oS = R >

o oW

SAGE e D P M EBER B BBR DM

e e @R N

W A W E O N e W

A WORLD IN DEBT | MACRO STRATEGY

|

z
-
=
e
.
O
Q.
oF
Ce

>
=
s
-
O
D
e
o
QO
S
o9
<
e
=

<
Q
o
Y
<
—
9]
Q
s
9]
o
9]
o

M&A In 2025

)
c
o
£
o
(o]
©
c
©

=

A MetLife
Investment




Introduction

A World in Debt

Governments, businesses and consumers all took advantage of a
decade of free money. Bond markets are now multiple times larger than
before the Great Financial Crisis (GFC), having soared to record levels.
Economic activity and most financial markets benefited. As central
banks around the world swiftly raised interest rates to fight inflation,
significant challenges are emerging, especially concerning the ability to
refinance or repay substantial volumes of maturing debt.

Looking ahead, ‘debt overhang’ may act as an ongoing economic
headwind to GDP and productive capacity. As government debt
servicing costs rise as a percentage of GDP, political tensions could rise
further, especially given the rapidly shifting geopolitical landscape. The
shift in the cost of capital may also impact business decisions, R&D,
social spending, government deficits, supply and demand for securities,
the shape of the yield curve and central bank policy decision making.

Our ongoing series will continue to explore key trends across various
sectors of the financial markets. In this installment, we examine

how geopolitical concerns and regulatory scrutiny will be shaping

M&A activity in 2025. While some outcomes can be anticipated, the
complexities introduced by evolving antitrust regulations and shifting
market conditions may present both challenges and opportunities for
investors. Stay tuned as we provide further analysis on other areas of the
credit markets, offering insights into how these trends may help inform
your investment analysis moving forward.
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In 2025, we expect firms to accelerate their
acquisition strategies as the economic backdrop

and investment environment favor M&A activity. Chart 1 | M&A Deals Declined with Rise

in Fed Funds Rate

Heightened geopolitical and national security
concerns mean evolving anti-trust regulations will
likely influence deal structures and valuations. 3,000
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new rules governing M&A and concentrations Source: Federal Reserve, MIM. As of 9/30/2024.
of power, and we appear to be in the midst of
another overhaul.

Significant anti-trust legislation began in 1890 with the Sherman Anti-trust Act that aimed to curb
monopolistic practices like price fixing and cartels. This was followed in 1914 by the creation of the Federal
Trade Commission (FTC) and the Clayton Anti-trust Act, which aimed to ensure fair competition including
the prohibition of overlapping boards of directors. The 1950s saw the rise of the Harvard School and
Structuralism, which incorporated the Herfindahl-Hirschman Index (HHI) as a key tool in measuring market
concentration. The Harvard School eventually ceded prominence to the Chicago School and the Consumer
Welfare Standard that was officially incorporated into the merger guidelines of the FTC and Department of
Justice (DOJ) in 1982.

Today, regulators and politicians appear to be moving beyond the consumer welfare standard by focusing
on a transaction’s potential impact on employment, wages, innovation and geopolitics. The 2023 Merger
Guidelines, jointly released by the DOJ and FTC, expanded the number and type of transactions that the
agencies will consider presumptively unlawful. Both President-elect Trump’s initial nominee for Attorney
General and Vice-President-elect JD Vance have spoken favorably about the FTC’s more forceful approach.’
The new Administration may choose to issue their own Merger Guidelines, but we do not expect a dramatic
reversal.

As geopolitics play an increasing role in M&A, approvals have taken longer, and final outcomes have been
more difficult to predict. We have seen some deals face delays and ultimately fail to close. We have also
seen other jurisdictions like the EU pass legislation including the Digital Markets Act that provides regulators
more authority to prohibit some global M&A. We expect foreign ownership concerns to increasingly
influence transaction approvals in areas like steel or semiconductors. Moreover, companies contemplating
M&A activity must now consider if a deal is strategic enough to warrant going through an approval process
that could extend for up to two years and require structural remedies to close.

The changing environment has meant issuers and institutional investors have begun renegotiating the
issuance landscape.
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We see issuers structuring transactions to account for these extended reviews, including break-up fees with
more specific anti-trust terms and conditions. We also see management teams offloading interest-rate risk
to bondholders by including special mandatory redemption (SMR) provisions for acquisition-related debt
financing that gets redeemed at $101 if a transaction does not close.

On their side, institutional investors continue to push for better terms and conditions, such as improvements
in some SMR scenarios where the $101 put remains but bonds are priced below par, which preserves more
upside for investors if rates move lower and the SMR provision is ultimately triggered.

The Tech Sector: Scrutiny to Continue

Large technology companies face some of the most significant anti-trust scrutiny due to national security
concerns, aggressive business practices, their central role in our everyday lives and their absolute size, which
makes even relatively small transactions appear quite large to regulators.

Companies are adapting to the increased scrutiny, and we expect this to continue going forward. Tech firms
have learned how to structure deals without triggering a regulatory review. We have seen transactions use
various methods to gain influence without having explicit majority control of a target, including board seats/
observer rights, and multiple-step transactions with a long path toward greater than 50% ownership. Firms
also try and structure deals to avoid the Hart-Scott-Rodino (HSR) review process, which is only required for
deals over $119.5 million including earn-outs. We also see firms engaging in “acquihires” or exclusive licenses
for new technologies that are functionally equivalent to an acquisition. While large-scale M&A within the
large-cap technology space reflects increased barriers to closing a transaction, the sector continues to
generate headlines as various anti-trust cases work their way through the court system.

