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

Hong Kong ahead of the curve
in readiness for a new normal

Early Q2 2020 data reflects the downturn further – just seven
deals worth a total of US$884m were announced in April,
against 12 transactions worth US$1.3bn in April 2019.

Hong Kong M&A activity, 2017-Q1 2020

In the private equity (PE) space, activity remains muted.
Four deals were announced in Q1, the same tally as in the
previous two quarters, but the aggregate value of these
transactions has been deteriorating since Q4 2018 (five deals
worth US$3.3bn). The four deals announced in Q1 2020, in
contrast, were worth a total of just US$48m, a decline of 87.9%
from the US$398m of PE deals announced in Q4 2019.

Property is king in Hong Kong

The largest deal of Q1 2020 in Hong Kong was in the real
estate sector. Admiral Power Holdings, an acquisition vehicle
owned by billionaire Peter Woo, proposed a privatization by
way of scheme of arrangement for property investment and
development group Wheelock and Company. The deal is worth
almost US$6.2bn, more than three times larger than the second
biggest of the quarter. Real estate also accounted for Hong
Kong’s third largest Q1 transaction (US$1.2bn), a conditional
voluntary general cash offer by investment holding company
Lai Sun Development to acquire all the issued shares of Lai
Fung Holdings, which focuses on property development in
Mainland China.
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However, a closer look reveals that half the
deals in Q1 were announced in January. Just
eight were logged in February, and only seven
in March. More worrying still, 77% of the deals
announced in Q1 are pending, as are 88% of
the transactions announced in Q4 2019.

Private equity struggles

Deal Volume

At first glance, the 2020 M&A deal data for Hong Kong looks
surprisingly solid considering how early it was hit by COVID-19
– 30 deals were announced in the territory in Q1 2020, down
just 9% from 33 logged the previous quarter. Meanwhile,
aggregate deal value in Q1 2020 soared to US$11.6bn,
approaching four times the US$3.3bn worth of deals posted
in the previous quarter, and marginally higher than the
US$11.3bn logged in Q1 2019.
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Consumer and TMT to the fore

It is unsurprising, given these figures, that Hong Kong’s
real estate deals eclipsed those of all other sectors
combined (US$7.3bn against US$4.3bn). The next most
valuable sector was consumer (US$2.1bn) – which
contributed the second largest deal of the quarter,
the privatization offer worth US$1.9bn for supply chain
solutions provider Li & Fung by a consortium representing
the founding Fung family. Technology, media and telecom
(TMT) came in third with US$944m.

Test, track, trace, reopen

Given what we now know about the coronavirus and its
impact on other economies around the world, Hong Kong
has weathered the pandemic at least as well as, if not better
than, could have been expected.
The territory’s benchmark Hang Seng stock index fell 24%,
from 28,543.52 points at the start of 2020 to a nadir of
21,696.13 on 23 March. But since then, the exchange has
charted a course to recovery, climbing back up 13.6% to
24,643.59 points at the end of April.
In respect of lives lost to the COVID-19 crisis, Hong Kong
has suffered markedly few. According to real-time statistics
provider Worldometer, the territory of almost 7.5m people
has recorded only four deaths related to the virus at the
time of writing, and none since 13 March. It was able to do
this even without imposing as severe a lockdown as other
countries by following a rigorous testing, track and trace
program, asking infected individuals to self-isolate, and
bringing in strict controls at its borders.

Hong Kong top sectors by value I Q1 2020
US$ (m)

Real Estate
Consumer
TMT
Business Services
Financial Services

7,327
2,050
944
650
256

Hong Kong top sectors by volume I Q1 2020
Deal count

Financial Services
Business Services
TMT
Consumer
Industrials & Chemicals

8
7
4
4
3

Hong Kong top bidders by value I Q1 2020
US$ (m)

Hong Kong SAR
Mainland China
USA
British Virgin Islands
Australia

10,994
383
125
50
34

Hong Kong top bidders by volume I Q1 2020
Deal count

Hong Kong SAR
Mainland China
USA
British Virgin Islands

18
4
3
2
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Hong Kong top deals, Q1 2020

1
Burgeoning biotech hub

There are reasons, then, to be optimistic about Hong Kong.
Though a second wave of the disease is possible, the territory
has shown it can mitigate the worst effects of the coronavirus
on its population.
This sense of purpose could well extend to dealmakers, though
that does not mean there will be an instant return to business
as usual. The COVID-19 pandemic has had inescapable
impacts on all parts of the economy – some industries, even
if conditions begin to improve in the region, will not recover in
the near or even medium term, while others are likely to attract
increasing amounts of attention.
Transportation is just one of the sectors to have suffered
mightily in the light of countries’ stay-at-home orders and other
travel restrictions – in fact, not one transportation deal was
announced in Q1 2020 in Hong Kong.
One of the territory’s most famous companies, flag carrier
Cathay Pacific, has not escaped peril. In mid-April, the group
reported that its Cathay Pacific and regional Cathay Dragon
lines carried 90% fewer passengers and 35.6% less cargo in
March compared to the same month last year. Many question
whether the group will survive without a bailout.

