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2025 M&A Outlook

etween interest rates coming down and a new administration that will ease merger
regulations, there are plenty of reasons to be optimistic about mid-market M&A in the
upcoming year. We spoke to several dealmakers who gave their thoughts on a range of topics.

What is your outlook for M&A in 2025?

Lee Mlotek, Managing Director, Monomoy Capital Partners: We remain cautiously optimistic that 2025
will bring strong dealflow, supported by recent macro developments, such as anticipated interest rate
reductions and a growing need for liquidity events. Market intelligence indicates that increased pitch activity
and robust bank backlogs align with the expectation of improved deal volume and quality. However, we
anticipate that deal activity may be more concentrated in the latter half of the year, as businesses aim to

showcase improved performance against prior periods.

Frank Mountcastle, Head of M&A, Harris Williams: As private equity sellers accept that they must begin
to sell assets and generate liquidity, valuation gaps in certain industry sectors should shrink and become less
of a governor to dealflow. This should encourage company founders to get off the sidelines and transact. And
while the Fed's rate path going forward is uncertain, the consensus view is that rates will either stay flat or fall

further in the months to come. While more rate cuts would certainly produce an element of momentum, they

are not necessary for M&A to rebound. Most investors have already priced in the cost of capital, and we have been in a

higher rate environment now for a couple of years.

Ben Jackson, Director, Capital Markets, Leste Group: Specifically, in the real estate sector, | anticipate a
rise in M&A activity in 2025. Companies are likely to seize emerging opportunities as they arise. Although elevated
interest rates have presented challenges, there is optimism that potential rate cuts from central banks will foster a
more favorable environment for transactions. As borrowing costs decline, more investors may feel encouraged to
pursue acquisitions. Additionally, as the market stabilizes, there will be opportunities to acquire distressed assets at

attractive prices, appealing to opportunistic investors looking to take advantage of lower valuations.
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2025 M&A Outlook

What is your outlook for fundraising
in 2025?

James Cassel Co-Founder Cassel Salpeter: There is a
lot of optimism now that the coming year will be good. But
there is still a lot of money to deploy and LPs still have not
been returned the distributions they expected. Brand name
funds never seem to have any kind of challenges in raising
the next fund. Smaller funds that haven't had liquidity yet
will have some challenges. People are very optimistic that
deals will get done and that will free up cash for investors. If
cash gets freed up, funds will get raised.

David Duke, Partner, Kian Capital
Partners: The market may remain tough as
LPs have experienced limited distributions from

older GP investments (e.g., DPI for 2018 vintage
is well below .75x) which has constrained
allocations to new funds. We are hearing that the lower end
of the middle market has remained attractive to LPs given

the historical alpha returns from that asset class.

Vivek Subramanyam, CEO of Technology Holdings:
Private equity funds are quite optimistic about the

What other mega trends do you see
impacting dealmaking?

John Ferrara, President, Capstone
Partners: There is going to be a race for talent.
Capacities will be maxed after the recent layoffs

and getting the best people in place is going to
be challenging if it's not done before the
anticipated 2025 pickup takes root.

Byron Lichtenstein, Managing Director,
Insight Partners: Strategics appear to be
buying in greater volume over the last several

quarters—Recorded Future's acquisition by
Mastercard and Own Company's acquisition by

Salesforce are just two recent examples from Insight Partners'

portfolio. There are several factors at play: 1) increasingly
healthy valuations for large public tech businesses, 2) lower
growth for many tech businesses as IT budgets are not
expanding as quickly, 3) increased competition for those
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prospects for 2025. There's robust demand for businesses
looking to strengthen market positions with easing capital
costs. Strategic drivers are in place and also the promise
of a more accommodating regulatory environment after
the elections. They're sitting on record levels of undeployed
capital from recent fundraises while grappling with
underperforming portfolios, given the last couple of years
haven't been easy for companies globally, right? And
they've been waiting for favorable exit valuations. So, all of
these are factors that we believe will lead to increased deal
activity and also a much better environment for fundraising.
The mood has turned dramatically from a year back.

Scott Voss, Managing Director, HarbourVest: Despite
the public markets delivering record returns since their late
2022 trough, private market KPIs including exits, investment
activity, and fundraising have continued to decline

through 2024. We believe 2025 will be a reversal across all
measures. More certainty regarding the path ahead for
interest rates, inflation, and politics will drive exit activity
and new deal volume. We expect fundraising, which has
historically lagged a broader market rebound, will increase
and accelerate into the second half of 2025 as GPs burn
through the dry powder they accumulated in 2021 and 2022.

limited IT dollars, and 4) a continued dislocation for many
smaller tech businesses that raised in 2021 but have struggled
since. All of those factors are leading to strategics turning to
inorganic growth as a key lever. This is likely to continue into
2025 especially as many expect the next administration to be
lighter on M&A regulation.

