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AsiA-PAcific M&A: 
investing in the 
Mid-MArket 

Asia-Pacific continues to increase in importance for the global 
mergers and acquisitions (M&A) market. in china, returning 
confidence following the nation’s once-a-decade leadership 
shuffle in 2012 has led to renewed interest across the north 
Asian market from both strategic and private equity investors. 
the patchwork of countries comprising southeast Asia presents 
significant opportunities for investors willing to accept the 
attendant risks – but not without first considering effective 
strategies for completing acquisitions in the region.
 
While mega deals continue to dominate the headlines, Asia’s M&A  
story remains largely written by the middle market. Asia-Pacific is home  
to a deep pool of companies with enterprise values of between US$50m 
and $500m, and M&A in this segment drives deal activity in the region. 

sights on the middle market
Small and medium-size deals comprise the vast majority of M&A activity 
in Asia with transactions over US$500m accounting for just 8% of volume 
(Figure 1). Deals in the US$50m to $500m range totaled 536 deals for 
2013 worth US$91.6bn, accounting for 35% of volume and 32% of value 
in 2013, respectively.

There is a large universe of high growth companies in Asia’s mid-market 
that continues to attract strategic acquirers seeking quality additions to 
their regional or global enterprises. Although these companies may not 
rival the large-cap segment in terms of brand recognition, mid-market 
companies play an important role in buy-and-build strategies. Further, 
many of today’s mid-market companies are SMEs that survived and 
thrived since the most recent global financial crisis and have proven  
to be strong and savvy competitors making them all the more attractive 
acquisition targets.

Deal activity has been largely intra-regional – 84% of middle market 
transactions were cross border or domestic deals within the region – 
highlighting the difficulty for Western buyers to compete with local 
acquirers in Asia.
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figure 1: Asia-Pacific mid-market M&A breakdown
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figure 4: southeast Asia mid-market M&A (2013)
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figure 3: china outbound M&A volumes
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Private equity firms have likewise been active contributors to mid-market 
buys, completing 84 buyouts worth US$17bn in 2013. Deal activity is 
expected to heat up in the year ahead on the heels of regulatory changes in 
China and as buyouts become a more widely used tool for investment in Asia. 

china’s domestic and cross-border potential
China is Asia’s largest market for M&A with 775 domestic and inbound 
transactions worth US$132bn in 2013.  This comprises roughly 31%  
of the geographic pie in volume terms and 37% by value.  

Chinese M&A accounted for the bulk of mid-cap transactions, with 40% of 
regional deal volume and 42% of value (Figure 2). China’s mid-market potential 
lies in companies founded by entrepreneurs in the last few decades, companies 
that have since reached a level of maturity with critical mass and industry 
expertise. These companies are attractive targets for foreign MNCs and local 
corporations looking for entry points or expansion. These companies continue to 
be prized by private equity firms that want to deploy growth capital and create 
value by helping these companies reach the next level of success.

While China remains a largely inbound and domestic market for M&A,  
a rising wave of acquisitive Chinese companies venturing beyond their 
national borders has created an uptick in outbound transactions since 
2010. In 2013, 120 outbound transactions were completed, with 34% 
in the middle market (Figure 3). While sector focus varies with geography, 
most outbound China acquisitions follow the strategy of acquiring brands or 
technologies that can be leveraged in China to improve growth, profitability 
and broaden the expertise of the acquirer. The outbound trend is expected 
to continue in the years ahead as financing becomes more readily available 
and government support for these transactions remains strong.

southeast Asia: room for growth
Investment in Southeast Asia has been a hot topic in the media and 
amongst the investment community this past year, but deal activity has 
been relatively light, compared to China. In 2013, the sub-region’s main 
economies – Indonesia, Malaysia, Philippines, Singapore, Thailand, and 
Vietnam – accounted for only 14% of regional mid-market deals. While this 
was greater than Asia’s developed markets, Japan and Australia, each with 
12% of mid-market volume, data shows that investor hype surrounding the 
region’s potential has yet to fully translate into significant deal making. 

For 2013, Southeast Asia saw only 97 announced deals. Singapore, 
Malaysia and Indonesia led the pack in both volume and value, while the 
surging Philippines garnered 12% of value (Figure 4). Currency volatility 
in Southeast Asia going into the second half of 2013 stymied investors’ 
appetite, but renewed activity could materialize in the run-up to the  
creation of the ASEAN Economic Community in 2015.  

Like China, Southeast Asia’s middle market is home to many established 
companies with deep roots in the local community. These companies, having 
weathered fallout from the Asian financial crisis in 1997 and the recession in 
2008, exhibit resilience to economic trauma that has put them on the radar 
screens of inbound investors. However, seller’s valuation expectations reflect a 
general optimism for continued strong growth that often proves too bullish for 
investors. An inability to agree on price has created deadlocks between buyers 

figure 2: Mid-market target geographies (2013)
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spotlight on the middle market

the middle market continues to drive Asia-
Pacific deal activity as investors search for 
opportunities to acquire quality companies 
across the region’s high-growth economies. 
houlihan Lokey’s Jeff Wilson discusses 
trends in this deal segment and best 
practices for investors.

Asia’s middle market has captured investor 
attention, but what must dealmakers be mindful 
of before entering the market? 

The typical mid-market investor is looking for proven businesses 
with experienced management that have significant room for 
growth. These tend to be private, family-owned companies that 
grew from a start-up into a more mature entity. Dealmakers need 
to be mindful of the unique dynamics of family-owned businesses 
that have been built upon and rely on relationships that are 
often controlled by the company’s founder. In this environment, 
successful investors utilize a combination of building trust and 
friendship with the company’s owners and management while 
conducting thorough due diligence.

