Deal Drivers: China
A spotlight on mergers and
acquisitions trends in 2020

Swift measures halt China’s
COVID-19 economic crisis
Tough policy response

China’s M&A market began to exhibit signs of recovery in Q2, with
the number of announced deals rising to 438. That amounts to a
57% increase on the previous quarter, with the aggregate value
of those transactions rising by almost 20% to US$59 billion.

According to data from the National Bureau of Statistics,
China’s gross domestic product (GDP) contracted by 6.8%
between January and March. The severity of the decline
caused the National People’s Congress to forgo, for the first
time, setting a GDP target at its annual gathering in May. The
state council said that uncertainty in foreign markets, rather
than domestic ones, was the main reason why no target was
set. In the near term, a combination of a tough policy response
and declining infection rates could see Chinese GDP recover
to 4% in Q2, according to analysts from banking giant
Standard Chartered.
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The private equity (PE) market followed much the same
trajectory, with a precipitous quarter-on-quarter decline in
Q1 preceding a nearly-as-sharp bounce back. A total of 40
PE deals worth US$16.8 billion were announced in Q2, a
considerable improvement on Q1 figures, which featured 27
deals (tied for a three-year low) worth just US$8.1 billion.

China’s main bourse, the Shanghai Stock Exchange, is also
offering optimistic signs. Its composite index fell to a nadir
of 2,660.17 points on March 23, down almost 14% from the
3,085.2 points logged at the start of the year, but has enjoyed a
strong recovery. At the start of July, it was back up to 3,025.98
points despite occasional, localized outbreaks of coronavirus
in parts of the country, signaling the market’s confidence in the
public policy response to the crisis.
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The fall-off in Chinese dealmaking in the early part of the year
was entirely unsurprising given the extent of the economic
dislocation, not only in China but around the world, caused by
the COVID-19 outbreak.
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The coronavirus outbreak and subsequent lockdown measures
taken in China had a major cooling effect on M&A activity. In Q1
2020 both deal volume (279) and aggregate deal value (US$50
billion) fell to their lowest levels in several years, representing a
decline of around 50% from figures posted the previous quarter.
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Green shoots

The monthly dealmaking data also contributes to this
increasingly rosy picture. Of the 717 deals announced in H1,
150 were recorded in June. Those transactions were worth
US$30.6 billion, 2020's highest one-month tally. In fact,
excluding the bounty of deals struck in December 2019 (worth
more than US$57 billion), that June sum exceeds all one-month
tallies both this year and last year. One could expect pent-up
demand and opportunistic dealmaking to continue to support
Chinese M&A in the months to come.
Industrials & chemicals (I&C) and technology, media and
telecoms (TMT) were H1's standout sectors. The former
contributed the most transactions (190), worth US$24.4 billion.
The latter accounted for fewer deals (99), though in aggregate
these were worth almost US$28 billion.

Three of China’s five biggest transactions in H1 2020
were connected to the TMT space, including the largest
deal. A consortium of PE investors agreed to acquire
and take private 58.com Inc, China’s largest online
classifieds marketplace, in a deal worth US$7.6 billion.
The next largest deal pertained to the I&C sector, as
real estate company Cred Holding moved to acquire
aluminum products group Liaoning Zhongwang via
a new share issue and asset swap worth more than
US$5.3 billion. In third place in the H1 top-deals table
is Sichuan Railway Industry Investment Group’s
US$4.1 billion tender offer for a 9.32% stake in
construction company Sichuan Road and Bridge.

China top sectors by value I H1 2020
US$ (m)

TMT
Industrials & Chemicals
Financial Services
Real Estate
Construction

27,770
24,387
11,352
8,817
8,233

China top sectors by volume I H1 2020
Deal count

Industrials & Chemicals
TMT
Energy, Mining & Utilities
Pharma, Medical & Biotech
Real Estate

190
99
70
63
61

China top bidders by value I H1 2020
US$ (m)

China
USA
Hong Kong SAR
Japan
Singapore

88,979
9,486
5,073
2,532
1,339

China top bidders by volume I H1 2020
Deal count

China
Hong Kong SAR
USA
Japan
Netherlands

635
29
11
10
5
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The way forward

Although near- and medium-term challenges are on the horizon
– such as the possibility of further flare-ups of coronavirus
infections, as well as pronounced labor market stress –
businesses and dealmakers stand to benefit mightily from the
stimulus measures introduced by the Chinese government.
With the spread of the coronavirus in China largely under control
and business confidence improving, dealmakers may turn their
attention in H2 2020 towards distressed dealmaking and making
opportunistic acquisitions, especially abroad. Only 29 crossborder transactions involving Chinese bidders were announced in
Q1, down from an average of 54 per quarter last year.

