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transactions in the UK and overseas. With offices in London and Cardiff,
Gambit is widely recognised as a market leader in M&A advice in the Human
Capital sector having built up detailed industry knowledge and an enviable
track record in deal origination and execution.
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Corporate Finance International

Gambit is the exclusive UK shareholder of CFI, a global partnership of
middle-market investment banks and corporate finance advisory firms. With
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Whilst overall deal volumes are down in Q218, the market is showing
several positive signs. Increasing cross-border activity signals confidence
in the global economy is increasing and acquirers are looking to broaden
their geographic reach. Going forward, domestic M&A activity is likely to
increase in key economies as the added competition from overseas
buyers pushes valuations higher. With both increasing cross-border
activity and positive recruitment fundamentals in key economies, the
decline in activity appears to be driven by a shortage of sellers rather
than a cyclical downturn. These factors means that we are quietly
confident that activity will increase over the remainder of the year. The
performance of publicly listed companies has been resilient in the face of
macro-economic headwinds and political uncertainty with Brexit and the
potential fallout of a trade war between the US and China continuing to
suppress activity levels. The strength of the recruitment sector as a
whole means that we expect both stock market performance and
valuations to increase. The dip in valuations for public interest companies
may be a catalyst to drive further activity both for public and private
companies to make value enhancing acquisitions, drive efficiencies and
improve ratings. We see candidate availability remaining a major driver
for acquisitions. As a result, those with quality temporary staffing
candidate pools will be of interest to both strategic and financial
acquirers. Multiple sectors now have a high dependence on temporary
staff, particularly within the IT and healthcare industries.

Executive Summary
In Summary

Human capital public interest company valuations declined slightly in Q218. This was more due to
specific concerns with certain staffing businesses than a sector wide issue. In order to boost
valuations and enhance earnings, listed acquirers continue to seek accretive acquisitions which will
support strong valuation multiples for high quality assets

The volume of global Human Capital transactions fell slightly in Q218, however, the market is still
suffering from a shortage of sellers and it is expected that transactions will increase over the coming
quarters as political and economic uncertainties stabilise

UK transaction volumes remained steady in Q218. A shortage of sellers continues to hold back deal
volume and drive valuations higher as both strategic and financial buyers are competing over a
limited number of deals

Political risks remain in the UK, with little clarity on both the UK’s future trading relationship with the
EU and the impact of Brexit on the free movement of people which may significantly impact
candidate availability in a number of sectors

Unemployment levels within the UK remain close to record lows and are likely to remain low for the
time being as the economy continues to grow slightly ahead of forecast levels

With a shortage of available talent, companies are struggling to recruit enough skilled and qualified
permanent candidates, and are becoming increasingly reliant on temporary staff. This is boosting fee
income and also enhancing appetite for value enhancing acquisitions in the space

The Gambit HC index shows that valuations dipped for the second quarter in succession in Q218 with
an average valuation of 9.2x EBITDA. This is at odds with the strong recruitment fundamentals and a
positive outlook, therefore we expect that market ratings and valuations will show signs of
improvement in the coming months

Geraint Rowe
Partner, Human Capital
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Human Capital M&A Activity Analysis

Overview
• Whilst deal volumes fell slightly in Q218, market sentiment remains positive with the number of cross-border

transactions increasing. This highlights that the human capital market continues to be underpinned by strong
fundamentals across multiple territories.

• Europe was the most active region in Q218, the level of transactions remained flat on Q118 but increased cross-
border deal volumes show that political headwinds are not stopping consolidators from entering new markets and
increasing their service offering and geographic reach.

• Global political risk remains and the recent war of words between the US and China has led to threats over the
implementation of tariff barriers. The US market may be waiting to see if there is to be further escalation. As a result,
activity in the short term has reduced. It is likely that the market will shrug off concerns, as it has done so previously
and activity will increase in the second half of the year.

• Brexit remains a key risk with the possibility of a no deal outcome increasing. The political rhetoric on both sides is
yet to suggest that both parties are reaching a consensus which is continuing to suppress activity levels.

• Recruitment fundamentals remain at record highs with an unemployment rate of 4.2% in the UK, the lowest since
1975. This is combined with increasing demand for both temporary and permanent staff across most sectors. Those
with high quality and flexible candidate pools continue to attract attention from strategic and financial acquirers.

• Within the market there remains a shortage of sellers, which is increasing competitive tension between strategic and
financial buyers. Financial investors have made their presence felt in Q218, with the likes of OMERS Private Equity,
Bowmark Capital and Littlejohn & Co backing capable management teams.

Alexander Mann Solutions MBO

• The £820 million management buy-out of Alexander Mann was the
largest UK deal in Q218. The deal was funded by the Canadian
private Equity firm OMERS Private Equity.

• The business was purchased from New Mountain Capital with an
estimated return of 3.2x for the private equity fund.

• Alexander Mann are market leaders in the outsourced talent
acquisition sector and provide a number of other outsourced
services to clients

• The continued interest in the sector by financial investors is having
a two-fold impact. Firstly, increasing the viability of a management
buy-out as an exit route and, secondly, driving valuations higher
due to increasing competition for quality assets

Outlook for M&A Activity

▪ Interest rate rises have been gradual in key economies
and further increases are unlikely to negatively impact
access to liquidity and credit for acquirers.

