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Executive Summary  

Geraint Rowe

Partner, Human Capital

In the fourth quarter of 2019, global deal volumes in the Human Capital sector rose to its

highest level since Q417. Activity was driven by several large-ticket private equity

transactions in the UK and US pushing average deal values up four-fold to c.£35m, following

five consecutive quarters of average values below £25m. As private equity firms chase high

quality assets with significant upside potential, there is heightened attention on the Human

Capital Sector, and we expect the uptick in deal volumes and valuations will be sustained in

the medium term.

As average deal values rose in Q419, valuation trends came into focus. The fourth quarter of

2019 saw a 7% increase in EV/EBITDA multiples in the Gambit Human Capital Index, rounding

off a year of mixed fortunes for recruitment companies. The historically predictable ‘7-year-

cycle’ is currently in its ninth year without a market peak due to Brexit, IR35 and wider

political uncertainty. Timing of M&A activity is becoming increasingly critical in order to

avoid the peak of the cycle.

Following the Conservatives’ victory in the December 2019 General Election, Directors’

confidence has reached its highest level since the 2016 referendum. Hesitant corporates

adopted a ‘wait and see’ approach to acquiring British assets in 2019. The increase in

political certainty amongst stakeholders will likely contribute to more long-term investment

decisions being taken going forward, thereby driving increased appetite for UK M&A

transactions in 2020.

With legislative change and regulatory divergence continuing to concern the Human

Capital market, the sustained rise in HRO & RPO deal volumes in Q419 is likely to carry over

into 2020, as the market places greater value on assets that can assist in easing the effects

of these changes. We expect the closer scrutiny of Entrepreneur's Relief and its cost to the

Exchequer, which seems very much on the agenda for the budget on 11 March 2020, to

lead to business owners expediting their exit plans into 2020, in a proactive effort to protect

the level of value realisation.
In Summary

Financial acquirers drove Q419 performance, with deal volumes increasing by 5% in Q419, while average deal

values rose nearly four-fold; a marked improvement on the flat performance recorded in Q319.

Despite the overall rise in activity, the UK was notably subdued in Q419 as the general election weighed heavily on

domestic dealmaking, causing overall deal volumes to drop by 42%.

North America continued its upward trend for the fifth consecutive quarter, with financial acquirer’s interest in the

online sub-sector driving its highest regional volumes since Q417. In line with the rise in activity from financial

acquirers, average deal values in North America were notably higher in Q419, highlighting its influence on market

activity.

The online sub-sector rebounded in Q419, with deal volumes rising in line with the general shift towards internet-

based platforms and staffing companies’ increasing interest in monetising this high growth market as a supplement

to their organic growth strategies.

IR35 continues to be a point of concern within the industry and as the deadline for implementation in April fast

approaches, leading industry figures have called for an urgent review into the legislation, warning of the negative

effects for the industry and wider economy.

Valuations are in a period of appreciation, with the positive trajectory likely to extend the current valuation cycle

into 2020-2021, creating an impetus for those looking to engage in M&A activity to do so whilst the market is

favourable.

The Gambit HC index shows that valuations for public interest companies increased by 7% in Q419, with the

improvement in global sentiment and easing of monetary policy helping listed corporates to fund their growth

strategies, acting as a catalyst for growth in EV/EBITDA multiples in a market short of available assets.



Overview

Overview
• Globally, deal volumes in the Human Capital sector rebounded in Q419, reflecting the improved sentiment of

corporates. The upward trend in dealmaking volume and value indicates that corporates have a higher degree of

confidence in political and economic stability.

• In the UK, performance was hindered by hesitant corporates awaiting the outcome of the general election before

making strategic decisions, evidenced by a fall in UK domestic deal volumes of 33% in Q419.

• Q419 was the strongest quarter for deal volumes since Q417, influenced by a higher proportion of domestic

transactions, which rose by 7%, as acquirors within Continental Europe became increasingly wary of the effects of

potential regulatory divergence from the UK.

• Overall deal volumes were also impacted by the 68% rise in activity within the online sub-sector as acquirers looked to

monetise a market that offers a forecast CAGR of 7.1% through to 2025 against a backdrop of organic growth

challenges.

• Private equity funds’ reignited interest in the Human Capital sector was evidenced in Q419, with a series of large ticket

deals increasing average deal values four-fold between Q319 and Q419.

UK Recruitment Sector Outlook
• The UK’s labour market remains remarkably resilient, with the employment rate hitting a new high of 76.3% in Q419,

easing concerns over the state of the wider economy.