Unlike most Western markets, leveraged buyouts in Asia are quite 
rare. The majority of deals occurring in the middle market are 
purchases of minority positions that come with limited rights and 
protections for the investor. This structure provides the investor with 
access to a high growth opportunity while allowing the entrepreneur  
to remain in control of the business.  

As difficult as it may be to deploy capital, one topic that is at the front 
of many people’s minds these days is the ability to exit investments.  
As numerous investments made in recent years have failed to IPO,  
a clear path to exit is becoming a critical condition for new 
investments. Investors often have a right to force an exit, but in 
practical terms such action is unrealistic without the buy-in of the 
majority shareholder. These situations are causing investors to become 
more creative in seeking exits and in structuring new investments. 

how do investors source quality deals? What must they be prepared  
to do to win deals and best their competitors?
Few deals simply fall into the laps of investors, so investors 
need to maintain a deep and wide network of referral sources.  
These networks consist of bankers, lawyers, consultants, active 
members of the local business community, family friends, informal 
middlemen, and a host of other characters. 

In order to close deals and beat the competition, investors need to 
spend significant time on the ground meeting the target company, its 
owners and management, and develop a personal relationship. This is 
difficult to accomplish by flying in once a month for a quick meeting. 
Investors, both financial and strategic, also need a strong track record 
of being a sound partner and contributor. This includes being able  
to demonstrate value from partnerships with previous investees.  
This could be through past experience creating growth for a company, 
elevating its profile domestically or internationally, improving 
operations, delivering financial returns to the partners, and effecting 
mutually beneficial exits either though IPOs or other means.  

With private equity often limited to minority deals, what are the most 
effective ways to exit these investments?
Private equity basically has three options to exit minority investments: 
1) the company can list on the public markets, which has been 
difficult as of late; 2) the investor can exit via M&A, which typically 
requires agreement from the chairman or other major shareholders;  
or 3) the investor can sell the stake on the secondary market to 
another financial investor, which is becoming more common. 

There are a number of factors that impact the success of selling a 
minority stake to a secondary investor. The financial performance of 
the business is a key consideration, but, there are many other factors 
such as what rights can be passed on and what exit options exist for 
the new investor. If the new investor simply buys the minority stake, 
the company may not view the new investor as adding value. It is 
often a better fit if the company needs additional growth capital  
or other strategic support that the new investor can provide. 

We expect to see the secondary market grow in Asia as it has in 
the West, but minority investments come with an additional layer 
of complexity that will require creative approaches to structuring 
these exits.

What have been some of the highlights of china’s outbound deal 
activity, and where is it likely to go?
In terms of the China outbound story, we expect to see headline deals 
in the natural resources space, as China seeks to secure its energy 
needs by acquiring oil, gas and mining assets around the globe. 

In the middle market, we are seeing increased interest in consumer 
products, food and beverage, and industrial technologies. Food 
security is a national priority issue in China, highlighted by the 
recent Shuanghui deal, and we expect to see many additional 
smaller transactions in the food and beverage sector. As Chinese 
manufacturers move up the value chain, purchasing international 
brands and technology will also be a priority. 

China outbound deal volume is likely to continue to grow due to:  
1) an increase in the number of deal participants — as Chinese 
companies grow and mature there should be more companies  
with the skill and sophistication required for cross border M&A; and 
2) pressure on A-share listed companies to justify their relatively high 
valuations — these businesses should seek acquisitions of brands 
and technology to counteract slowing organic growth. 

From a volume perspective, most transactions will likely be in the 
middle market. These smaller deals typically do not involve public 
or political scrutiny that increases the risk of deal completion. 
Many Chinese companies want to start small in terms of price and 
complexity and learn as they go when making acquisitions abroad. 
The fastest growing segment of our Asia business is assisting 
Chinese buyers to navigate M&A processes in the US and Europe. 
 
Houlihan Lokey is an international investment bank with  
expertise in mergers and acquisitions, capital markets,  
financial restructuring, and valuation.
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figure 6: Asia-Pacific Pe exits by volume
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and sellers and has negatively impacted the number of deals that close in this 
region. Investors are finding it difficult to identify attractive companies willing 
to sell for a reasonable price. 

Private equity: Minority stakes and secondary buyouts
For private equity, the Southeast Asian and Chinese markets remain 
defined by minority stake acquisitions due to government regulations  
on foreign ownership and the nature of privately held companies – there 
remains a distrust of selling to an outsider and the private equity model 
has not been fully embraced. As these markets evolve, a wider acceptance 
of buyouts will develop over time.

In China there has been a dearth of PE-backed buyouts. With only 49 such 
transactions in 2013, China was overshadowed by neighboring India, and 
had only four more deals than South Korea. Opportunities could present 
themselves as privately held companies in China face succession issues,  
or as government regulations evolve.

Similarly, buyouts have been scarce in Southeast Asia – only 21 were 
completed in the sub-region in 2013. The majority of private equity 
investment was in the form of venture or growth capital (Figure 5).

Although private equity practitioners have historically favored IPO’s to facilitate 
exits due to their relatively high valuations, they are now searching for 
alternatives, particularly due to the hiatus in listings in China’s capital markets. 
One alternative that has gained traction recently is secondary buyouts (SBO),  
an exit option more commonly used in Western markets (Figure 6). 

As SBOs gain traction in Asia-Pacific, the market is set to see an increase 
in handoffs of investments from one private equity firm to another as one 
fund’s life ends and the other seeks to put new capital to work. Many of 
these investments are into companies that have grown in recent years, but 
require additional time to reach critical mass for an IPO when the markets 
reopen, or a trade sale.
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