@swissre.com

* Find our research at: https://www.swissre.com/institute/

« ©2020 Swiss Re. All rights reserved. You are not permitted to create any modifications
or derivative works of this presentation or to use it for commercial or other public purposes
without the prior written permission of Swiss Re.

* The information and opinions contained in the presentation are provided as at the date of
the presentation.and are subject to change without notice. Although the information used
was taken from reliable sources, Swiss Re does not accept any responsibility for the accuracy
or comprehensiveness of the details given. All liability for the accuracy and completeness
thereof or for any damage or loss resulting from the use of the information contained in this
presentation is expressly excluded. Under no circumstances shall Swiss Re or its Group
companies be liable for. any financial or consequential loss relating to this presentation.
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Baseline scenario of subdued growth in 2020; interest rates “lower for longer”

* Immediate downside risks have been reduced with the “Phase One™ US-China
agreement signed and a disorderly Brexit averted, but re-escalation remains a key risk
over the medium term

* Manufacturing indicators may have bottomed, but CEO confidence still low and
businesses reluctant to invest amid still-high uncertainty

* US consumers remain confident amid tight labor markets, but some late-cycle signs
are apparent

* We expect the US Fed to remain on hold this year and next. Yet monetary policy will
remain very accommodative globally

*_ong bond yields forecast to remain “lower for longer” (eg US 10-year at 1.7% for end-
2020)

* Risks to the baseline outlook are skewed to the downside

Swiss Re Source: Swiss Re Institute
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This macro cycle is not mean reverting!

Usual recession 2009 recovery
recovery

Nl SOP [ 4100% | > | +45%
— [« ]

S&P 500 [ 1.7x J

Note: Average nominal GDP recovery since 1950; average market recovery since 1960. Both statistics measure the subsequent 10 years following the trough; Swiss Re Institute
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Record levels of private equity dry powder

Private Equity Funds in Market, 2011 - 2020
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