• Labour productivity continued its weak trajectory into Q419, although the government’s promise to increase

investment in infrastructure and connectivity to boost growth offers a potential solution to what has become a long-

running issue.

• Following December’s decisive election result, recruiters’ attention has now shifted to the precise shape Brexit will take

at the end of the transition period, with the backdrop of weakening UK performance from key industry players

creating an air of caution in the Human Capital sector.

• More than 40% of British businesses expect to create jobs in 2020, although many are concerned about their ability to

recruit skilled workers amidst a lack of clarity, with the Chancellor Sajid Javid’s warnings of increased regulatory

divergence likely to raise concerns within the sector.

• Pressure is mounting on Mr Javid to call for a delay and urgent review into the upcoming IR35 regulation, with leading

recruitment companies warning that it will damage the industry’s growth and increase tax avoidance.
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Global M&A Activity 
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North America

• North American deal volumes

continued to rise in Q419, marking

the sixth consecutive quarter of

growth for the region, with activity

at its highest level since Q217.

• The growth of 9% on Q319 was led

by a marked increase of deals in

the online sub-sector, which rose

two-fold in Q419, as financial

acquirers were particularly active

in deploying their significant levels

of dry powder into the sub-sector.

• With recent progress made

between the US and China

regarding the agreement of a

‘Phase One’ trade deal, acquirers

on both sides are likely to reignite

cross border M&A which had been

non-existent, driving overall deal

volumes upward in 2020.

Europe

• Although overall deal activity was

down 15% YoY from 2018,

European deal volumes showed

stability in Q419, rounding off a

consistent year of dealmaking

activity.

• UK domestic deal volumes fell by

33%, due to a marked reduction in

cross border activity as the

uncertain outcome of the general

election inhibited deal activity.

• 78% of European deals were

domestic transactions, indicative

of the air of caution that exists with

regards to potential regulatory

divergence between UK and the

EU.

• A sharp rise in domestic M&A from

French corporates brought stability

to European deal volumes in Q419,

with the Online and IT sub-sectors

attracting heightened interest

amid the government’s plans to

compete with Silicon Valley by

incentivising proficient talent within

these sectors to relocate to France.

Middle East & Asia

• Transaction volumes flatlined in

Q419, solidifying H219 as a

correctional period following the

record high volumes of the

previous three quarters.

• Japanese M&A volumes continued

to surge in Q419, as large

conglomerates sought to

restructure vast portfolios of

subsidiaries, while elderly founders

have used the market to solve

succession issues caused by an

aging population.

• Cross border M&A rose by 40% in

2019, as assets within the IT sub-

sector were of high interest to US

private equity funds hunting for

yields in a low interest rate

environment.

• Despite the region’s flat

performance in H219, it has been a

highly encouraging year for the

Middle East and Asian market, with

transaction volumes in 2019 up 17%

on 2018.
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Sub-sector Trends 
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24%

General Staffing
Deal volumes returned to historic levels in Q419

having hit a two-year high in Q319. This was in

part due to reduced activity in Europe, where

general staffing deals were less prominent,

reflecting the increasing interest in assets with a

specific sub-sector niche. Despite its subdued

performance in Q419, the sub-sector remains a

key component of the overall make-up of the

Human Capital market, representing nearly a

third of overall transactions in 2019.
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HRO & RPO

Deal volumes once again rose in Q419,

returning to levels that we have not seen since

Q216. The majority of transactions were

effected by strategic buyers pursuing domestic

assets. The increase in activity correlates with

companies seeking to proactively outsource

elements such as payroll given the increased

administrative burden posed by IR35. The RPO

market is expected to grow at a CAGR of over

21% through to 2023 and we expect to see deal

volumes reflect this going forward.

IT
IT sub-sector activity slowed from the record

levels observed in Q319. On an annual basis

however, 2019 volumes were 9% higher than in

2018, confirming the sector’s increasing appeal

to acquirers. European IT deal activity was

steady in Q419, although UK IT assets did not

register during the quarter. As the largest IT

staffing market in Europe and the third largest

globally, we expect increased UK volumes in

2020 with the backdrop of a domestic skills

shortage in the sector driving up demand.

Online
As anticipated in our Q319 review, the online

sector rebounded in Q419, as deal volumes

rose two-fold in line with candidates’ increasing

use of internet-based platforms. Nearly a third

of staffing firms reported they are considering

building, acquiring, or partnering with an online

staffing service over the next two years.

Therefore, we expect deal volumes will rise in

2020, with demand driven by the significant

upside potential the online sector offers

recruiters struggling with organic growth.

