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THE CONTINUING MIX OF ABUNDANT

CASH, STRONG PROFITS AND ATTRACTIVE

BORROWING COSTS DROVE MERGERS AND

ACQUISITIONS TO NEW HEIGHTS IN THE

FIRST HALF OF THE YEAR, WITH THE

WORLDWIDE VALUE OF ANNOUNCED

DEALS JUMPING 44%
OVER THE SAME PERI-
OD IN 2005 TO A STUN-
NING $1.8 TRILLION,
ACCORDING TO THOMSON

FINANCIAL, AND EUROPE

($718 BILLION IN DEALS) ECLIPSING

THE U.S. ($702 BILLION) IN THE VALUE

OF DEALS.
Not coincidentally, investment-

grade corporate borrowing rose 19%
worldwide in the first quarter to $513
billion, according to Dealogic, with a
significant portion of that designed to
finance deals. Cisco, for example,
floated $6.5 billion in bonds to facili-
tate its acquisition of Scientific-
Atlanta and Oracle $5.8 billion for its
purchase of Siebel Systems. Buyers
were more willing to press resistant
targets, too, as hostile bids jumped to
the highest level ($381 billion in the
first half) in years.

Private equity firms, which last
year accounted for 15% of acquisitions
worldwide (by value) and raked in an
estimated $175 billion in new cash, con-
tinued to be active buyers in the first half
of 2006, accounting for $335 billion in
deal value. That represented a 51%

increase over the same period in 2005,
according to Dealogic. In Europe, the
value of private equity deals reached $43
billion in the first quarter, the second-
highest total ever. In the U.S., private
equity firms raised $96 billion in the first

half, a 43% increase over the same peri-
od in 2005, according to Dow Jones &
Co. Among the notable U.S. deals
involving these players was
Blackstone’s acquisition, with
Brookfield Properties, of Trizec
Properties, at $8.9 billion the largest-
ever real estate transaction involving pri-
vate equity. Separately, Blackstone
attracted more than $15 billion for what
turned out to be the largest private equi-
ty fund on record.

The management buyout sector
also took flight, led by Kinder Morgan’s
proposed record $13.5 billion buyout. In
the first half of 2006 alone, the value of
MBOs ($60 billion) was two to five
times the value in any comparable period
since 2000. Notably, Kohlberg Kravis
Roberts & Co. raised $5 billion via the
IPO of a private equity fund listed on the
Amsterdam stock exchange, while
Lehman Brothers is reportedly raising
$1 billion for its own buyout fund.

THE DEALS KEEP COMING

In the U.S., private equity firms
raised $96 billion in the first
half, a 43% increase over the
same period in 2005.
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In financial services, Wachovia’s $26 billion acqui-
sition of Oakland, Calif.-based Golden West Financial
led the sector, a transaction that extends Wachovia’s bank-
ing presence into six new states in the West and Midwest.
As part of the deal, Wachovia will also acquire Golden
West’s portfolio of no-load Atlas mutual funds and its
annuity business. In two other major U.S. deals, credit
card issuer Capital One acquired North Fork Bancorp
of New York for $14.6 billion and Regions Financial
cut a $9.5 billion agree-
ment to buy AmSouth
Bancorp, in a tie-up of
two Alabama banks.

The $9.8 billion
BlackRock Inc.-Merrill
Lynch & Co. transac-
tion, involving the trans-
fer of Merrill’s invest-
ment management busi-
ness, was the headliner in the asset management arena
and the largest such transaction in industry history. It also
reflects the continuing reassessment taking place among
banks and diversified financial services firms regarding
active fund management. But unlike Citigroup and
American Express, which last year chose to quit the
business altogether, Merrill kept its hand in the game by
taking a 49.8% stake in BlackRock. For its part,
BlackRock scoops up  $544 billion in AUM, along with
access to Merrill’s network of 15,000 brokers.  

The deal creates one of the 10 largest money man-
agers worldwide, with nearly $1 trillion in AUM, and
merges BlackRock’s fixed income specialization and
institutional base with Merrill’s equity fund and retail
investor focus. BlackRock’s AUM, at  $450 billion, has
more than doubled since the end of the bull market in
2000, benefiting in part from the shift toward bond funds.
Still, with two-thirds of its AUM in fixed income products,
BlackRock had limited exposure to the upside of equities. 

In 2004, BlackRock added capabilities in equities as
well as real estate investments, when it acquired State
Street Research  & Management from MetLife, for $350

million. But the Merrill deal is transformational, making
BlackRock the 13th-largest equity manager in the world
while expanding its reach to 50 countries. (In June,
BlackRock introduced a new fund line wrapping Merrill’s
products under the BlackRock name.)

