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The global flow of mergers and acquisitions is an indicator of the vitality of the global 
corporate economy. The rate at which businesses are being formed, restructured, 
and developed can be read in the rate of M&A, which correlates closely to confidence 
about the future. In the US/UK M&A corridor the past two years have seen 
record activity.

Preface

On the grounds above, the corporate 
economy would seem to be in fine form. 
As asset valuations climbed ever higher 
through 2017, financial conditions have 
remained easy. Even as long-term interest 
rates start to rise moderately, private 
equity buyers are still sitting on a $1 trillion 
mountain of undeployed capital, while 
strategic buyers are cash rich. This gives 
them powerful financial leverage when it 
comes to dealmaking. It looks like a strong 
setting for another record year for M&A 
in 2018.

At this point we have to introduce a note 
of caution. Market volatility has returned 
to the stock market after a long period of 
steady growth and time will tell if this is a 
widely anticipated correction or a cause for 
alarm. Our conversations with corporate 
and financial clients suggest that there are 
several negative currents flowing beneath 
the benign surface with particular focus on 
Brexit and its potential impact. 

The global M&A flow may be strong and 
growing stronger—and Deloitte’s latest 
US M&A Trends survey1 suggests that at a 
global level corporate and private equity 
executives expect more deals and bigger 
deals in 2018—but the outlook for the US/
UK M&A corridor includes some unique 
challenges. 

This is a moment of high uncertainty for 
US/UK dealmaking. There is uncertainty 
over the impact of policy in the United 
States. The recent tax reform bill passed 
by Congress will have far-reaching impacts 
on corporate operations, and these are 
effects that cannot be generalized—the tax 
efficiency of acquisitions will now have to 
be recalculated on a case-by-case basis. 
Changes to the rules on cash held offshore 
could also have marked impacts on US 
corporations’ foreign dealmaking. 

We expect these impacts will likely be 
net positive but that may not hold in the 
short term. 

There is also uncertainty over the 
prospects for the UK economy in the short 
to medium term. Consensus forecasts put 
UK growth at around a modest 1.5 percent 
for the near future, although influential 
voices like the Organisation for Economic 
Co-operation and Development (OECD)
and International Monetary Fund (IMF) see 
lower growth—just as the rest of Europe is 
beginning to grow faster. 

And then there is the elephant in the room, 
Brexit—the United Kingdom’s exit from the 
European Union. At this point, long-term 
Brexit effects are impossible to forecast, and 
we don’t pretend to do so. In the shorter term 
it is clear that the United Kingdom is in for a 
period of continued uncertainty. 
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It is going to be difficult for investors 
to calculate the cost and profitability 
effects of Brexit for some time to come. 
In the meantime, investors have to 
make contingency plans, and some may 
choose to make investment decisions 
based on “maximum change” scenarios. 
Conversations with investors suggest this is 
now a rising agenda issue. 

While the US/UK corridor remains broadly 
at an all time high in 2017 when compared 
to 2016, this does not tell the full story. 
Different themes are emerging from the 
United States and the United Kingdom. 
US acquisitions into the United Kingdom 
fell by 14 percent in H2 2017 compared 
to H2 2016. On a calendar year basis, this 
drop in US activity is 11 percent, reflecting 
a pause surrounding uncertainty in the 
United Kingdom. Equally, volumes are up 
24 percent in UK acquisitions into the US 
in H2 2017, reflecting the ever increasing 
attractiveness in the United States for 
UK buyers.

None of that should detract from the long- 
term outlook, which is positive. After a long 
period of sub-trend growth (especially in 
Europe), the macro outlook has improved. 

Cahal Dowds
Deloitte UK Head of US/UK 
M&A Corridor

Andy Wilson
Deloitte US Head of US/UK 
M&A Corridor

The three big motors of global growth— 
the United States, Europe, and China—are 
in sync, with growth at or above trend. 
And within the US/UK corridor there are 
powerful forces at work that will likely 
underpin dealmaking. The strongest of 
these is the tech driver—the need for 
companies to capture data and digital 
innovation to enhance their  
business platforms.  

The United States and the United Kingdom 
remain two of the world’s most competitive 
and creative economies. Their size, scope, and 
potential will drive future dealmaking. Ultimately, 
the need  to deal will cut through uncertainty.

This is a do-or-die challenge, and in this 
issue we have paired our dealmaker’s 
briefing on Brexit with a detailed look at 
what supports the world’s most important 
collaboration corridor in technology 
and innovation. 

It is important not to get lost in the 
short-term detail.
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Welcome to the fifth edition of the Deloitte US/UK M&A Deal Monitor. The Deal Monitor 
follows trends and analyses underlying driving forces in the most active merger and 
acquisition arena in the world economy today. The data focuses on the latest half-year 
of M&A activity between the United States and the United Kingdom, set in the context 
of the most recent eight quarters of M&A activity in the US/UK corridor. 

The Deloitte US/UK 
M&A Deal Monitor

In this edition we take a closer look at three 
issues that are critical to the evolution of 
dealmaking between the United States 
and the United Kingdom. The first is the 
process of the UK’s exit from the European 
Union, or Brexit, which is due to take 
place formally in March 2019. We know 
from conversations with investors—both 
financial and corporate—that Brexit and the 
uncertainties surrounding the process and 
the likely final terms of the separation and 
ongoing trading relationships have been 
rising up the agenda. In this issue, we set 
out to clarify some of those uncertainties. 
The second topic we look at in detail is the 
innovation and technology dimension to US/
UK dealmaking, and the United Kingdom’s 
likely future and attractiveness as a key 
innovation hub. Lastly, we pay special 
attention to recent tax reforms in the United 
States, and the impact they may have on 
transatlantic M&A.
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The French have a phrase: “reculer pour 
mieux sauter.” It means to take a step 
backwards, in order to leap forward 
further. That is what is happening to 
dealmaking in the US/UK M&A corridor at 
the start of 2018. While UK investors see 
an ever-increasing attractiveness to the 
US market, with a 24 percent increase in 
deal volumes in H2 2017 compared to H2 
2016, US investors are taking a step back 
to consider their strategies, reflected in  
a 14 percent decrease in the same period. 

