Deal Drivers: Japan
A spotlight on mergers and
acquisitions trends in Q1 2020

Japanese dealmaking holds steady
in Q1 despite COVID-19 threat

Deal volume in the first quarter of this year (112 deals)
likewise exceeded 2019’s average quarterly totals (109
deals) (excluding the exceptional fourth quarter which was
something of an outlier).
While the market has held its own through the first three
months of the year, it will be interesting to see how many of
these deals come to fruition: at the time of writing, only 29%
of the 112 deals announced are completed. To date, none
have been withdrawn, though in the circumstances it is
possible that some of the remaining 71% of deals pending
may be retracted.

The largest deal of Q1 2020 came in the industrials &
chemicals space, as multinational conglomerate Hitachi
launched a tender offer worth US$4.9bn to fully acquire
electrical and automated equipment manufacturer Hitachi
High-Technologies, in which it already controlled a 51.73%
stake. It was the quarter’s only billion-dollar transaction,
against two such deals in both the same period a year ago
and in Q1 2018.
The industrials & chemicals sector also accounted for Q1
2020’s third largest announced deal, Showa Aircraft
Industry’s US$858m acquisition by a fund operated by USbased PE firm Bain Capital. This was the only top-10 deal to
feature a foreign bidder.
Of the 112 deals announced in the quarter, only nine
involved an overseas buyer, and just one country – South
Korea – was the source of multiple bids. This is reflective of
a multiyear trend that has seen inbound foreign M&A
dwindle as dealmaking among Japanese buyers climbs.
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DEAL VALUE

The US$13bn of announced deals recorded
in Q1 2020 is a 55% increase on the same
period last year as well as being up on both
Q2 and Q3 2019 – the average deal value for
those three quarters was US$9.7bn.

Just one megadeal in Q1

DEAL VOLUME

Despite the devastation caused by COVID-19 in the first
quarter of 2020, Japanese M&A was not hit as hard as
expected, and, in fact, saw a year-on-year increase in
deal value.
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Japan well placed to survive COVID-19 crisis

There was some expectation among forecasters that the
prosperity of Q4 2019 (in which a record US$40.9bn worth of
deals were announced) would mark the beginning of an
especially uplifting period for Japanese M&A in 2020. The
outbreak of the coronavirus, however, has thrown all such
predictions into jeopardy. In practice, given these
unprecedented times, little can be gleaned from the Q1 data
about the prospective course of dealmaking through the rest
of the year.
How Japanese businesses fare through the crisis and beyond
is yet to be determined. Stock markets in the country, as is the
case the world over, have been hit hard by the coronavirus
pandemic. The Nikkei 225 shed 18.5% of its value between the
beginning of the year and the end of March, falling to 18,917
points from 23,204.
However, Japanese companies are sitting on large cash piles
– US$4.8tn according to corporate filings submitted in
September 2019. Though such frugality has often seen these
businesses garner criticism from overseas shareholders, these
considerable reserves may prove to be a balm for these
difficult times.
Once the worst of the pandemic has passed, these cash
hoards could put Japanese firms in a position to spring out of
the gate and pursue new M&A opportunities faster than their
peers in other parts of the world. In particular, outbound
Japanese M&A activity had been enjoying something of a
boom time, especially in 2018, which registered a 116.4%
increase on the year before.

Japan top sectors by value I Q1 2020
		
Industrials & Chemicals
Financial Services
TMT
Consumer
Phama, Medical & Biotech

USD (m)

6,035
1,383
1,258
1,066
983

Japan top sectors by volume I Q1 2020
		
Consumer
Industrials & Chemicals
TMT
Business Services
Construction

Deal count

24
19
18
16
10

Japan top bidders by value I Q1 2020

		

Japan
USA
South Korea
Hong Kong SAR

USD (m)

11,682
858
470
28

Japan top bidders by volume I Q1 2020
		
Japan
South Korea
Switzerland, Hong Kong SAR, Germany, USA,
Italy, China, Channel Islands (each)

Deal count

103
2
1
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3

Though the surfeit of outbound deals tempered slightly in
2019, the year still featured a handful of standout
transactions, headlined by the US$11.3bn takeover of
Australian brewery CUB by the Asahi Group. Japan’s appetite
for outbound deals may resurface after the COVID-19
pandemic passes.
In the interim, Japanese companies could continue to pursue
restructuring and corporate consolidation. Much the same
happened in the immediate aftermath of the 2008 financial
crisis, though the conditions of that crunch were markedly
different from the pressures being exerted by the pandemic.
After the financial crisis, Japanese deal volumes declined until
2010, at which point they rose for three consecutive years
back to pre-crisis levels. A slight dip in 2013-14 was followed
by further upticks in activity before the market reached record
levels in 2016. Industries such as business services,
technology, media & telecommunications (TMT), and specific
consumer segments might be able to capitalise if the Japanese
governments adopts more severe policies to combat the
coronavirus pandemic.

PE fundraising likely to grind to a halt

After a significant drop-off in PE deals in 2018 (registering only
US$3.7bn in value), the sector recovered in 2019, with total
deal value rising to US$14.4bn. The industry buyout appeared
to be following the same path through the start of this year.