The Food Sector: M&A Opportunities to Expand

Ongoing FTC actions in the sector notwithstanding, we expect increased M&A activity in the food sector. In
the food sector, investment-grade credits continue to have strong balance sheets and the ability to seek out
acquisition candidates. Recently, M&A opportunities have been approximately twice what they were over
the last two years, and we expect opportunities to continue to be numerous for three reasons.

First, consumers have been showing some pullback in discretionary spending and seeking value as food
prices remain approximately 30% higher than they were pre-pandemic. Promotional activity has been
increasing, and we expect that to be the case at least through the end of 2024. Given that, many food
companies are looking to shed lower-growth businesses while seeking acquisitions in higher-growth brands
or categories. As such, we can expect a wave of portfolio pruning as funds divest from lower performing
assets, while seeking acquisitions in higher-growth brands or categories.

Second, we expect that many private equity funds are nearing the end of hold periods and may sell assets.
Finally, lower interest rates and favorable financial markets will help boost acquisition opportunities.
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The Energy Sector: Price Sensitivity,

For Now Chart 2 | Strong Deal Activity in Energy

Over the past two years M&A activity sharply 200

accelerated in the energy sector (see chart 2). 0
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sheets — scale and efficiency became the drivers of 40
share price performance.

- NUVEEATE 8 PU
We see consumer pnf:e senS|t|V|‘Ey a.nd changing anti- § 8§ R 2 20 2 2 § § § g &
trust enforcement attitudes continuing to affect the D R <
energy sector substantially. When evaluating energy mmmmm Deal Value  emmmmm 10 Year Average (2013-22)
deals, FTC officials have been explicit about their *2024 s year to date (October)
concern that “consumers shouldn’t pay unfair prices at Source: Bloomberg, MIM
the pump.”2

However, we believe this concern is not warranted. Aggregate production from all six of the largest U.S.
energy targets (representing 80% of the value of the 26 announced deals) in 2023/2024 was just 1 million
barrels per day, not nearly significant enough to affect prices in a 100 million-barrel- per-day global market.
These six largest deals were subject to additional FTC investigations. None were ultimately blocked,
implying that a strong connection between prices at the pump and perceived anti-trust behavior could not
be made.

As long as price concerns remain in the foreground for consumers, regulators are likely to continue to pay
disproportionate attention to energy companies. Aside from mega-mergers, we expect that future deals will
ultimately continue to pass in this era of heightened regulatory scrutiny.

Looking Forward: Opportunity With a Side of Scrutiny

Macroeconomic conditions are likely to be conducive for M&As in 2025. We expect the Federal Reserve to
lower rates even as the economy experiences solid growth. This is an unusual—and unusually benign—set
of economic conditions. We believe regulatory scrutiny with respect to consumer prices will fade as wages
continue to catch up to the new price levels.

However, geopolitical and national security concerns are likely to persist. These concerns have made
administrations of both parties more cautious. Going forward, we expect companies to continue to pursue
deals even as they adapt to these concerns.

Despite the geopolitical hurdles, we expect bondholders to see positive developments, as we see M&A
becoming a more significant driver of large new issuance. Over the past five years, most large, new tech
sector issuance came with the generic General Corporate Purposes use of proceeds.® These can include
liability management exercises (LMEs) that take advantage of declining interest rates. Going forward, we
expect to see fewer LME opportunities, both in the tech sector and more broadly across industries. Strong
equity market performance suggests less pressure on management teams to engage in credit-negative
leveraged share repurchases. As a result, M&A will likely account for a growing share of new issuance
going forward.
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Endnote

" “The Biden Official with MAGA Admirers,” Claire Heddles and Byron Tau, NOTUS.org, March 20, 2024; “Lina Khan’s Replacement
at FTC to Be Vetted by an Aide to Vance,” Josh Sisco and Leah Nylen, Bloomberg, November 9, 2024.

2 FTC Order Bans Former Pioneer CEO from Exxon Board Seat in Exxon-Pioneer Deal | Federal Trade Commission

3 Approximately 75% of new issuances greater than $5bn had General Corporate Purposes use of proceeds; these can include share
repurchases, refinancing debt maturities or other liability management exercises. Source: Bloomberg, MIM. Data as of November
12, 2024.
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Disclosures
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All investments involve risks including the potential for loss of principle and past performance does not guarantee similar future results. Property is a specialist
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East or the GCC, and (4) this document does not constitute or form part of any investment advice or solicitation of investment products in the GCC or Middle
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of Japan. In its capacity as a discretionary investment manager registered under the FIEA, MIM JAPAN provides investment management services and also sub-
delegates a part of its investment management authority to other foreign investment management entities within MIM in accordance with the FIEA. This document
is only being provided to investors who are general employees’ pension fund based in Japan, business owners who implement defined benefit corporate pension,
etc. and Qualified Institutional Investors domiciled in Japan. It is the responsibility of each prospective investor to satisfy themselves as to full compliance with
the applicable laws and regulations of any relevant territory, including obtaining any requisite governmental or other consent and observing any other formality
presented in such territory. As fees to be borne by investors vary depending upon circumstances such as products, services, investment period and market
conditions, the total amount nor the calculation methods cannot be disclosed in advance. All investments involve risks including the potential for loss of principle
and past performance does not guarantee similar future results. Investors should obtain and read the prospectus and/or document set forth in Article 37-3 of
Financial Instruments and Exchange Act carefully before making the investments.

For Investors in Hong Kong S.A.R.: This document is being issued by MetLife Investments Asia Limited (“MIAL”), a part of MIM, and it has not been reviewed by
the Securities and Futures Commission of Hong Kong (“SFC”). MIAL is licensed by the Securities and Futures Commission for Type 1 (dealing in securities), Type 4
(advising on securities) and Type 9 (asset management) regulated activities.
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