Andrea Guerzoni, Global Vice Chair of
Strategy & Transactions, EY: Geopolitics and
regulatory environments will play an increasingly
significant role in buy and sell decisions. While
this creates additional challenges compared to
the more open environment of a decade ago, it also presents
opportunities — countries or regions, such as the EU, could
become more open to deals that would have previously been
blocked.

Gunnar Overstrom, Partner, Corsair Capital: For the

deal industry, the most important mega trend in the coming

years is deregulation.
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Sector Outlooks

Al

Ariel Deckelbaum, M&A Partner, Ropes &
Gray: Al will continue to have a meaningful

impact on the legal industry and M&A practice in

exploration, development and roll-out of nascent Al and

2025. Many large law firms, Ropes & Gray
included, have devoted significant resources to the

legal-tech tools in recent years, which have shown increasing
relevance to modern practice. The rapid improvements in
generative Al tools — which can optimize M&A workstreams like
diligence and contract analyses— have been remarkable over
the past 12 months.

Ben Jackson, Director, Capital Markets,
Leste Group: Al will continue to have a

> transformative impact on most businesses in 2025.
A | believe it will enhance our business operational
efficiency, improve investor experience, and
enable better decision making through advanced data
analytics. However, it will also require investments in new
technologies and upskilling the workforce to leverage Al

effectively.

Jeff Jacobs, Head of M&A and COO of
Investment Banking, Solomon Partners:
By leveraging Al to identify new market

L opportunities or adjacent business models,

companies will be better positioned to discover
potential merger partners or business expansion strategies that
align with their long-term goals.

Michael Janiszewski, Chief Operating

Officer, Alter Domus: Al has already reshaped

the private equity back-office and more recently

has been used to support the front office too.

There are already firms in the market that have
developed proprietary Al-powered tools that are filtering deal
opportunities and presenting dealmakers with lists of potential
deal targets.

Wayne Kawarabayashi, Head of M&A, Union
Square Advisors: Al is attracting a lot of
investment capital, and we are starting to see

| M&A activity as well. Al is not only disrupting the

technology industry, but it has the potential to
disrupt every industry and business application and function.
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We are seeing increasing interest and activity on the venture
investing front for growth capital and seeing corporate buyers
interested in adding technology and engineering talent in Al.
While not every company, use case, and technology will
succeed, we do think the general trend of increased adoption
will continue at an accelerated pace both for generative Al
applications and the infrastructure needed to support the

processing power to run these applications.

Byron Lichtenstein, Managing Director,
Insight Partners: Al will impact VC portfolio
management meaningfully. As firms continue to

see larger portfolios due to longer hold periods,
there will be a need to scale GPs and their teams
to manage those larger portfolios. There are several Al
capabilities that can significantly boost productivity when
working 1:1 with companies, such as surfacing relevant “plays”
from the incredible data set of value-add across the portfolio
to date or analyzing the portfolio to identify places where
needle moving changes can be made or exit preparation

efforts may be warranted.

Joe Schauenberg, Managing Director and
Head of Healthcare IT, William Blair: Al will
continue to transition into healthcare. It's only a
y, question of how fast. The transformation to
“personalizing medicine” - via synthesizing large
amounts of patient and surrounding data to find the best care
pathway for an individual - was the healthcare technology
buzzphrase 5-6 years ago. Al can rapidly accelerate that
transformation if providers, payers, regulators, et al. allow it to
happen. In doing so, many very successful HCIT business
models today - including labor-centric businesses — will face

formidable challenges.

REAL ESTATE

Ben Jackson, Director, Capital Markets,
Leste Group: The real estate sector is likely to
perform steadily in 2025. The stabilization of

i interest rates and capital markets should lead
to higher commercial real estate transaction
volumes, especially when considering the enormous
amount of dry powder earmarked for the sector. However,
real estate's performance will vary by region and property
type, with urban areas and high-demand markets seeing

more robust growth.
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TECHNOLOGY

Byron Lichtenstein, Managing Director, Insight Partners: Software investment multiples have come down
on average. However, there is a bifurcation in the market with premium software assets commanding multiples
that rival 2020 and 2021, while the rest of the market is far below recent historical averages. We believe there is

an opportunity to take advantage of this bifurcation by 1) picking our spots on which select premium assets we
pay up for, while 2) thoughtfully purchasing assets that would benefit from our value-add support team to be

premium assets down the road.