Global dealmaking remained flat in 
calendar year 2017, but the moderate 
slowdown is particularly evident in US 

Beyond the pause

outbound dealmaking, while UK investors 
in H2 2017 were looking to embrace the 
positive economy in the United States. 

UK outbound investment into the United 
States accelerated in 2017 with completed 
acquisitions up by more than 20 percent. 
With UK companies seeking to grow 
and diversify via a program of global 
acquisitions, the United States is an ever-
attractive home for outward M&A for UK 
businesses. This can be partially attributed 
to both the confidence and the attractive 
forecast for economic growth rates in the 
US versus the much lower growth rate in 
the UK market. 

US/UK M&A deals by volume H2 2016 v H2 2017

Target nation Acquirer ultimate parent nation H2 2016 H2 2017

United Kingdom United States 181 156

United States United Kingdom 88 109

Total 269 265

US/UK M&A deals by volume FY 2016 v FY 2017

Target nation Acquirer ultimate parent nation FY 2016 FY 2017

United Kingdom United States 364 323

United States United Kingdom 197 239

Total 561 562

There appears to be a slight cooling of 
outbound US investment into the United 
Kingdom,  with deal completions down 
11 percent in 2017. While US economic 
growth continues to outpace many other 
developed nations, recent volatility in the 
US stock markets, combined with changes 
in economic and tax policies, may result in 
a more prudent approach to international 
M&A by US firms as they seek to consolidate 
and invest in their domestic market. This, 
combined with the unknown future trading 
relationship with the Eurozone and sluggish 
economic growth, may also be a factor in the 
slight retraction of this buoyant deal corridor 
for US firms to deploy capital.



US/UK M&A Deal Monitor H2 2017  | Beyond the pause

6

The US/UK deal corridor remains the most 
active in the world. Deloitte US Head of 
US/UK M&A Corridor, Andy Wilson, says, 
“The fact that the corridor is still the most 
active in the world is a testament to how 
happy people are with the way these 
two economies are performing and how 
they are regulated. But there is certainly 
potential for that deal flow to 
slip downwards.” 

There are always risks and uncertainties 
in business, says Cahal Dowds. “But the 
current uncertainties are largely political and 
these make it difficult or almost impossible 
to calculate or even price these risks,” says 
Cahal Dowds, Deloitte UK Head of US/
UK M&A Corridor. Two issues have special 
relevance for dealmakers as we move into 
2018. The first is over the impact of tax 
reform in the United States; although the 
tax bill has now been signed into law, the 
complexity of rule changes regarding the 
foreign operations and revenues of US 
corporations demands extensive scrutiny 
and is likely to change investor calculations 
on the advantages of individual M&A deals. 
And the second uncertainty for any investor 
in the US/UK M&A corridor is the impact of 
the UK’s Brexit negotiations to leave the 
European Union. While the terms of Brexit 
remain largely unclear, it seems very likely 

that there will be wide-ranging impacts on 
the companies in the United Kingdom and 
beyond that do cross-border business. 

“Uncertainty adds to uncertainty,” says 
Wilson. “We have uncertainty on US 
domestic and cross-border investment in 
the wake of tax changes and Brexit is adding 
another layer of uncertainty.  It would not be 
surprising if there is some kind of slowdown 
in cross-border dealmaking.”

Corporations and financial investors are 
still working through the implications of 
the US tax reform bill which comes into 
force in 2018. “If you put all the different 
measures together—limitations on interest 
payment deductions, measures to reduce 
base erosion, changes in the taxation of 
repatriated cash held abroad—it is very 
hard to answer the simple question of 
how this will impact M&A transactions in 
the United States and offshore,” says Todd 
Izzo, International Tax Partner, Deloitte 
US. “What we can say is that it is going to 
take a lot of modelling to understand how 
to structure deals for tax optimization. 
The reform adds a lot of new rules, and 
companies will need to stand back and 
work out the impacts.” 

Meanwhile, the inevitable uncertainty over 
Brexit has been compounded by the slow 
pace of negotiation between the United 
Kingdom and the remaining members of 
the European Union over the terms of their 
separation and ongoing relationship. As the 
March 2019 hard deadline for the United 
Kingdom’s exit from the the European 
Union approaches, uncertainty is rising 
again after an initial phase of indifference 
from investors over a prospect that 
formerly seemed both distant and difficult 
to evaluate.

“If you go all the way back to the Brexit 
referendum vote (in June 2016), there have 
been a lot of swings in sentiment,” says 
Iain Macmillan, Deloitte Global Head of 
M&A. “The initial reaction in July 2016 was 
for around 70 percent of investors to say 
that they were planning to take a “wait and 
see” approach toward M&A opportunities.2 
But only a month later the negatives were 
much lower. Now we are going through 
another swing, as the date of leaving  
comes nearer and the level of uncertainty 
is rising again.”
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UK long-term 
fundamentals 
remain compelling

In the face of Brexit 
uncertainty, it is easy 

to overlook the fact 
that the United Kingdom’s long-term 
investment attractiveness remains 
strong, says Deloitte UK’s Chief 
Economist Ian Stewart. “Look at all 
the indicators of competitiveness 
and  the United Kingdom scores very 
highly,” he says. “It is one of the most 
competitive economies in Europe, and 
the fall of Sterling has made it 
more so.”