On the other hand, companies in the pharma, medical and
biotech (PMB) space are attracting more attention. In the last
couple of years, Hong Kong has worked hard to build itself up
as a biotech hub. In April 2018, the Hong Kong Stock Exchange
enabled a new path to initial public offerings for ‘pre-revenue’
biotech companies (those that are yet to sell products to
patients). Groups from Mainland China, who previously looked
to list on the Nasdaq, have expressed considerable appetite for
this model. In the light of the virus’s spread, retail investors and
PE firms alike are expected to funnel more resources towards
PMB businesses.
According to financial markets platform Dealogic and the Hong
Kong Stock Exchange, in 2019 the territory became the world’s
second largest centre (after New York) for biotech fundraising.
Apart from its superior infrastructure and already robust
fundamentals in respect of financial and legal services, firms
in Hong Kong also benefit from strong government funding
and a concentration of talented R&D professionals. The biotech
sector, undoubtedly, will continue to thrive in the territory in the
post-COVID-19 era, and is set to capitalize on the growth of
PMB industries, generally, throughout Asia.

Spearheaded
by billionaire
Peter Woo, the
privatization
of Wheelock
& Company
comes amid
the Hong Kong
real estate
industry’s
worst-ever
swoons.

US$6,157m
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As part of a
long-term
restructuring,
Li & Fung, the
world’s largest
supplier of
consumer
goods, will go
private, having
been listed on
the Hong Kong
Stock Exchange
since 1973.

US$1,857m

3
Lai Sun
Development
made an offer
to acquire all
the shares
it does not
already own
in Lai Fung
Holdings, with
a view towards
streamlining
the corporate
structure of
the property
development
group.

US$1,170m
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Sector Watch:
Consumer
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That figure for Q1 was buoyed in large part by the fact that
the consumer sector contributed the quarter’s second biggest
transaction overall, namely the US$1.9bn privatization offer for
Li & Fung, one of only three billion-dollar deals. But the sector
also accounted for three other top-14 deals, albeit that the most
valuable of those – the acquisition of 78.66% of the total issued
share capital in beauty products retailer Bonjour Holdings by
Chen Jianwen, a private investor – was worth just US$85m.

Hong Kong consumer M&A activity,
2017-Q1 2020

The larger Li & Fung deal – which shareholders greenlit on
13 May – unsurprisingly has more to say about the possible
direction of Hong Kong’s consumer industry.

Deal volume

Hong Kong’s consumer sector opened the year with a quarteron-quarter increase in value, in spite of logging one less deal
(four) than in Q4 2019. The aggregate value of consumer
deals announced in Q1 2020 was US$2.1bn, up 23.7% from
the US$1.7bn recorded the previous quarter. That US$2.1bn,
however, represents a more than 11-fold increase on the
US$179m of consumer deals recorded in the same quarter
last year.
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Hong Kong top consumer deals,
Q1 2020

1
As part of a
long-term
restructuring,
Li & Fung, the
world’s largest
supplier of
consumer
goods, will go
private, having
been listed on
the HKEx since
1973.

US$1,857m
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Chen Jianwen,
a private
investor,
DA Wolf
acquired
Investments I
78.66% of the
Limited, led by
total issued
sole director
share capital Copy
Chen
to fill
Ningdi, a
in Hong Kong- space
private investor,
based HKExmoved to
listed beauty £8888.88
acquire all of the
products
issued shares
retailer Bonjour
in DL Holdings
Holdings.
Group Ltd, a
holding company
US$85m
engaged in
the trading of
garments and
accessories.

US$71m

Li & Fung, founded more than a century ago, grew into the
world’s largest supplier of consumer goods, paralleling
Mainland China’s evolution, starting in the last couple of
decades of the 20th century, as the ‘factory of the world’.
But over the last several years, the company’s share price
and profits have declined. As reported by Mergermarket,
Li & Fung recorded a 23% year-on-year drop in core
operating profit for the 12 months to 31 December 2019.
This was attributed to consumers’ continued pivot to
ecommerce platforms and the closure of bricks-andmortar stores around the world, factors that will likely be
exacerbated in the aftermath of COVID-19.
The company has said that going private – its last
trading day was 15 May, having been listed since 1973 –
will help it implement some major restructuring more
effectively. This will include the streamlining of operations
and making better use of technological advancements
such as 3D printing and design.
Some experts predict that COVID-19 will induce a
permanent sea change in consumer behavior. If that proves
to be even partly true, companies in the sector must be
prepared to commit an even greater proportion of their time
and resources towards digital innovation. This includes
not only advancing their online sales platforms, but also
bolstering social ecommerce and improving user experience.
At the opposite end of the supply chain, prescient consumer
companies may turn their eye towards localization. If
COVID-19 presages similar pandemic crises, localized
supply chains may have more long-term appeal, in addition
to being less environmentally impactful.
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