13%

80%

26%
68%

Engineering
Deal volumes rose considerably in Q419, with

the bulk of activity coming from the UK and

Japan, where infrastructural projects are at the

top of the government agenda. When

surveyed, 53% of employers reported that a

shortage of engineers was a threat to their

business objectives. As the UK government

plans to invest significantly into infrastructure,

we expect UK deal volumes to continue to rise

in 2020 as vacancies and demand increase in

line with these market movements.

200%

Executive Search
Deal volumes rose considerably in Q419, with

increased activity in European and North

American markets. This rise follows the trend of

CEO departures hitting record levels in 2019,

caused by the maturity of C-level executives

that were introduced following the 2008

financial crisis. Due to the increasing levels of

technical and regulatory change, companies

will need to source leaders that can specifically

address these issues, thereby increasing interest

in assets with an executive search speciality.
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Public Company Valuation Trends 

Key Points

• The graph above shows EV/EBITDA valuation multiples for the S&P Human Resources and Services Index since 1994.

• The sector has historically followed a very predictable seven year cycle; concerns around Brexit, implementation of

IR35 and wider political uncertainty have delayed the peak in the market with the cycle now in its ninth year.

• Sector cyclicality continues to weigh heavily on the strategic decisions of corporates, providing a barometer for

demand that is otherwise intrinsically connected to variable elements such as the economic cycle, confidence levels

and employee turnover.

• Analysis of the historical data suggests that valuation multiples are experiencing a period of appreciation, in line with

the unprecedented amounts of capital available to acquirers.

• A period of valuation appreciation is a signal that the market is optimistic of the short to medium term prospects for

growth, or indicative of a lack of organic opportunities to pursue.

• With the current cycle likely to peak towards the end of 2020 or early in 2021, timing of M&A activity is becoming

increasingly critical for both buyers and sellers.

• Acquirors with capital to deploy face an opportune moment to engage the M&A market, before valuations rise

further and the market peaks.

• Sellers will be encouraged by the current upward trend, with those considering an exit well positioned to act at short

notice with unprecedented levels of available capital chasing high quality opportunities.
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Public Comparables 

Company Name                                                                                                                 

EV/EBITDA

Q1 2019 Q2 2019 Q3 2019 Q4 2019

Adecco S.A. (SWX) 7.6x 9.2x 8.8x 9.2x

Brunel International NV 

(ENXTAM)
15.0x 14.7x 11.2x 9.2x

CPL Resources PLC (LSE) 6.8x 6.8x 5.9x 6.2x

Empresaria Group PLC (AIM) 4.2x 4.2x 4.1x 4.4x

Gattaca PLC (AIM) 5.0x 4.6x 4.5x 4.4x

Hays PLC (LSE) 8.1x 8.5x 7.9x 9.6x

Impellam Group PLC (AIM) 10.2x 9.7x 10.2x 9.6x

ManpowerGroup Inc (NYSE) 5.9x 7.7x 6.9x 7.2x

Page Group PLC (LSE) 8.9x 10.1x 9.0x 10.7x

Prime People PLC (AIM) 3.5x 3.4x 3.3x 4.5x

Randstad Holding NV (ENXTAM) 8.2x 10.0x 9.4x 10.7x

Robert Half International Inc 

(NYSE)
11.0x 10.3x 9.9x 9.7x

Robert Walters PLC (LSE) 6.6x 7.3x 7.5x 7.6x

Staffline Group PLC (AIM) 6.3x 2.3x 6.4x 5.9x

SThree PLC (LSE) 6.1x 6.6x 6.6x 8.1x

Gambit Human Capital Index 8.0x 9.1x 8.6x 9.2x

Overview

• Q419 reflected an overall improvement in

investor sentiment, with public company

EV/EBITDA multiples in the Gambit Human

Capital Index rising by 7.0%.

• On an annualised basis, the Gambit Human

Capital Index was up 19% YoY, marking a robust

year of growth despite a difficult trading

environment.

• Over the course of 2019, the Gambit Human

Capital Index reflected the mixed fortunes of

corporates operating in the sector, as diversified

corporates with broad sub-sector coverage

experienced the least volatility.

• The general easing of central bank policy has

buoyed equity markets and recruitment

companies are utilising the low interest rate

environment to fund inorganic growth, inflating

valuation multiples in a market which remains

short of available assets.

• Despite the improvement in business

confidence, Hays reported a 4% drop in like-for-

like fee growth in Q419, while Robert Walters

posted a 7% reduction in NFI, driven primarily by

weakening UK market performance.

• Given the fluctuation in valuations observed

over the course of 2019, we expect the current

period of valuation appreciation to act as a call

to action for corporates wishing to realise the

value in their shareholding.
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