Although the consensus forecast 
for United Kingdom growth puts it 
below EU peers over the medium-
term, the consensus forecast could 
well be wrong, argues Ian Stewart. 
“The accepted view is that the United 
Kingdom is opting out of the global 
economic upswing, and it is true 
that the United Kingdom has slowed 
sharply over the past year. Most 
forecasts put growth at around 1.5 
percent, but if anything the real risk is 
on the upside. 

Manufacturing and exports are 
benefitting from the global upswing 
and a weaker pound. And over the 
next 12 months, I think lower inflation 
will help bolster UK consumer 
spending power.”

The UK corporate sector is alive to 
Brexit-related risks but, perhaps 
surprisingly, has not given up on 
growth. “Corporates are very focused 
on UK domestic risks and very 
focussed on controlling costs,” says  
Ian Stewart. “But our CFO survey3 shows 
that companies are also keen to grow 
their businesses. Big UK companies 
are placing more weight on expanding, 
whether through organic growth, 
introducing new products, entering 
new markets, or acquisitions, than at 
any time in the past eight years. Our 
sense is that companies are trying to 
mitigate domestic and Brexit risks by 
seeking new sources of growth.”

Navigating Brexit will absorb time and 
energy, and the process of change 
is likely to run for years. This will 
add complexity to the UK business 
environment. But Ian Stewart believes 
that despite the uncertainties and risks 
the United Kingdom will remain a good 
place to do business: “On a five to ten 
year view I think the United Kingdom 
will be a very attractive place to invest.”

Ian Stewart
Chief Economist, Deloitte UK
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There are strong reasons for expecting that dealmaking momentum will continue in 
2018. Uncertainties tend to resolve and the underlying drivers of the M&A flow remain 
intact. Above all, these drivers include the need of all companies to continue to digitize 
their businesses, including capturing data and the ability to manipulate data, coupled 
with the continued ready availability of financing. 

2018 and beyond

“Corporates have elevated levels of 
balance sheet cash,” says Russell Thomson, 
Partner and Head of Deloitte’s US Merger 
& Acquisition Services practice. “They are 
telling us that their most likely use for that 
cash is in M&A, and financing is still freely 
available especially in the United States.”

The bias of M&A has shifted slowly and 
surely during the course of the current cycle. 
Companies—whether in technology sectors 
or elsewhere—now think primarily in terms 
of acquisition of technology and innovation 
when they form their M&A plans. 

“It is a significant shift in thinking,” says 
Thomson. “Much M&A is now driven by 
digital strategy and tech asset buying. 
Companies are asking, do they try to 
innovate organically or do they buy their 
innovation, and the answer is often to buy.” 

“There are simply not many reasons for the 
tech deal flow to slow,” adds Paul Staples, 
Head of EMEA TMT Corporate Finance at 
Deloitte’s M&A Advisory practice in the UK. 
“There may be a pause for breath, but that 
will likely be short-lived.”  

In the rest of this report we look beyond 
that pause for breath to what may come 
next. In particular, will Brexit put the brakes 
on the UK economy—and if so when, 
and how hard? And what is the future for 
transatlantic technology and innovation 
investment and for the United Kingdom 
as one of the world’s leading incubators of 
new tech businesses?

“Corporates have 
elevated levels of 
balance sheet cash 
and they are telling 
us that their most 
likely use for that 
cash is in M&A.”



It is now more than 18 months since the United 
Kingdom decided to leave the European Union. 
Much about this process remains uncertain 
and will likely remain so for several years. For 
many cross-border investors, Brexit will alter the 
investment calculation. Decisions will have to be 
made before full clarity is achieved.

Brexit:
For investors, decision time is near
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On June 23, 2016, the United Kingdom held a referendum on membership in the 
European Union, the 28-member political and economic union that comprises all of 
the main western European states, except Switzerland and Norway, as well as most 
smaller western European and eastern European states. The result was 51.89 percent 
in favor of the United Kingdom’s leaving the European Union. 

What happened?

The decision has introduced an 
unprecedented element of uncertainty in 
business decision making and in cross-
border investing. These uncertainties are 
very unlikely to be resolved fully until the 
end of 2020 when a proposed transition 
period designed to smooth the UK exit is 
expected to end, and agreeing to the terms 
of the ongoing trade relationship may take 
longer still. Uncertainty on some key issues 
may persist well into the next decade.

The United Kingdom joined the European 
Union in 1973, and the process of 
unwinding four and a half decades’ 
worth of joint legislation, policymaking, 
and economic integration without 
unduly damaging the UK economy has 
been very challenging—a challenge 
that is being accentuated by the tight 
timetable available. The process of exiting 
the European Union is governed by a 
constitutional treaty, Article 50, which gives 
just two years to negotiate the terms of 
leaving the European Union (there is no 
roadmap for this process as no member 
state has left before now). Article 50 was 
triggered by the United Kingdom on March 
29, 2017. Barring any significant changes, 
the United Kingdom will officially leave the 
European Union in March 2019.

This apparently straightforward decision 
to leave the European Union has been the 
greatest political, diplomatic, and technical 
challenge that the United Kingdom has 
faced for many decades. The impact on 
businesses operating within the United 
Kingdom, trading with the United Kingdom, 
and investing in the United Kingdom has 
the potential to be immense.

This apparently straightforward decision 
to leave the European Union has proved 
to be the greatest political, diplomatic, 
and technical challenge that the United 
Kingdom has faced for many decades.
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The first and simpler stage of the Brexit negotiation process is well advanced: the initial 
terms of the ‘divorce’ have been agreed between the United Kingdom government 
and the European Commission (the executive arm of the EU), covering the continuing 
financial obligations of the United Kingdom to the European Union, the preservation 
of the rights of European Union citizens currently in the United Kingdom and United 
Kingdom citizens in the European Union, and land border arrangements between the 
Republic of Ireland and Northern Ireland that seek to avoid the establishment 
of a ‘hard border’. 