▪ The number of financial purchasers increased in Q218
and highlights that previous lack of activity was due to
a shortage of available assets rather than reduced
appetite.

▪ Public listed companies’ valuations fell, but the levels of
confidence in the sector and expectations around
maximising shareholder value will create pressure for
increased M&A activity.
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Increased demand for temporary labour

• Difficulties for clients in attracting and retaining permanent staff is
proving to be an opportunity for temporary placement agencies who
are experiencing increasing demand, driving fee income upwards.

• In Q218, the number of companies using temporary labour increased by
9%. Many commentators cite the uncertain economic outlook and a
shortage of suitable permanent candidates as the major reason for
increasing use.

• That said, the number of permanent placements increased over the
quarter but not as rapidly as previous quarters.

• There appears to be increasing sector variation as demand for retail
placements of all types fell in Q218. The sectors with the most demand
continue to be engineering, healthcare and IT.
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Human Capital Global M&A Activity

North America
• M&A activity in North America decreased

in Q218. The fall in activity may be
attributable to uncertainty surrounding
the potential for an escalating trade war
with China its major trading partner.

• That said, the recruitment fundamentals
in the region are strong with an
unemployment rate of 3.9% in the USA.

• Healthcare remained one of the most
active areas in Q218 and this is likely to
remain the case for some time due to an
aging population and candidate shortage.

Europe
• The European market performed well in

Q218. There was a significant increase in
cross-border activity in the region
particularly amongst continental Europe.

• The UK remains the most prevalent
European market driven by positive
recruitment fundamentals and high levels
of competition between strategic and
financial acquirers.

• Candidate availability continues to be a
concern for the market and will result in
increased interest amongst recruiters
with high quality and available candidate
pools

Middle East & Asia
• Transaction volumes fell in Q218, with a

reduction of cross-border deals as most
acquirers focused on domestic markets.

• The Japanese market was the most active
in Q218. It is expected that cross-border
activity will increase from the region, as
Japanese recruiters look to access
overseas candidates to alleviate the
domestic labour shortage.

• The strength of the oil & gas market
continues to be fundamental to levels of
activity in the Middle East.

UK Inbound Activity
The UK remains one of the most active markets for Human Capital
transactions. Even with the increase in cross-border activity, Brexit
remains a concern. This is offset by the strong recruitment
fundamentals and a shortage of sellers, which is driving valuations
upwards for quality assets. The weakness of sterling relative to key
currencies means that overseas acquirers are still able to purchase
quality assets at a discount. An example of this is the acquisition of
Investigo by Beijing Career International. This transaction shows a
theme of Q218with companies with high quality temporary candidate
pools within the professional sector and of critical mass attracting
attention from overseas consolidators.

UK Outbound Activity
Outbound transaction activity reduced in Q218, with many firms
choosing to acquire domestic targets. There are several factors for this
with many UK acquirers choosing to consolidate the domestic market
rather than enter overseas markets. This relates to the continued
uncertainty surrounding Brexit and the business landscape afterwards.
The depreciation of sterling means that acquiring overseas companies
has become more expensive in the last few years. That said, activity
may increase in Q318 as UK companies with overseas operations look
to protect market share and enhance service offering and geographic
coverage.

Outlook for M&A Activity
▪ North American activity is expected to increase having been

held back by concerns over potential trade wars

▪ The European market continues to respond positively in the
face of political headwinds, strengthening the belief that
activity will increase in the second half of 2018

▪ The Middle East & Asia could see increased deal making as
corporate Japan looks to secure a supply of overseas
candidates.
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Healthcare
The healthcare sector is still undergoing consolidation, with large corporates undertaking
several acquisitions. USA based Amin Healthcare Inc undertook three acquisitions in the
quarter. The decline in transaction volumes reflects a shortage of sellers in the sector. In
the UK the acquisition of Pro Clinical, a specialist life sciences recruiter, by Independent
Clinical Services Group shows that strategic acquirers are proactively looking to acquire
high quality candidate pools.

10%
General Staffing
Activity in the general staffing sub-sector has continued trending
downward since Q317, however it is the most active sector
making up nearly a third of total transactions. Deal volumes may
increase in the second half of the year as acquirers look to
consolidate market share in the face of strong billings for both
permanent and temporary placements.

32%

Professional
Activity within the professional recruitment sector increased dramatically in Q218.
Professional recruitment remains a lucrative sector for the industry and with many
struggling to recruit qualified and skilled staff, it is expected that fee income will continue
to rise. As a result, this has attracted strategic acquirers and financial investors with both
Dartmouth Partners and Lawyers on Demand receiving capital from financial investors in
Q218.

11%

Online
As technology continues to disrupt all industries, both strategic
and financial investors are looking for the next innovator in the
Human Capital sector. Whilst transaction numbers fell in Q218,
the outlook for the sector is increasingly positive with
increasing adoption of online and mobile platforms by
candidates, increasing and improving the solutions being
offered. Those with protectable and differentiated technologies
continue to attract both financial and strategic acquirers.