Matthew Simpson, Co-Chair, Private Equity Practice, Mintz: Digital infrastructure will be a hot area with
hyperscalers looking to build up their portfolios of large data centers while simultaneously shedding smaller
assets that cannot meet the increased demand loads of hyperscalers. U.S. funds are continuing to increase their
presence in the North American digital infrastructure market, which will put additional pressure on CFIUS and

other related regulatory bodies to address perceived threats from foreign investment in this space.

Andrea Guerzoni, Global Vice Chair of Strategy & Transactions, EY: The energy sector will continue to
drive deals as companies reset their portfolios and smaller firms, lacking access to capital, become targets. The
life sciences sector will also see strong deal activity as larger players seek to replenish their portfolios in response
to drugs coming off patent and new treatment pressures. Additionally, the industrials sector is expected to
accelerate as companies build portfolios aligned with future demand and geopolitical realities.

Jeff Jacobs, Head of M&A and COO of Investment Banking, Solomon Partners: As the clean energy
industry continues to scale to meet record renewable energy generation demand, corporate consolidation is
anticipated. We expect new sources of capital to enter the market, as attractive risk-adjusted returns persist, and

thematic investment remains strong. Investors will focus on distributed energy, as the importance of reliability

becomes a critical factor to enduring increased occurrences of extreme weather. Bipartisan collaboration, along
with partnerships across public and private entities, are critical to success, particularly to meet record data center demand,
where massive amounts of new generation are required for the U.S. to maintain its lead in artificial intelligence.

Michael Marek, Partner — Mergers & Acquisitions and Private Equity, Vinson & Elkins: Pay attention to
the second and third order impacts of Al on the energy value chain. Projections for increased power demand will
drive M&A not just for generation and transmission, but for the manufacturing companies that build the

structures, substations, and instrumentation, as well as the services businesses use to maintain this infrastructure,
and the engineering and consulting groups whose expertise all the above rely upon.

‘EXPERT’ SERVICES

David Duke, Partner, Kian Capital Partners:We spend a lot of time with what we call expert services. That is
companies that provide outsourced expert services related to governance, compliance, testing and inspections,
e etc., whether it's a consulting model or more of an “in the field” services company. We continue to see
opportunities across that market as more businesses understand the value to offload those needs to firms that
specialize and can solve issues, reduce risks and improve their operations in a more efficient and effective way
than trying to build it on their own. For PE, it remains attractive given both the organic growth opportunities and fragmented

nature of various segments.

(See more Sector forecasts on page 22 )

TheMiddleMarket.com January/February 2025 Mergers & Acquisitions 21



2025 M&A Outlook

LOGISTICS

-l

Frank Mountcastle, Head of M&A, Harris Williams: In 2025, we believe freight volumes across most, if not
all, modes will slowly improve alongside macroeconomic conditions. We also think 3PLs (third-party logistics) will
continue to improve productivity and margins through technology, process innovation, and automation, all of
g which can help offset rising labor costs. It's also important to note that in an era of ongoing disruptions, 3PLs now

play an increasingly strategic role for their customers. Companies across industries are elevating supply chain

decisions to the C-suite and are relying on 3PLs to help them optimize moves, spending, reliability, sustainability, performance,

and on-time delivery. Shippers are showing much greater demand for data analytics, giving 3PLs an opportunity to make

sense of their data and turn insights into actionable strategies. This increasingly important role for 3PLs in the global economy

reinforces our confidence in the long-term growth of the space and makes the sector an attractive investment opportunity.

What is your outlook on the lending
market?

s

LA

James Bardenwerper, Director, Configure
' Partners: Credit funds have ample dry powder

and are eager to lend for all transaction types:
.. acquisition, refinancing and dividend
recapitalizations. Furthermore, banks are wading back into
the cash flow market and pursuing new opportunities.
Current supply / demand imbalance (limited deals with
ample capital) is driving high competition.

Wayne Kawarabayashi, Head of M&A,
Union Square Advisors: Declining interest
rates will be a tailwind for financing as access to
| capital will be more prevalent and cheaper for

corporates and private equity firms for buyside
M&A deals and for companies looking to raise capital for
internal growth, acquisitions, or refinance maturing or

expensive debt.

Do you think we will see an increase in
distressed deals?