What happens next?

This first phase of negotiation confirms 
that the United Kingdom will leave both 
the EU Single Market which enshrines the 
principles of free movement of people, 
capital, goods, and services within the 
European Union, and also leave the EU 
Customs Union, which offers tariff-free 
trade between European Union members 
and a common external tariff for trade 
with non-European Union countries. The 
complicated task of translating the ‘divorce’ 
terms into a legal agreement is still to be 
tackled at the time of writing.

This set of initial agreements – concluded 
at a summit in Brussels in December 2017 
– has allowed negotiators to move on to 
the next and considerably more complex 
phase of negotiations that will cover the 
transitionary arrangements and the United 
Kingdom’s relations with the European 
Union after March 2019.

The outcomes of these negotiations will 
determine the future for businesses in 
the United Kingdom that interact in any 
way with the European Union economies. 
They will cover trade relations including 
customs duties and border arrangements, 
market access for both goods and services, 
and non-tariff barriers such as product 
standards and mutual recognition of 
professional qualifications.
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It is now accepted by almost all parties in this debate that there is not sufficient time to 
negotiate anything resembling a comprehensive trade agreement between the United 
Kingdom and the European Union before the March 2019 deadline. 

When does it happen?

The year 2018 should see the United 
Kingdom negotiating an agreement on 
the parameters but not on the detail of its 
future relations with the European Union; 
attention will likely then turn to a transition 
period of further negotiation, which the 
European Union insists must end no later 
than December 2020.

The timetable for Brexit is far from clear. But at the time of writing, in early 2018, a possible 
path to Brexit process might include these three key stages:

2018
United Kingdom 
seeks agreement 
on principles of 
market access with 
the European Union 
and the terms of an 
extended negotiation 
phase after the United 
Kingdom’s scheduled, 
formal withdrawal 
from the European 
Union in March 2019.

2019-2020
period of extended 
negotiation on the final 
terms of the United 
Kingdom’s exit from 
the European Union 
during which many 
aspects of European 
Union membership 
remain in place.

2020+
process of 
implementation 
starts, overlapping 
with extended 
negotiations on a more 
comprehensive trade 
agreement. Neither 
the United Kingdom 
nor the European 
Union have formally 
recognized the need 
for such a trade deal, 
which could well 
take several years to 
negotiate. 



13

US/UK M&A Deal Monitor H2 2017  | When does it happen?

Timing the Brexit 
decision

Companies face a 
host of uncertainties 

that extend beyond 
the March 2019 deadline 

for Brexit. Key planning decisions will 
have to be made in the absence of clear 
data on post-Brexit arrangements. 

“For some companies the decision 
point will come pretty quickly,” says 
David Noon, Global Brexit Lead and 
Head of EMEA Risk Advisory.

“Much depends on your sector,” 
he adds. “A lot of financial services 
companies have already made 
their decisions, and made licence 
applications in other jurisdictions. 
Other sectors are still looking at what 
they might do and thinking about 
timing. For example, if you decide you 
are going to need a manufacturing 
facility in one of the EU27 countries, 
that is something that takes quite a 
while to set up and there is not much 
time left.”

From the point of view of the M&A 
investor, it is important to gauge 
the depth of Brexit planning on the 
part of a target company. “Dramatic 
changes in the terms on which 
companies do business may not come 
about—but that is no reason not to 
plan for them,” says Noon. 

“Companies should plan for a scenario 
of maximum change, even if that 
does not come about,” he believes. 
“They need to decide what they need 
to do and when they need to do it if 
there is maximum change—and then 
develop a suite of options that will suit 
whatever does get agreed.”

“It is unclear what will be agreed by the 
end of 2020, but it is hard to see the 
United Kingdom and the European Union 
signing off on a full trade agreement in 
such a short time,” says Stewart. “No 
comprehensive trade agreement in the 
world has been concluded in 18 months. 
The final trade settlement may take several 
years to emerge.”

For businesses and investors the critical 
period is the first half of 2018. They will 
be asking whether they have sufficient 
reassurance of continuity and stability to 
keep their operational and investment 
plans on track. Many companies consider 
mid-2018 the break point: if they cannot by 
then see a viable future deal taking place, 
they will likely act as if there were no deal. 

“The antennae are now up,” says Wilson. 
“And investor concerns are very specific: 
they are concerned about tariffs and about 
the availability of talented people. Many 
corporates are now saying that this is a deal 
risk. It is not unexpected: that is a natural 
evolution of the corporate viewpoint.”

David Noon
Global Brexit Lead and Head 
of EMEA Risk Advisory
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The corporate 
agenda

In a recent 
poll4 conducted 

by Deloitte, 
300 companies 

operating in the United Kingdom 
were asked what their top Brexit 
priorities and challenges were. 
The results showed that surveyed 
companies’ biggest worry by far is 
the potential for increased costs 
of trade. The threat of higher 
duties was the top challenge (at 
37 percent) followed by macro 
uncertainty and currency volatility 
(28 percent). The top priority was 
to ensure tariff-free access to the 
EU Single Market (69 percent), 
followed by access to labor 
(23 percent). Among long term 
agenda priorities liberalized trade 
with non-EU countries was top (33 
percent), followed by investment 
in skills and innovation 
(23 percent).4

The extent of the impact of Brexit on 
investment and business performance in 
the United Kingdom is highly contentious: 
opinions travel the spectrum from, ‘no 
real change’ to ‘total chaos.’ The trailing 
eight quarters of data in our six-monthly 
US/UK M&A Deal Monitor have shown no 
great evidence of a change in investor 
confidence in either direction since the 
referendum, save for a very short-lived and 
shallow dip in the total transatlantic M&A 
flows in Q3 2016. Anecdotally, we know 
that the initial response of investors on 
both sides of the Atlantic was to shrug off 
the Brexit effect. But there are now signs 
that this complacency is giving way to more 
acute concern.