Larry Fink, who started BlackRock in 1988, remains
as chief executive of the company, while former majori-
ty-owner PNC Financial Services retains a minority
stake (34%). Morgan Stanley had also been in talks 

with BlackRock, but its
insistence on a majority
stake and unhappi-
ness with valuations 
doomed negotiations. 

The BlackRock-
Merrill deal provided
the centerpiece to an
active six months for
deal-makers in the asset

management industry, with buyers including such major
firms as Bank of New York, Boston Private, EFG
International, Mellon Financial, Old Mutual,
Schroders, Societe Generale, T. Rowe Price and
UniCredito Italiano. EFG, Hellman & Friedman LLC
and The Phoenix Companies each tapped the market-
place to make multiple acquisitions.

BANK EARNINGS KEEP GROWING

Amid the robust M&A market, financial services
firms continued to post strong results. Among them were
Bank of America (second-quarter earnings up 18% to a
record $5.5 billion); Bear Stearns (fiscal second-quarter
earnings up 81%); Goldman Sachs (second-quarter earn-
ings up 167%); Lehman Brothers (second-quarter earn-
ings up 47%); and Morgan Stanley (second-quarter earn-
ings up 111% to nearly $2 billion).

Asset managers also reported impressive if less
spectacular results. Retail fund giant T. Rowe Price
weighed in with a 29% increase in diluted earnings
per share in the second quarter and set a new thresh-
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The $9.8 billion BlackRock Inc.-
Merrill Lynch & Co. transaction,

involving the transfer of Merrill’s
investment management 

business, was the headliner in
the asset management arena

and the largest such transaction
in industry history. 



old for AUM, of $294 billion. At Affiliated Managers
Group, which makes equity investments in mid-size
asset managers, diluted EPS rose 37% in the second
quarter. With its new management team in place and a
revived lineup of funds, Janus Capital Group con-
tinued to make progress, as AUM rose 18% to $154 
billion and diluted EPS increased 25%. Eaton Vance,
posted a 26% increase in diluted EPS in the first quar-
ter, while AUM rose 20%.

Overall corporate earnings remained strong in the
U.S., aided by the robust results of the energy sector, with
S&P 500 companies recording double-digit profit growth
for the 11th straight quarter in January-March–a streak
that was projected to continue into the second quarter. In
another indicator of the favorable U.S. business climate,
the Financial Times reported that in the five years through
2005, corporate profits as a percentage of GDP jumped
more than five percentage points to 12.2%, with profits
climbing 123% during that period to $1.6 trillion – the
fastest such increase on record. In the first quarter, the
U.S. economy continued to show resiliency in the face of
high energy costs and higher interest rates, recording
5.6% growth.

The stock market was another matter, however, as
rising interest rates on both sides of the Atlantic weighed
on investors, leaving major markets in negative territory
in the first six months. Emerging markets, the darlings of
the smart investor set last year, took a beating in May, but
also hosted the world’s largest IPO, as Bank of China
raised $9.7 billion on the Hong Kong exchange.
(Worldwide, the value of IPOs in the first half rose 56%
to $102 billion, the highest level since 2000, according 
to Dealogic.)

U.S. asset managers had mixed results, though they
continued to command higher valuations than the market
as a whole and their peers in the banking industry. 
By midyear, BlackRock was trading at 34 times 
earnings, more than twice the valuation accorded 
Merrill Lynch, and had appreciated 29%. Legg Mason,
which acquired Citigroup’s fund business last year, trades
at 30 times earnings compared with 12 times for Citi. 

But Legg stock
declined in the
first half as fiscal
fou r th -qua r t e r
profits fell short
of estimates and
investors ques-
tioned the com-
pany’s ability to
s u c c e s s f u l l y  
manage those 
Citi assets and
wring cost sav-
ings out of the 
combination. 

Bulls might
take some solace
from the fact 
that one of Wall Street’s most notable pessimists,
Morgan Stanley chief economist Stephen Roach,
perked up in May, saying he was “feeling better about
the prognosis for the world economy for the first time
in ages.” The World Bank joined the hopeful chorus by
raising its outlook for 2006 global growth a half-per-
centage point to 3.7%. 
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WEALTH MANAGEMENT

THE GROWING RANKS OF WEALTHY PEOPLE WORLDWIDE

CONTINUE TO FUEL THE AMBITIONS OF FINANCIAL SERVICES

FIRMS, INCLUDING THE WORLD’S BIGGEST INSURER, AIG,
WHICH EARLIER THIS YEAR ANNOUNCED A GOAL OF BECOM-
ING A TOP 25 GLOBAL WEALTH MANAGER, WITH $100 BIL-
LION IN AUM. The company already has a significant insti-
tutional business through its AIG Global Investment Group
and a private banking presence in Switzerland and parts of
Asia. Meanwhile, Bank of America completed phase one
of the national rollout of its Family Wealth Advisors divi-
sion, charged with servicing BofA’s wealthiest private
clients ($50 million-plus in assets).