James Bardenwerper, Director, Configure
Partners: Increase as lenders finally exit dated
investments, but partially offset by more favorable

interest rate environment easing cash burdens,
which allows more “kicking the can.” As lenders have an
opportunity to deploy more capital, they can strategically exit
positions that are stressed / distressed or owned. Without new
deals to partially mask underperforming positions, LPs and

managers place a greater emphasis on issues in the portfolio.
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Andrea Guerzoni, Global Vice Chair of
Strategy & Transactions, EY: The
combination of lower growth, subdued demand,
elevated capital and input costs, a shifting
competitive landscape and rapid technology-
driven innovation is creating a challenging environment.
Major companies are already making significant changes to
address these issues, and smaller companies, being more
vulnerable, will likely drive an increase in distressed sales.

What is your outlook for the economy
in 2025?

James Bardenwerper, Director, Configure
Partners: Outlook is cautiously optimistic. While
the Fed has seemingly engineered a soft landing,
the U.S. economy is not fully out of the woods
and remains susceptible to varying economic
factors. A downward revision in jobs data was quickly cast
aside in this furious election cycle and domestic
manufacturing data has continually softened over the last
several months. Meanwhile abroad, a slowdown in China
presents potential headwinds and unrest in the Middle East
could spill over to a more all-encompassing conflict. On a
more positive note, investors are eager to extend capital after
nearly two years of limited dealmaking and a lull in
deployment.

Jackie Cohen, Ropes & Gray M&A Partner:
| think the economic outlook for 2025 remains
strong. The U.S. economy has shown resilience in
the face of economic and geopolitical headwinds
over the past two years, and macroeconomic
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constraints (like inflation and elevated interest rates) are
trending in the right directions. Initial market reactions to the
U.S. presidential election have shown optimism for business-
friendly policies under the Trump administration, including tax

cuts and a less aggressive posture on regulatory intervention.

)
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Brian Dudley, Partner, Growth Equity,
Adams Street Partners: The base-case outlook
for the U.S. economy in 2025 is cautiously bright.
The Fed's dual mandates to keep inflation in check

I and the labor market humming are within reach.
Though inflation is still above the Fed's two percent target, both
metrics are now well within, or below, the historic normal range
going back to the '50s. Furthermore, growth and productivity
could be spurred with continued innovation in sectors like Al,
renewable energy and biotechnology. Despite persistent
concerns surrounding the durability of growth and interest rate
policy, the U.S. economy remains fundamentally strong.

Lee Mlotek, Managing Director, Monomoy
. Capital Partners: Our outlook on the 2025
i - economy is that it will effectively be consistent
. with what we experienced in 2024. The high level
of uncertainty in the economy continues to delay
the capex, investment and hiring decisions needed to push the

economy back into growth mode.

Frank Mountcastle, Head of M&A, Harris
Williams: We believe the global economy should
continue to steadily improve in 2025. In 2024,
we've seen improvement in the rate environment,

generally strong consumer spending and
financial health, good GDP growth, and solid corporate
earnings and margins. While there have been some exceptions
to this overall strengthening, the economy has been quite
resilient, and barring any major disruptions, we think 2025
should see this broad recovery continue.

What are your top macro concerns?

John Ferrara, President, Capstone
Partners:Something we don't know about. I'm
concerned that the Fed is being too aggressive
with rate cuts because they know something we

* do not. They are using crisis measures to cut rates
back, which | do not think are necessary at this point. | would

prefer to see slow and steady rate declines.
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Ben Jackson, Director, Capital Markets,
Leste Group: Our top concern is geopolitical

4 instability, with ongoing conflicts and political

A tensions potentially disrupting global supply
chains and markets. Furthermore, while inflation

is forecasted to stabilize, any unexpected spike could change

the trajectory of rate expectations.

Wayne Kawarabayashi, Head of M&A,
Union Square Advisors: We are watching
inflation and the central bank's benchmark

; interest rates. As they continue to decline, we
‘ would see growth in both financing and M&A
activity, which would be good for our business.
We are also watching the conflicts in the Ukraine and the
Middle East and if those escalate further, they could
disrupt supply chain, commodity prices and the global

economic outlook.

Louis Lehot, Partner, Foley & Lardner: | am
concerned that the dollar is not so strong that it
makes our exports too expensive or encourages

us to import too many goods that domestic

onshoring of our manufacturing requirements is
further stalled out, particularly in the area of advanced
semiconductors.

Lee Mlotek, Managing Director, Monomoy
Capital Partners: End market demand and
raw material pricing are the two main macro
concerns potentially impacting Monomoy's

%)

industrials and consumer-facing portfolio in
2025. We have been carefully adjusting our cost structures

to the lower level of demand we experienced in 2024. M&A

S&P 500
Prediction
for 2025

&

+ 5-20% = 92%
- 5-20% = 8%
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