However, defensive measures being adopted in some
economies may present hurdles. In both the UK and EU,
regulators have taken steps to protect weaker firms from
foreign takeovers, as has neighboring India. With that in
mind, Chinese dealmakers may look towards their allies in
other parts of the world – including emerging markets in
Latin America, Africa, the Middle East, and Central Asia –
though fortifying their positions at home will likely remain
the highest priority.

China top deals H1 2020

1
A consortium
of PE investors
including
Warburg Pincus
Asia and Ocean
Link Partners
agreed to
acquire and
take private
58.com
Inc, China’s
largest online
classifieds
marketplace

US$7.6bn

2
Real estate
company Cred
Holding took
steps to acquire
Liaoning
Zhongwang
Group, which
manufactures
and distributes
aluminum
extrusion
products.

US$5.3bn

3
Sichuan Railway
Industry
Investment
Group made a
tender offer for
a 9.32% stake
in construction
company
Sichuan Road
and Bridge.

US$4.1bn
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Sector Watch:
TMT
China TMT M&A activity, 2017 – Q2 2020

As with all other industries, the initial socioeconomic upheaval
caused by the outbreak of COVID-19 saw TMT dealmaking
volumes in China decline dramatically in Q1 2020, by 56.7%
from the previous three-month period. However, the quarteron-quarter decline in the value of those TMT deals was
considerably less sheer, at 22.5%. Moreover, and even amid the
coronavirus crisis, the value of China-led TMT deals announced
in Q1 2020, at just over US$7 billion, still managed to exceed
the value of those logged during the same period last year
(US$6.7 billion).
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The sector’s share of deal volume was 10.4% in Q1 2020,
but rose mightily in Q2, climbing to 16% (70) of the 438
transactions announced in that period. The aggregate value
of all TMT transactions (US$27.7 billion) announced in H1
surpassed that of any other sector. Only I&C came close, at
US$24.4 billion, though it required almost twice as many deals
(190) as the TMT industry (99) to reach that sum over the first
six months of the year.

Deal volume

As was the case in 2019, TMT remained one of the top sectors
for dealmaking in H1 2020, even amid (or perhaps in part due
to) the coronavirus crisis. Of the 1,707 total deals announced in
China last year, 12.6% (215) involved the TMT sector.
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China top TMT deals H1 2020

1
A consortium
of PE investors
including
Warburg
Pincus and
General Atlantic
announced
the take
private buyout
of 58.com
Inc, China’s
largest online
classifieds
marketplace.

US$7.6bn
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The sector rallied in Q2 2020, with the 70 TMT deals
announced during that period exceeding the tally reached
in any quarter of 2019. Their aggregate value (US$20.7
billion) reached levels not seen since 2018, before the worst
of US-China trade war-related issues began to materialize
and stifle activity. No industry can boast of as resounding a
rebound through the first six months of 2020 as TMT.
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Tencent and
Hammer
Capital made a
Tencent and
mandatory offer several venture
for Yixin Group,
capital firms
which operates
acquired a
an online
Copy
stake
to fill
in online
automobile
space
real estate
trading and
information
financing
£8888.88
platform Tianjin
platform.
Xiaowu.

US$3.9bn

The sector contributed three of the five largest deals in H1
and seven of the 19 largest overall – more than any other
industry, spearheaded by the US$7.6 billion take private
of 58.com Inc. The next largest TMT deal saw a consortium
led by Chinese conglomerate Tencent and asset manager
Hammer Capital make a mandatory offer worth US$3.9
billion for Yixin Group, a listed company that operates an
online automobile finance transaction platform. Tencent
was likewise involved in the third-biggest TMT deal of H1,
as it and several venture capital firms agreed to acquire an
undisclosed stake in Tianjin Xiaowu Information Technology,
a China-based online real estate information platform, for
US$2.4 billion.

As these deals and many other, smaller transactions
make clear, TMT acquisitions remain a strategic focus
for companies operating in China. With or without the
coronavirus crisis, increased investment in technology
assets, be they ecommerce-related or in tangential
sectors such as computer services and software, was
always likely to occur.

Given the extent of the virus’s impact
on the way businesses operate and how
consumers transact, one should expect
TMT to remain a standout sector in
dealmaking across China moving forward.

US$2.4bn
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