What are the potential impacts?

We do not pretend to any insight into what 
the final post-Brexit terms of the United 
Kingdom’s relationship with the European 
Union and the rest of the world will be. 
However, it is worth repeating that the 
scope of uncertainty remains large: in early 
2018 we do not know what customs tariffs 
UK exporters will face in the European 
Union (which currently accounts for 43 
percent of the United Kingdom’s export 
revenue), or what border arrangements will 
be in place, or what access United Kingdom 
professional and financial services will have 
to the European Union, or what access 
UK companies will have to EU skills or EU-
funded collaborative R&D ventures.
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For many companies and investors, 
the key issue is the EU exposure of 
businesses; similar businesses can 
have very different EU exposures.

Ask yourself; 

 • Will operations be influenced by 
changes in the UK/EU tariffs, border 
delays, and IT system changes?

 • How reliant are you on EU skills, and 
what are the alternatives if those 
skills become scarce or more costly?

 • How will you maintain market access 
irrespective of tariffs, particularly if 
your business is in specific industries 
such as financial services, which are 
dependent on level-playing field 
market access rules?

 • What is the potential for developing 
alternative markets if European Union 
access is lost or impaired? 

Wilson says that investors should not be 
pre-empting the Brexit strategies of 
their target companies—but they 
should be asking searching questions of 
the target board. “What investors 
should consider asking above all is what 
is the target company’s view of Brexit 
risks?” he says. “The target company is 
the one operating in or with the United 
Kingdom. Clearly they need to have a 
roadmap that covers deal or no 
deal—so what is it? The investor needs 
to understand how seriously they  
take it.” 

Wilson adds that both financial and 
corporate investors need to take the 
broadest view of Brexit impacts. “Brexit 
is not just a UK issue,” he says. “If you 
own a business anywhere in the world 
that has suppliers or customers in the 
United Kingdom, then it is a  
significant issue.”

“Where companies are making 
innovation-focussed investments 
their targets or existing investments 
should have detailed planning on 

both technology skills and technology 
funding,” adds Sriram Prakash, 
Global Lead, M&A Insight. “If you look 
at most scale-ups, there is usually 
EU funding involved somewhere,” he 
says. “The UK innovation bank [the 
government-owned UK Innovation 
Investment Fund which currently has 
£2.2 billion of lending power for digital 
technologies, life sciences, clean tech 
and advanced manufacturing] will help 
but may not fully replicate EU funds. 
This very shortage of funding may itself 
trigger M&A as companies start looking 
for new capital-rich partners.”

What can you do?
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US/UK cross-border M&A deals
M&A levels remain elevated at close to all-time record numbers
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Deal volume and value by industry
Technology, media & telecoms (TMT) retained its position as the lead sector 
for deal activity 

Deal volume
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Technology is the TMT leader 
Technology deals are the most numerous in the TMT space, with data-focused 
deals most common
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Corporate vs. private equity deals by volume
The second half of 2017 has seen an increase in the share of M&A deals
by private equity investors
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Dealmaking by region: UK outbound
California and New York lead in US/UK crossborder deals, but more deals 
seen on the eastern seaboard and midwest

Source: Thomson One Banker

UK outbound deal volume by US regions  
Q1 2016 – Q4 2017  

Illinois 16 (2)

Pennsylvania 17 (0)Minnesota 11 (2)

New York 65 (8)

Massachusetts 23 (0)

Florida 22 (3)

Texas 32 (0)

California 89 (9)

 New Jersey 19 (0)

Delaware 21 (2)

Note:
1. Deal volume covers Q1 2016 to Q4 2017
2. Excludes ‘others’ and ‘offshore’ transactions
3. Numbers in brackets are indicative of deals in Q4 2017
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Dealmaking by region: US outbound
London and South East regions continue as major hotspots in US/UK 
cross-border deals, but the diversification into other regions continues

Source: Thomson One Banker

Scotland 26 (5)

North East 6 (0)

Yorkshire 26 (6)

East 50 (3)

London 214 (25)

South East 118 (8)

East Midlands 26 (1)

Northern Ireland 6 (1)

North West 35 (3)

Wales 14 (2)

West Midlands 28 (1)

South West 36 (3)

Note:
1. Deal volume covers Q1 2016 to Q4 2017
2. Excludes ‘others’ and  ‘offshore’ transactions
3. Numbers in brackets are indicative of deals in Q4 2017

US outbound deal volume by UK regions 
Q1 2016 – Q4 2017  
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In every quarter in our two-year M&A data 
series the technology, media and telecoms 
(TMT) sector has been the biggest contributor 
to US/UK M&A, with technology-focussed deals 
the most numerous. We take a look at the 
future for innovation and collaborative business 
in the United States and United Kingdom, 
exploring the elements that contribute to 
both regions’ success in creating, growing, and 
commercializing innovation.

The innovation advantage

US/UK M&A Deal Monitor H2 2017  | The innovation advantage
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Many of these technology deals focus on 
data and the ability to extract value from 
the customer data that is being generated 
at ever greater rates as economies become 
fully digitized. The M&A flow between 
the  United States and United Kingdom 
is part of a wider collaboration strategy 
as all companies—not just technology 
companies—grapple with  
the digitization of business.

This is why the number of technology-
focussed deals has been more than double 
the number of deals in any other sector 
over the last two years. The United States 
is a primary destination for UK technology 
investors, but the number of US outbound 
deals is around 50 percent higher than UK 
outbound deals. And while the definition 
of ‘technology’ in M&A dealmaking 
is wide, the size of the TMT deal flow 
correlates with companies’ need to capture 
innovation. says Scott Campbell of Deloitte 
UK Ventures; “Tech acquisition is not the 
same as innovation, but in practice you can 
use it as a proxy for innovation,” says Scott 
Campbell of Deloitte UK Ventures.

