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Abstract

In the context of volatile macroeconomic environments, accurate corporate
valuation is paramount for successful Mergers and Acquisitions (M&A). High-
inflation regimes distort traditional financial metrics, challenging the reliability of
classical valuation models. This thesis provides a comparative analysis of
conventional corporate valuation frameworks—specifically Discounted Cash
Flow (DCF) and standard market multiples—against modern predictive analytics
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1 Introduction

Corporate valuation is the cornerstone of Mergers and Acquisitions (M&A),
dictating deal structures, negotiation parameters, and post-merger integration
strategies [1,2]. Historically, financial analysts have relied on deterministic
models to evaluate target companies, projecting linear cash flows and applying
static discountrates [1]. However, in macro-financial environments characterized
by high inflation, these traditional assumptions break down [2].

High inflation distorts purchasing power, escalates capital costs, and

onte Carlo simulations and real-time data analytics,
accuracy and risk-adjusted target valuation. The
g solely on conventional multiples in high-inflation
ignificant financial risks, and advocates for a hybrid

compresses profit margins unpredictably. Under these conditions, the rigid
frameworks of conventional valuation can lead to severe overvaluation or

undervaluation of corporate targets [2]. The integration of advanced econometric
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modeling and predictive data analytics has therefore emerged as a critical
evolution in corporate finance [3].

This thesis examines the effectiveness of traditional corporate valuation
methods versus modern advanced predictive analytics within high-inflation
macroeconomic regimes. By comparing the operational mechanics, predictive
accuracy, and risk management capabilities of each approach, this research aims
to provide an optimized valuation framework for modern M&A practitioners
[3,4].

The significance of this inquiry has grown markedly in the contemporary
environment, where many developed and emerging economies have experienced
inflationary pressures unseen for several decades. Persistent supply-chain
disruptions, expansionary monetary policy, and geopolitical shocks have
collectively reintroduced inflation as a central variable in corporate decision-
quence is that valuation errors which might
ati teFially alter the
app sition into a value-

making. For dealmakers, the conse

have been negligible in a low-inf r C \

is organized to first establish the theoretical and

luation
through which 1 storts co

, then to examine the specific mechanisms
nventional approaches, before evaluating the

modern analytical techniques th

have emerged in response. The analysis

concludes with a comparative assessment and a set of practical recommendations
intended to guide practitioners toward a more resilient, integrated valuation
methodology.

2 Literature Review

The theoretical basis for corporate valuation is heavily rooted in the
discounted cash flow methodology popularized by Modigliani and Miller's
foundational theorems on capital structure. Over decades, industry standards
consolidated around the Weighted Average Cost of Capital (WACC) as detailed by
Koller et al. [1].

However, literature addressing valuation during inflationary periods points
to significant shortcomings in static models. Damodaran [2] notes that inflation
premiums often fail to uniformly affect the cost of equity and cost of debt, leading
to mismatched discount rates. More recently, the focus has shifted toward real
options analysis and stochastic modeling. Mun [3] illustrates how incorporating

Monte Carlo simulations allows analysts to treat future cash flows as probability
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distributions rather than fixed projections, significantly enhancing decision-
making in volatile markets.

A parallel strand of the literature examines the behavioral and informational
dimensions of valuation. Bruner [4] documents how the discipline of applied
mergers and acquisitions frequently diverges from textbook theory, with
negotiated outcomes shaped as much by strategic positioning and information
asymmetry as by intrinsic value calculations. Luehrman [5] similarly argues that
managers should treat valuation not as a single point estimate but as a range
bounded by explicit assumptions, foreshadowing the probabilistic methods that
dominate contemporary practice.

Taken together, the literature reveals a clear trajectory: from the elegant but
rigid deterministic models of the twentieth century toward flexible, simulation-
based frameworks designed to accommodate uncertainty. What remains
comparatively underexplored, and what this thesis seeks to address, is the
specific performance of these competihgf@approa n stained high-
inflation conditi e the assimp e , ventional models

are most seve
ion on Corporate Valuation
Inflation d impact on corporate valuation. First, it
introduces vola he risk-free rate, which directly inflates the WACC. A
higher WACC disproportionately | penalizes long-term cash flows, skewing
valuations toward short-term assetlliquidation rather than long-term growth [2].
Second, inflation affects revenue and cost structures asymmetrically.

Companies lacking pricing power suffer severe margin compression as input
costs rise faster than their ability to pass these costs onto consumers.
Consequently, valuation models that fail to dynamically adjust for sector-specific
inflation elasticity risk misrepresenting the fundamental value of the target firm
[2,3].

Third, inflation interacts with a firm's capital structure in ways that
conventional models rarely capture. Fixed-rate debt becomes cheaper in real
terms as inflation erodes the value of future repayments, potentially benefiting
highly leveraged firms, while floating-rate obligations become more burdensome
as central banks raise policy rates in response. The net effect on enterprise value
depends on the precise composition of liabilities, maturity profiles, and
refinancing schedules, none of which are adequately reflected in a single static

discount rate.
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Fourth, inflation distorts the comparability of historical financial statements.
Reported earnings may be inflated by holding gains on inventory or understated
by depreciation charges based on historical rather than replacement cost.
Analysts who rely on unadjusted historical figures to project future performance
risk embedding these distortions into their forecasts, compounding the error over
a multi-year valuation horizon. These combined effects underscore why inflation
cannot be treated as a simple additive premium but must instead be modeled as
a pervasive influence on every component of the valuation.