19%

Human Capital Sub-sector Trends

= % of transactions Q2 2018= % growth Q1 2018 to Q2 2018

Information Technology
Transactions in the IT sector softened in Q218. The sector is still struggling with candidate
availability due to the huge amount of demand for both temporary and permanent
placements. As a result, many strategic and financial investors are looking at the sector
with interest and there should be an increase in activity in the next quarter. The $412m
acquisition of General Assembly by Adecco highlights the desire for recruiters to secure a
quality pipeline of talent in the sector.
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Human Capital Public Comparables

Company Name                                                                                                                 

EV/EBITDA

Q3 2017 Q4 2017 Q1 2018 Q2 2018

Adecco S.A. (SWX) 9.8x 9.8x 9.3x 8.5x

Brunel International NV (ENXTAM) 14.3x 19.2x 13.1x 22.4x

CPL Resources PLC (ISE) 10.5x 7.9x 8.7x 8.3x

Empresaria Group PLC (AIM) 7.3x 5.7x 4.6x 4.4x

Gattaca PLC (AIM) 6.9x 7.7x 5.9x 4.3x

Harvey Nash Group PLC (LSE) 7.0x 7.1x 6.2x 7.6x

Hays PLC (LSE) 11.4x 11.0x 11.1x 11.0x

Impellam Group PLC (AIM) 7.9x 7.9x 6.9x 5.7x

InterQuest Group PLC (AIM) 4.2x 3.4x 4.0x -

ManpowerGroup Inc (NYSE) 9.4x 9.8x 8.5x 6.5x

Page Group PLC (LSE) 12.1x 11.3x 12.3x 12.1x

Prime People PLC (AIM) 5.3x 4.2x 3.5x 9.0x

Randstad Holding NV (ENXTAM) 11.2x 10.9x 10.6x 9.7x

Robert Half International Inc (NYSE) 10.3x 11.2x 11.5x 11.5x

Robert Walters PLC (LSE) 10.7x 11.5x 10.2x 12.5x

Staffline Group PLC (AIM) 8.6x 7.8x 5.9x 6.2x

SThree PLC (LSE) 9.3x 10.4x 8.6x 9.5x

Gambit Human Capital Index 10.3x 10.4x 9.9x 9.2x

Share Prices
Both the FTSE All-Share and the Human Capital Index tracked by Gambit
Corporate Finance performed well in Q218. Listed companies in the human
capital sector have showed resilience to the headwinds in the first half of the
year. The continued strength of recruitment fundamentals means it’s expected
the market will respond positively.

Valuation Multiples
Public company EV/EBITDA multiples in the Gambit Human Capital Index
remained in the 9x – 10x EBITDA range. This shows the overall positivity in
the market as it continues to support strong valuations and a shortage of
sellers remains. Valuations for a number of listed companies showed
resilience to political and economic factors in Q218 and optimism remains
high in the M&A markets, with the underlying strength of the public
markets predicted to improve. This helps the sale of private businesses in
the sector and the provision of liquidity to publicly listed acquirers. Public
interest companies are continuing to look for value enhancing acquisitions
and this is likely to continue due to positive fundamentals and requirements
to maximise shareholder value.

Outlook for M&A Activity
▪ Valuations and market ratings have dipped slightly in Q218,

however, public interest companies can still pay higher
multiples due to arbitrage opportunities against their own
market ratings.

▪ The Human Capital sector remains cyclical in nature so the
valuations of private companies may soon reach a plateau
providing a short term opportunity for those considering
their options to exit to benefit from what are still strong
multiples.
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Gambit Corporate Finance LLP
Established in 1992, Gambit is an independent corporate finance advisory firm specialising in
advising private and public companies on mid-market transactions in the UK and overseas. With
offices in London and Cardiff, Gambit is widely recognised as a market leader in M&A advice in the
Human Capital sector having built up detailed industry knowledge and an enviable track record in
deal origination and execution.

Key services include:

•Management Buy-outs/ Buy-ins • Private Equity Portfolio Advisory

•Mergers and Acquisitions • Succession Planning

•Fundraising/ Development Capital • Refinancing

•Financial Restructuring • Research and Deal Creation

Contacts
Geraint Rowe Simon Marsden
Partner, Human Capital Director, Human Capital
+44 (0) 789 992 8029 +44 (0) 779 644 1330
geraint.rowe@gambitcf.com simon.marsden@gambitcf.com

Sam Forman                                                Tom Linney 
Executive, Human Capital                           Analyst, Human Capital
samuel.forman@gambitcf.com tom.linney@gambitcf.com

Tel: +44 (0) 845 643 5500
Website: www.gambitcf.com

CFI Group
We are the sole UK shareholder in Corporate Finance
International, a global partnership of leading mid-market
investment banking firms with members in North America,
Western & Eastern Europe and Asia. With over 200 professionals
located in 26 offices throughout the world we are able to provide
an international outlook and service for clients.

Website: www.thecfigroup.com
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