Japan recorded 21 PE deals in Q1 2020. Coincidentally,
precisely the same number of deals were logged in every first
quarter of the past three years. As was the case with M&A
overall; total PE deal value in Q1 2020 (US$3bn) represented a
decline from that recorded in Q4 2019 (US$6.6bn), but was
mostly analogous to the US$3.1bn recorded in Q1 2019 and
more than double the US$1.3bn from the same quarter in
2018.
The implication is that the sector would continue to follow a
robust recovery path in 2020, buoyed by the continued
attractiveness of these assets to major funds, as evidenced by
Bain Capital’s purchase of Showa Aircraft Industry and the
acquisition of a 49.86% stake in Kodama Chemical by Tokyobased private equity fund Endeavour United.
But the coronavirus’s impact on markets raises fears that
fundraising and dealmaking could come to a standstill. Just
US$9bn was raised in Q1 2020 by 35 Asia-focused funds, the
worst start to the year since 2010 according to alternativeassets research firm Preqin.

Japan top deals I Q1 2020

1
The full
acquisition
of Hitachi
High-Tech
Corporation by
multinational
conglomerate
Hitachi
resulted in the
quarter’s only
billion-dollar
transaction.

2
Sogo Medical
Holdings Co.,
Ltd. was taken
private via
tender offer/
management
buyout by
Tokyo-based
PE firm Polaris
Capital Group.

US$4,886m US$858m

3
A fund operated
by US-based
PE firm Bain
Capital acquired
Showa Aircraft
Industry Co.,
Ltd. This was
the only top-10
deal to feature a
foreign bidder.

US$858m

This does not mean that opportunities will fail to materialise.
Companies that find themselves languishing amid falling
revenues could pursue asset sales as they look to focus on the
core elements of their business. PE firms, currently sitting on
US$1.5tn in dry powder, according to Preqin, will be able to
make the most of those openings.
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Sector Watch:
Industrials & chemicals

Several are idling plants in Japan and other parts of the world,
and the likes of Toyota, Nissan and Honda have already seen
their credit ratings downgraded. Slowdowns in the automotive
space will likewise affect businesses in the chemicals and
materials subsector, which carmakers usually rely on for raw
materials including plastics and rubber.

Japan industrials & chemicals M&A activity
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The 19 industrials & chemicals deals announced in Q1 2020
are comparable to those recorded during the same period
in 2019. Until recently it seemed as though the sector
might follow the same trajectory as last year, with a greater
volume of deals announced as the months wore on, but the
coronavirus pandemic undermines fundamentally such
rosy forecasts.

In Japan’s asset-heavy industrials & chemicals industry, it is
the automotive subsector that usually delivers the highest
quarterly M&A totals. However, in the near term it seems
carmakers are poised to feel the brunt of coronavirus’s impact
on supply chains and consumer demand.

DEAL VOLUME

Featuring the largest transaction of Q1 2020, industrials &
chemicals is, by a considerable margin, Japan’s standout
sector of the year so far. With a total deal value exceeding
US$6bn, industrials & chemicals accounted for more than 45%
of the value of all deals announced in the quarter, in spite of it
contributing less than 17% of total transactions.
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That being said, many of the larger chemicals businesses
and industrial manufacturers in Japan are typically
embedded in broader networks of companies.
These cash-rich conglomerates, which have for the
last several years pursued consolidation strategies –
highlighted by deals such as Takeda Pharmaceuticals’
acquisition of biopharmaceutical company Shire and
Softbank’s takeover of mobile phone service provider
Sprint Nextel – may be better insulated from the effects
of the coronavirus crisis and well situated to capitalise on
acquisitions during and in the immediate aftermath of the
pandemic. Hitachi – the acquirer in the largest transaction
in Japan in Q1 2020 – is one example of the sort of
household name that could be dealing again once the
crisis subsides.

Two other acquisitions also illustrate where the sector may
be heading in the near to medium term. The first is the
US$858m acquisition of Showa Aircraft Industry by PE firm
Bain Capital.
Second, Toshiba Machine, at one time a subsidiary of
the Toshiba Corporations, is the target in a US$236m
transaction – the 13th largest of the quarter – featuring
Yoshiaki Murakami, Japan’s most famous activist investor.
The Murakami consortium is looking to increase its stake
in Toshiba Machine to a maximum of 43.82% and have
set a minimum of 27.25%, with the goal of improving
the company’s return on equity and shareholder value.
Bidders with cash on hand could capitalise on weak stock
performance and other complications presented by the
coronavirus outbreak to make opportunistic acquisitions.

Japan top industrials & chemicals deals

1
Hitachi’s 100%
acquisition
of Hitachi
High-Tech
Corporation
was Japan’s
largest deal
in Q1 2020,
as well as
the largest
industrials &
chemicals deal.

US$4,886m

2

3

Japan-based
manufacturer
of special
Industrial
purpose vehicle
machinery
and aircraft
manufacturer
equipment
Toshiba
Showa Aircraft
Machine Co.,
to fill
Industry Co. Ltd.Copy
Ltd. is the
was acquired space
target in a
by PE firm Bain
bid featuring
£8888.88
Capital.
Yoshiaki

US$858m

Murakami,
Japan’s most
famous activist
investor.

US$236m
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