The technology imperative

Our clients frequently remind us that one reason the US/UK 
corridor remains in the top three bilateral M&A corridors is 
because they see both areas as centers for technology, innovation, 
and collaboration. “Tech continues to drive the deal corridor 
because both these economies are innovative environments 
where ideas are paramount for success,” says Wilson.

“What is hot is data,” says Wilson.  
“The companies that are actually buying  
are buying data in one way or another.  
That should continue to drive deals 
because data growth is exponential.  
But how you manage that data is much 
more important than just capturing and 
storing data.”
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Many recent TMT deals were in excess of 
half-a-billion US dollars, but there were 
many more smaller technology-focussed 
deals in software publishing and services, 
financial technology including online 
crowd-funding, energy management 
software, and IT services. The pattern of 
these deals is clear: M&A in the physical 
technology space is giving way to deals 
that focus on data and the commercial 
applications of data. That includes many 
acquisitions by companies not themselves 
pure technology companies but those 
which need to capture the data innovation 
and embed it in their businesses.

As John Hagel, Co-Chairman for Deloitte’s 
Center for the Edge, comments, 
“companies are focussing on innovation 
because they know that if they are not 
coming up with new things they will be left 
behind. You can no longer depend on the 
conventional assets you hold. If you look at 
the last fifty years the return on assets has 
collapsed, while the return on innovation 
has been rising.”
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An ecosystem of innovation
Could political and economic developments change the perception of the United States and United Kingdom as leading innovators 
among investors? From conversations with M&A clients and our own research, we conclude that there will likely be two critical factors that 
determine both regions’ performance in innovation through collaboration in the near to mid-term. One will be the ability to continue to 
develop innovation-based industries that are naturally global in scope, even while leveraging the advantages of geographically located 
innovation hubs. The other will be the ability to adopt automation and machine-based cognitive approaches in business.

Brexit and the UK tech investor

There has been much debate on the 
impact of Brexit on inward investment into 
the United Kingdom. Less time has been 

spent on the United Kingdom’s outward 
investment—but there is strong evidence that 

UK dealmakers will likely turn to making more technology 
deals in the United States. 

Deloitte’s recent Power Up report5 on UK business 
collaboration says that prior to the European Union 
referendum, the EU was by far the most popular 
expansion market with 74 percent viewing it as one of the 
most attractive markets for overseas growth. Post the 
referendum, the United States has overtaken the European 
Union to become the most popular market for the United 
Kingdom’s aspiring scale-ups looking to expand overseas; 52 
percent of respondents rated it in their top three markets for 
growth opportunities.

Although the historic pattern of UK acquisition in the US has 
been more about buying market than buying technology, 
this may be changing. Recent UK acquisitions of US assets in 
the TMT sector have followed the pattern of US outbound 
dealmaking, and focussed on the acquisition of data and the 
ability to leverage data.

Sentiment changes measured shortly after the EU 
referendum on which foreign markets represented the 
best growth opportunities for UK scaleups in the 
next three years
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Skills availability and the potential for automation to meet skills shortages are key 
concerns for external investors and US and UK businesses alike. Automation, robotics 
and machine learning are likely to become a growing part of the innovation and 
collaboration agenda that lies behind much US/UK M&A. 

Skills & automation

Some instances of automation are 
already familiar: Industrial robots that 
can assemble, test, inspect and package 
products are already being deployed in the 
manufacturing industry. In the wholesale 
and retail industry, self-service check-outs 
have been widely adopted, while some 
organisations are also adopting robots 
in their warehouses to work alongside 
humans, packing or re-arranging shelves.

Automation is also having an impact 
higher up the value chain. In data intensive 
roles automation technologies such 
as Robotic Process Automation (RPA) 
can automate repetitive tasks such as 
transaction processing, data manipulation 
and communication across multiple digital 
systems, and are being implemented in 
the administrative and support services 
industry. In the legal profession, artificial 
intelligence applications are already busy 
checking contract terms for anomalies and 
inconsistencies. 

However, automation is not automatic: 
Deloitte’s latest Global Human Capital Trends 
research6 shows that UK businesses see 
themselves as less ready for automation 
than other countries. This is a challenge 
but also an opportunity that will have to 
be met at least in part by cross-border 
collaboration in robotics, data analysis and 
artificial intelligence. We expect these to 
become central themes in the US/UK M&A 
flow in coming years.



28

US/UK M&A Deal Monitor H2 2017  | Global innovation, local skills

Global innovation, local skills

Innovative industries have often thrived in well-defined geographic locations – innovation 
‘hubs’ where complementary skills are located and collaboration is easier to achieve. 
It remains true that the biggest share of US/UK investment in TMT goes to one or two 
locations – California and New York in the United States, and London and the southeast 
in the United Kingdom. 

Leading edge industries have often 
tended to cluster, as skills are drawn to 
skills. “Innovation is global, but there is  
an added benefit if the innovation is 
located in a hub, because innovation is 
ultimately all about people,” says Hagel. 
Campbell adds, “even though there is 
more and more of a global network 
dimension to innovation, proximity 
continues to be important. That is partly 
because innovation is done in teams, 
and companies like their teams to be 
geographically located.”

The global FinTech hubs are rated in 
areas like available technology, such as 
big data applications, cloud computing, 
machine learning, and data analytics, as 
well as innovation areas such as e-banking, 
investment management, cybersecurity, 
and alternative lending. 

FinTech and the 
‘global hub’

The innovation hub 
remains an important 

concept, but the global 
networking potential of 

that hub can be just as important. Recent 
research7 by Deloitte in collaboration 
with the Global FinTech Hubs Federation 
has shown that the financial data-based 
technology industry or ‘FinTech’ is a strong 
example of this, and that the United 
Kingdom is a prime example of how a local 
innovation hub can exploit global networks 
that are not constrained by regional 
considerations. 

