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OVERVIEW

No, the sky is not falling
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�� The Administration, and especially Secretary Bessent knew going into this what impact the 
tariffs would have on the market. They expected the negative impact on the stock market and 
are using this to their advantage. We believe Bessent has thought this through and felt the 
short-term pain was worth the long-term benefit�

�� So how does all of this affect the insurance brokerage M&A market? It is actually quite simple.  
Lower interest rates will lead to a more robust insurance brokerage M&A market. Here’s why�

�� About 80% of all deal activity for insurance brokers is closed by private equity backed brokers.  
Across all transactions with an EBITA of over $1 million, the avg M&A multiple is about 11.5x – 
that multiple means a buyer can expect a return in excess of 20% normally. However, buying 
brokers at an average of 11.5x and expecting a return in the 20s while borrowing at extremely 
high interest rates is unsustainable. To date, the market has been resilient because of the 
sheer proliferation of private equity sponsored brokers, but eventually the high interest rates 
will catch up with it. We have already seen this happen in the Assured/AJG transaction (

). It was a matter of time before it caught up to lower and middle market M&A. �

�� In summary, lower interest rates will drive continued demand in insurance brokerage M&A.  
From Secretary Bessent’s view, things are going to according to plan�

�� Broker borrowing rates are NOT pegged to the yield on the 10-year Treasury Note; rather, they 
are based on the 90-day Secured Overnight Financing Rate (SOFR), which is a broad measure 
of the cost of borrowing cash overnight collateralized by Treasury securities. Typically, the 
SOFR yield is well below the 10-year Treasury yield. If Secretary Bessent can get to 3% on the 
10-year Treasury yield, it is easy to extrapolate a 2% SOFR, which would save the current cadre 
of highly-levered brokers billions of dollars in interest expense by bringing rates down from the 
peak of approximately 3.4%. This would allow M&A multiples to remain at least at current peak 
levels, where they are unsustainable at the current high cost of borrowing. In fact, with over 50 
potential acquirers looking to put capital – including considerable amounts of debt capital – to 
work, we may even see some multiple expansion.
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