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Recession

Recessions are a period of economic decline characterized by a contraction in GDP and a decrease in consumer

spending, business investment, and employment levels. They can profoundly impact businesses, governments,

and individuals, resulting in job losses, decreased consumer spending, and reduced economic growth.

During a recession, the M&A market in the US can be significantly impacted, leading to decreased deal activity

and lower valuations. Companies may be less likely to engage in M&A activity due to economic instability, and as

stock prices and company earnings decline, valuations of potential acquisition targets may decrease.

This can lead to fewer deals being completed and a slowdown in activity overall. However, some companies may

still see a recession as an opportunity to acquire distressed assets at a lower price, which could lead to

increased activity in certain sectors.

Let us first understand what the recession means.

Introduction

Is the US Economy in a recession?

As per the latest GDP reports, the US Economy grew by 2.9% in Q4 of 2022 & 3.2% in Q3 of 2022. Since the

last two quarters, the Real GDP growth rate has been positive; it is fair to conclude that the US economy is

not in recession as of now. However, some economists foresee a recession hitting the US in the 1st half of

2023 and impacting the entire US economy.

Importance of M&A activity in the US economy

M&A (Mergers and Acquisitions) is an important part of the US economy, as it helps to drive economic growth

and create value for businesses, shareholders, and other stakeholders. By combining resources, expertise, and

capabilities, companies can increase their market share, expand their product offerings, and achieve greater

efficiencies and cost savings.
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M&A can also help companies access new markets and geographies, diversify their revenue streams, and

enhance their competitive positioning. Additionally, it can lead to job creation and innovation, growth, and value

creation.
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Historical examples of how the recession affected M&A activity.

Historical examples have been of how the recession has affected M&A (Mergers and Acquisitions) activity in

the US. Some of these examples include:

• The 2001 recession: The 2001 recession significantly impacted M&A activity, as companies became

more risk-averse and focused on cost-cutting and restructuring. M&A activity slowed during this period,

as companies were more hesitant to pursue large deals, and investors were more cautious about

committing capital.

• The 2008 financial crisis: The 2008 financial crisis had a major impact on M&A activity, as many

companies faced significant financial distress and liquidity issues. M&A activity dropped sharply during

this period as companies focused on deleveraging and shoring up their balance sheets, and investors

were more hesitant to commit capital.

• The 2020 COVID-19 pandemic: The COVID-19 pandemic had a major impact on M&A activity in 2020, as

many companies faced unprecedented economic uncertainty and disruption. M&A activity slowed

significantly during this period as companies postponed or canceled deals, and investors became more

cautious about committing capital.

The recession significantly impacted M&A activity, as companies became more risk-averse and focused on

cost-cutting and liquidity management. During this period, investors became more cautious about committing

capital, and companies focused on shoring up their balance sheets and weathering the economic downturn.

However, activity can rebound after a recession as companies look for new growth opportunities and investors

become more confident about the economic outlook.

Impact of recession on the US M&A market

Some of the key impacts of a recession on the M&A market in the US

• Decline in deal activity: During a recession, companies are less likely to engage in M&A activity. The

focus is on supporting existing businesses and conserving cash. Due to the weak economy, the Company

Management avoids entering a new deal activity.

• Lower valuations: As the economy slows down, the valuations of companies tend to decline, making them

more attractive acquisition targets for companies with solid cash reserves. Lower valuations can help

acquirers acquire a company with strong fundamentals that were previously out of reach.

• Shift in focus to distressed assets: In a recession, distressed assets become more prevalent and attract

more attention from potential acquirers. Companies with healthy balance sheets may seek to acquire

these distressed assets at a discount, to turn them around and realize a profit.
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• Increased competition: As deal activity slows down, the competition for attractive acquisition targets

intensifies. This can lead to higher prices for these targets and make it more difficult for acquirers to find

deals that meet their investment criteria.

• Regulatory changes: In response to the economic downturn, regulatory agencies may implement new

rules or change existing ones, which can impact the M&A market. For example, the government may enact

new antitrust regulations to prevent the consolidation of market power during a recession.

Conclusion

The impact of a recession on the US M&A market can be significant, but historical trends suggest that M&A

activity tends to pick up after a recession. The ongoing COVID-19 pandemic has created additional challenges

and uncertainties, but it has also created new opportunities for companies to adapt and pivot their strategies in

response to changing market conditions. Therefore, companies and investors should carefully evaluate the

potential benefits and risks of any M&A deal and develop a clear strategy for executing the transaction and

integrating the two companies to maximize value and achieve long-term success.
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KNAV International Limited is a global association of independent firms. Its key objective is to

serve accounting and consulting member forms with an internationally recognized presence as a

charter international umbrella organization experienced in all phases to offer a complete suite of

public accounting services which includes set up, accounting, assurance, taxation, international

transfer pricing, global risk consulting, and business advisory services. It also aims to facilitate

seamless business growth through mergers and acquisitions. In assurance services, it offers

attest (audit under various country GAAS and certification services) and accounting advisory (US

GAAP, IFRS, Indian GAAP, IND As, various country GAAP & accounting opinions). Under Tax &

regulatory services, it provides domestic & international, direct & indirect tax advisory;

compliance and outsourcing (including payroll, accounting & secretarial); transfer pricing

(including documentation study and country by country reporting, global search, accountant’s

report); and inbound & outbound. Further to that, KNAV offers specialist advisory services for

transaction support (due diligence & valuations), lead advisory, strategic advisory & fiduciary

services. KNAV also provide risk advisory services, which encompasses internal audits &

management assurance; assessment of internal financial controls (IFCs/IFCR in India, SoX, SOC);

enterprise-wide risk management; forensic & investigative services; primary and secondary

research services and human resource advisory (including recruitments).

KNAV refers to one or more member firms of KNAV International Limited, which itself is a not- for- profit, non- practicing, non- trading corporation incorporated in

Georgia, USA. KNAV international limited is a charter umbrella organization (‘The Charter Association’) that does not provide services to clients. Each firm within

KNAV's association of member forms, is a legally separate and independent entity. Services of audit, tax, valuation, risk, and business advisory are delivered by KNAV's

independent member firms in their respective global jurisdictions. All member firms of Charter Association in India, North America and the United Kingdom are a part of

US$ 2.01 billion, US headquartered Allinial Global, which is an accounting firm association that provides a broad array of resources and support for its member firms

across the globe.
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