The Global FinTech Hubs Federation is itself 
a collaborative initiative that brings together 
FinTech innovation centers worldwide. 
The latest 2017 Hub Review8 compares the 
status and competitive edge of 44 FinTech 
hubs worldwide, combining three separate 

and independently verified indexes on 
competitiveness, business environment, and 
innovation. The report shows that location 
advantages such as skills and regulatory 
environment, combined with the ability to 
network globally, are what enable emerging 
FinTech companies to innovate and prosper. 
The results show that innovation in this 
emerging industry is a global, not a regional 
phenomenon: It is striking that in Europe, the 
United Kingdom is far ahead of competitors.

The overall index performance shows that 
the two cities with most FinTech potential are 
London and Singapore. London is scored 11 
(lower scores indicate fewer constraints and 
higher potential), equal with Singapore. Their 
nearest competitors are New York (14), Silicon 
Valley (18), Chicago (20) and Hong Kong (22). 
European competitors lie some way behind 
these scores, with Zurich at 41, followed by 
Frankfurt (46), Stockholm (55), and Dublin (56). 
Southern European and eastern European 
hubs lag behind with scores well over 100.
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Overview – Index Performance Scores
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Hubs are also rated by challenges, such as 
capital availability, skills availability, cost 
of living and opportunities for investment 
exits. Regulatory collaboration is also 
rated. For example Singapore has eight 
cross-border regulatory agreements, and 
the United Kingdom has seven (outside 

of the European Union)—the nearest 
competitor is Australia, with  
four agreements. 

These results indicate that irrespective of 
the United Kingdom’s membership of the 
European Union or other transnational 

bodies, it is the United Kingdom closely 
followed by the United States that offer 
the most potential for FinTech innovation, 
with United Kingdom and United 
States locations clearly ahead of global 
competitors of size. 

The Netherlands 
perspective

The predominance of 
technology focussed 

transactions in cross 
border M&A and collaboration 

is changing the way that deals are done, 
says Oscar Snijders, Managing Partner FA, 
Deloitte Netherlands. 

“The majority of tech acquisitions are made 
by non-tech companies,” he says. “That 
means that there is a lot of work to be done 
helping companies that have not grown 
up as tech companies to understand how 
they can capture technology or enter a 
technology ecosystem.” 

This is particularly the case in the 
Netherlands, says Snijders.  

“The Netherlands is driving the venturing 
activities of a lot of large corporates—it is a 
location that has a tradition of being open to 
new ideas.”

The digitization of business in all sectors, 
from manufacturing to agriculture to utilities 
is creating challenges for many companies, 
not only in understanding their technology 
needs but also in shaping deals that cut 
across corporate cultures. 

Technology deals tend to flow to where 
tech integration and collaboration skills 
are found, says Snijders. “For example, 
in the Netherlands there is a lot of tech 
expertise for the size of the economy. There 
is an embedded tradition of innovation in 
technology and there is a tradition of research 
collaboration with corporates. Compared to 
say France or Germany the Netherlands is 

very well positioned as a key innovation hub.”

But the key to successful acquisition of 
technology anywhere is to recognize that 
innovation is usually about people, adds 
Snijders. “Companies seeking technology-
based solutions have to remember that 
they are trying to buy the talent, the 
culture, and a way of working. That is why 
we see companies thinking less about 
outright acquisition and more in terms of 
participating in ecosystems.” 

Oscar Snijders
Managing Partner, Financial Advisory, 
Deloitte Netherlands
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The US tax reform act 
signed into law in late 
December 2017 has 
extensive implications 
for both US outbound 

and inbound M&A.

The reform reduces the main rate 
of federal corporate tax from 35 
percent to 21 percent, increasing 
domestic corporate earnings and 
changing investors’ calculations on 
the attractiveness of US investments 
in the United States. The reform also 
introduces a ‘one off’ repatriation levy 
on offshore earnings of 15.5 percent. 
Some US corporations previously enjoyed 
unlimited deferral of tax on these 
earnings, potentially encouraging them to 
use these earnings to fund offshore M&A. 
The reform also introduces base erosion 
provisions that could alter the cost 
structure of international operations. 

These changes have been explored in 
detail in Deloitte’s recent report 
Reshaping the Code: Understanding the New 
Tax Reform Law9. The precise impact of 
the reforms—which will vary considerably 
by company—is beyond the scope of this 
report: here we list the main heads of 
reform and consider how these will likely 
influence US/UK M&A.

Domestic corporate tax: 
The act replaces the prior 
graduated corporate rate 

structure with a flat 21 
percent rate, effective in 2018, 

and fully repeals the corporate 
alternative minimum tax (AMT). It also 
permits items that are amortized under 
current law to be fully expensed in the 
years to 2022, with reducing percentages 
thereafter.

International tax: The act 
moves the United States 
from a worldwide tax system 

to a participation exemption 
system by giving corporations a 

100 percent dividends received deduction 
for dividends distributed by a controlled 
foreign corporation.

To transition to the new system, the act 
imposes a one-time deemed repatriation 
tax, payable over eight years, on 
unremitted earnings and profits at a rate 
of 8 percent for illiquid assets and 15.5 
percent for cash and cash equivalents. 
The tax applies to foreign held assets 
whether or not they are repatriated 
(the previous 35 percent repatriation 
tax was deferred where assets were not 
repatriated). US companies can therefore 
repatriate cash at a discounted rate.  
The availability of repatriated cash in 
companies can significantly reduce 
finance costs encouraging more activity 
in the M&A market.