4 Conventional Valuation Methods

Conventional valuation frameworks remain the industry standard due to
their regulatory acceptance and ease of computation, but they harbor critical
weaknesses during economic instability [1,2].

4.1 Discounted Cash Flow (DCF)

The DCF model estimates the intrinsic value of an asset based on its projected

future cash flows, discounted badk alu WACC. While
theoretically so dard DCH mo de
environment ty to accurately t infla

. In high-inflation
s over a 5-to-
10-year hori esults in 51gn1f1cant valuatlon errors [2,3].

The mec odel amplify these errors. Because terminal value—
the estimated he firm |beyond the explicit forecast period—often
accounts for the majority of total enterprise value, small changes in the assumed
long-term growth rate or discount rate produce disproportionately large swings
in the final valuation. Under high inflation, both of these parameters become
highly uncertain, so the terminal value calculation, already the most fragile
element of any DCF, becomes the dominant source of valuation risk. Analysts
attempting to compensate by applying nominal growth rates to nominal discount
rates frequently introduce inconsistencies between the treatment of cash flows

and the rate used to discount them.

4.2 Market Multiples and Comparable Company Analysis (CCA)

Market multiples (e.g., EV/EBITDA, P/E ratios) derive a company's value by
comparing it to similar publicly traded entities. This approach is highly practical
but assumes that the comparable companies are correctly valued by the market.
During inflationary periods, market sentiment can become irrationally
pessimistic or optimistic, causing relative valuation methods to propagate

systemic pricing errors across entire sectors [1,4].
5 Modern Analytical Techniques
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To mitigate the limitations of deterministic models, modern corporate
finance incorporates advanced predictive analytics and stochastic modeling [3].

5.1 Stochastic Modeling and Monte Carlo Simulations

Unlike traditional DCF models that rely on a single base-case scenario,
stochastic models run thousands of simulations using probability distributions
for key macroeconomic variables like inflation rates, interest rates, and
commodity prices. This provides a probabilistic range of corporate values,
allowing M&A teams to quantify downside risk and structure contingent
consideration (earn-outs) more effectively [3].

5.2 Predictive Data Analytics and Machine Learning

Modern predictive analytics leverage big data and machine learning
algorithms to assess a target company's operational resilience. These algorithms
analyze vast datasets—including real-time consumer sentiment, supply chain
bottlenecks, and sector-specific inflation elasticity—to forecast cash flow stability

with greater precision than traditional [
Crucially, earning mod ear relationships
between ma c variables an ce conventional

with a firm's c
demand for its products. By train

Is to miss. For example, the relationship
erating margin is rarely proportional; it varies
supplier concentration, and the elasticity of
ng on large cross-sectional and time-series

datasets, these models can approxin

nate such relationships and generate forward-

looking estimates that adapt as new data arrives, offering a degree of
responsiveness that static spreadsheets cannot match [3].

6 Comparative Evaluation

The selection of a valuation framework directly impacts M&A success in
volatile environments. The structural differences are compared below [1,3].

Evaluation Conventional Methods | Modern Predictive
Metric (DCF, Multiples) Analytics

Macroeconomic | Low; relies on static | High; dynamically adjusts
Adaptability assumptions and | to real-time

historical data averages. | macroeconomic shifts and

elasticity parameters.
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Handling of | Poor; standard WACC | Excellent; utilizes
Inflation Risk adjustments often miss | probabilistic scenarios for
asymmetric operational | accurate cost/revenue
impacts. elasticity modeling.

Computational | Low; easily constructed in | High; requires advanced

Complexity standard spreadsheet | data infrastructure,
software by analysts. Python/R programming,
and econometric
software.
Predictive Highly  vulnerable to | Provides robust, risk-
Accuracy in | systemic errors and short- | adjusted valuation ranges
Volatility term market sentiment | mapping realistic
biases. downside events.

The co i i lemonstrates that conventional valuation

methods, wh i insufficient standalone tools in high-inflation
environments. ' nature creates a false sense of precision,
exposing M&A ions to significant post-merger integration risks if

macroeconomic conditions deteriorlate further [2].

Modern analytical techniques offer a robust alternative by explicitly
modeling uncertainty. However, these techniques are resource-intensive and
require specialized quantitative expertise. Therefore, the optimal approach in
contemporary corporate finance is a hybrid methodology. Financial analysts
should establish a valuation baseline using traditional DCF and multiples, and
then stress-test this baseline using stochastic simulations and predictive analytics
to determine the final bid parameters [1,3].

This hybrid approach yields practical advantages beyond improved
accuracy. By presenting a distribution of possible outcomes rather than a single
figure, it equips negotiators with a defensible basis for structuring contingent
payments, earn-outs, and price-adjustment mechanisms that allocate inflation
risk between buyer and seller. It also improves internal governance, since
investment committees can assess not merely the expected return of a transaction
but the probability and magnitude of adverse scenarios. In this sense, the value of
modern techniques lies as much in their contribution to disciplined decision-

making as in their numerical precision.
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8 Conclusion

In high-inflation macroeconomic environments, accurate corporate
valuation is both critical and highly complex. Traditional frameworks like DCF
and market multiples are susceptible to inflation-driven distortions, threatening
the long-term viability of M&A investments [2]. Modern predictive analytics and
stochastic modeling successfully overcome these limitations by accommodating
economic volatility and providing probability-weighted valuation ranges [3].

To ensure resilient corporate growth and successful M&A execution,
institutional investors and corporate strategy teams must transition from purely
deterministic models to integrated, data-driven valuation frameworks that
natively account for macroeconomic uncertainty [1,2,3,4].
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