US tax reform may pause M&A
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Base erosion prevention 
provisions: The minimum 
base erosion tax is equal 

to 10 percent above the 
taxpayer’s normal liability, 

applicable to operations where 
corporations source services or any 
other tax-deductible items from 
foreign affiliates. 

The tax reform amounts to a multi-
layered alteration to the tax rules that 
affect both domestic and especially 
offshore operations. It represents a move 
toward a more global taxation system for 
US corporations, says Todd Izzo, but he 
adds that the complexity of the reforms 
mean that there is no simple conclusion 
to be drawn as to the broad impact 
on M&A. 

“These tax changes will generate 
disparate changes for similar companies,” 
says Izzo. “You might for example have 
two US bidders for a UK asset and the 
tax changes could have very different 
impacts for each bidder. If the bidding 
company has significant global revenues 
you can’t just consider the UK acquisition 
– what else you own might change your 
view on the tax implications.”

The one-off repatriation tax is also a 
double-edged sword for M&A, says Todd 
Izzo. “The tax opens up the opportunity 
to repatriate accumulated offshore 
earnings. And there is going to be a 
repatriation of cash, but how that will 
play out is not certain. It is true that 
companies that had earnings overseas 
were previously incentivized to invest 
overseas, but changes in the overall 
tax rate has made M&A financed from 
domestic resources more viable.”

The only unambiguous take-away from 
the tax reforms is that with impacts 
so complex it is going to take time for 
companies to process the effects on their 
own cross-border investment plans—and 
that itself might induce a pause in M&A.

“As companies do the calculation, some 
will find they are incentivized to do 
M&A, and some will find the opposite,” 
says Izzo. “Inbound investment tax 
advantages have been cut, but the tax 
rate has come down. And for outbound 
investment the impact will be a function 
of how a potential acquisition fits into 
the global profit structure. The only 
broad conclusion you can draw is that all 
taxpayers will have to take some time to 
model the impacts.”
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Conclusion: 
Long term M&A will outperform

Some companies are standing back and 
considering their options in a changing 
world. It is a moment of pause for some 
with, for the first time, a divergence in 
outlook between the United States and 
United Kingdom across the corridor. There 
was a 24 percent increase in the United 
Kingdom acquiring US assets in H2 2017, 
with a 14 percent reduction in deals going 
the other way across the corridor over the  
same period. 

Momentum will continue in 2018
We are strongly convinced that the pause 
is temporary; “2018 has seen the busiest 
January for global M&A since 2000,” says 
Dowds. The underlying forces that drive 
M&A in the US/UK corridor are strong; 
namely, record levels of cash on balance 

sheets and funds raised by private equity, 
combined with low historic interest 
rates and the drive for technology and 
innovation. The restraining factors 
are temporary. 

The US tax reform impact on dealmaking 
is most clearly a short term effect. The 
complexity of the new provisions on tax 
treatment of offshore accumulated earnings 
and new base erosion provisions affecting 
foreign sourcing means that deals that are 
unsigned may have to be revisited for a new 
assessment of tax implications, and in some 
cases postponed. This effect is unlikely to 
extend beyond the first quarter of 2018. 

The impact of Brexit is a deeper source 
of uncertainty, but it is also easy to 

overstate. As Noon puts it, “business is 
about managing risk. There is risk in every 
business decision, and Brexit is just about 
making calculated risks.” As the point 
at which the final terms of the United 
Kingdom’s exit from the European Union 
becomes closer, some companies are 
calculating what a ‘no deal’ scenario would 
mean to the profitability of UK assets that 
depend on trade with the European Union. 
Yet the likelihood of ‘no deal’ is in fact small. 
“No serious person in the UK wants to pull 
up the drawbridge and cut the UK off,” says 
Stewart. “This isn’t looking like a retreat into 
some sort of ‘Little England’. In fact the UK 
Government is very focussed on making 
the UK more competitive.” 

The pace of M&A dealmaking between the United States and 
United Kingdom has moderated. Uncertainties over the impact 
on cross-border operations of US tax reform and the final 
shape of the United Kingdom’s Brexit deal are the background 
to this divergence. 
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The technology imperative is 
unstoppable
Longer term, the continuing need for 
businesses to move their operations 
onto digital platforms and to acquire and 
manage customer data, is proving much 
stronger and more durable than short term 
cycles of activity when it comes to driving 
M&A. Businesses that are not historically 
technology-based are choosing to acquire 
new digital technology capabilities. 
Businesses that always had technology 
at their core are expanding their reach in 
search of scale and future competitiveness. 

“The disruptive, technology effect will 
override any Brexit effect in M&A,” says 
Macmillan. “As long as you have businesses 
that are intrinsically global or capable of 
being turned into global businesses by 
investors, you will have cross-border M&A.” 

The long view
Companies and clients frequently remind 
us that in a world of easy financing and 
moderate organic revenue growth, M&A 
is now the default growth strategy for 
businesses. The global M&A volume 
rankings also tell us that the US/UK 
transatlantic deal corridor is still the first 
place companies look in the search for long 
term value. 

Corporate investors have always taken the 
long view in M&A strategy, and increasingly 
financial investors are thinking about 
longer-term holding too. Today’s deals and 
the integrations that need to follow them 
will still be part of companies’ operations 
long after the effects of tax reform or Brexit 
have been absorbed by the corporate 
economy. And in the long view it remains 
the case that US/UK M&A continues to run 
at a rate that is historically high, and that 
there is little sign of a weakening of the 
underlying drivers of acquisition activity. 

We expect investors to continue to take 
the long view. “The most powerful and 
value-creating acquisitions are made in the 
context of a long-term view of where your 
industry is headed,” says Hagel. “The longer 
your time horizon the more chance there is 
of capturing value that the market has not 
already captured.” 

US/UK M&A Deal Monitor H2 2017  | Conclusion
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