
Despite trepidations following declining 
economic growth in China, which slipped 
below 7% for the first time since 2009, 
M&A activity in Asia has continued 
unabated. Deal values reached US$984bn 
in 2015, led by a strong showing from 
North Asia. The northern sub-region – 
consisting of China, Hong Kong, Macau, 
South Korea, Japan, Mongolia and Taiwan 
– accounted for 67% of Asia-Pacific deals 
by volume and 80% of value in 2015. 

Since 2012, M&A has been on an upward 
trajectory in North Asia. Deal value 
rose 58% year-on-year in 2015 and deal 
volume increased by 10%.

Inbound deals, however, have declined 
year on year, dropping 31% by volume 
and 42% by value following stock 
market volatility and speculative fears 
of overinflated markets in China. 
This retreat was also driven by fears 
of collateral damage from China’s 
deceleration on neighboring markets. 
Nevertheless, the signing of free trade 
agreements (FTA), such as Australia’s 
North Asia FTAs and a similar agreement 
between South Korea and China, is 
ushering in an era of heightened bilateral 
or multilateral governmental cooperation 
for smoother trade, which is generally 
seen as a harbinger of increased M&A 
activity to come.

CHINA: CHANGING GEARS FOR 
SUSTAINABLE GROWTH
China’s slowing growth has so far had 
little impact on the country’s booming 
M&A market. In 2015, 1,776 deals were 
announced, nearly double the 745 deals 
in 2012. Deal value increased for the fifth 
consecutive year to reach US$486.9bn,  
up from US$348bn in 2014.

As China continues its transformation 
from an industry-heavy export economy 
to a consumer-based economy, it remains 
attractive for foreign companies. This is 
especially true as new growth engines 
are identified in the nation’s gradual 
rebalancing towards consumption.

While China remains the key destination 
for foreign inbound M&A in North 
Asia, it had only 90 deals in 2015, 
down from 146 in 2014. Despite the 
government’s commitment towards 
encouraging inbound investment, 
recent market volatility, coupled with 
the slowing economy, has led to a drop 
in foreign direct investment. The central 
government’s anti-graft campaign may 
also be generating cause for hesitation, as 
it begins to impact foreign companies. The 
fear of exposure to regulatory risk and the 
lack of transparency on ways to mitigate 
such risk may forestall foreign investors 
looking to invest in Chinese targets.
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JAPAN: DIVESTMENT BARGAINS
The fall in demand from China, Japan’s 
second-largest export market, has 
particularly hurt Japanese manufacturers 
and caused overall exports to contract 
for the first time in more than a year 
in October. Additionally, the Japanese 
economy entered its fourth technical 
recession in five years in Q3 2015.

Due to deteriorating economic 
conditions at home, in tandem with 
changing demographics of an aging 
and shrinking population, Japanese 
corporates have engaged in a massive 
outbound buying spree in search of new 
markets for growth. Outbound values 
soared to US$89bn, up from US$53.3bn 
in 2014. As part of the structural reforms 
being carried out under the “third 
arrow” of Prime Minister Shinzo Abe’s 
so-called Abenomics, Japan’s cash-rich 
companies remain under pressure to put 
their money to work for shareholders. 

In terms of inbound M&A, the steep 
falls in the yen of late has added to the 
allure of Japanese companies, which 
often have good fundamentals, image-
enhancing globally recognized brands, 
as well as efficiency-optimized precision 
production in the technology sector. As 
targets, this makes them attractive for 
strategic foreign investors desiring to 
gain access to intellectual property and 
operational know-how. 

The trend of Japanese corporates 
divesting non-core or underperforming 
businesses and assets, as they try to 

return value to shareholders, is also 
likely to drive inbound and domestic 
M&A. As these divested assets come 
to market, there will be significant and 
continued opportunities for domestic 
companies, private equity firms, and 
foreign multinationals. This is especially 
true as Japan’s newly-minted corporate 
governance code signals the beginnings 
of a fairer and more transparent 
business climate in the country. 

SOUTH KOREA: GENERATIONAL 
CHANGE DRIVES DEALS
South Korea enjoyed a strong year 
for M&A, with deal value reaching 
US$87bn from 356 deals, up from 2014’s 
US$77bn with 331 deals. Domestic 
activity has been fuelled by large 
Korean corporations like Samsung 
and SK Group as they realign their 
business portfolios, and by the country’s 
family-controlled chaebol companies 
in their quest for leaner operational 
models as part of generational shift 
in management, which involves the 
divestment of non-core assets.

The country has been feeling 
reverberations from the deceleration 
in China, which accounts for almost a 
quarter of South Korean trade. Depressed 
corporate earnings due to the slowdown 
in exports, combined with increasing 
competition from Chinese companies, 
is expected to lead to an uptick in M&A 
activity as sectors currently falling into 
distress begin to consolidate.

HONG KONG: PRIVATE EQUITY 
OPPORTUNITIES ABOUND
M&A activity in Hong Kong increased 
for the fourth consecutive year in 2015. 
There was a three-fold surge in deal 
value, which rose to US$141bn from 
US$40bn in 2014.

Equally, Hong Kong is on track to 
maintaining its popularity for raising 
capital through the equity market, 
despite aftershocks from the mainland’s 
stock market volatility earlier in the year. 
The autonomous region overtook New 
York as one of the top venues for IPO 
listings globally with close to US$30bn 
worth of new equity offerings in 2015. 

Chinese corporations represent the 
large majority looking to list on the 
HKEx, aided in part by the Shanghai-
Hong Kong Stock Connect pilot 
programme. In 2015, the HKEx saw 
several headline-making listings, 
including Chinese home-improvement 
mall operator Red Star Macalline’s 
US$931m IPO, backed by private-equity 
firm Warburg Pincus.  

South Korea

Japan

Hong Kong

Taiwan

Macau

China

Key

2014    331    $76,865
2015    356     $87,265 

2014    391    $32,163 
2015    395     $61,599 

2014    37  $3,208 
2015    60  $13,426 

2014    155    $40,328 
2015    196    $140,829 

2014    1,415     $348,280 
2015    1,776     $486,927 

Year   Volume    Value (US$m) 
2014    1     $15 
2015    2     $68  

2014    5     $149 
2015    4     $2,141

Mongolia

NORTH ASIA M&A DEAL FLOW (DOMESTIC & CROSS-BORDER)
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Hong Kong overtook New York as one of the top venues for IPO 
listings globally with close to US$30bn worth of new equity 
offerings in 2015.
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“China’s macro drivers, SOE reform, a closed IPO 
market and lower valuations will provide attractive 
acquisition potential for inbound investors with the 
appropriate risk profile. To maximize transaction 
results going forward, investors need to look beyond 
attractive valuation and focus on a comprehensive 
due diligence program.”
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NORTH ASIA M&A: CHINA OUTBOUND

Executive Director and Head of International 
M&A at CITIC Securities Michael Buckley 
discusses investment trends in North Asia and 
the rising prominence of China’s outbound 

acquisition forays. 

THE SLOWDOWN IN CHINA DOES NOT SEEM TO BE 
HAVING A NEGATIVE IMPACT ON THE M&A MARKET 
IN NORTH ASIA. WHAT HAVE BEEN THE BIGGEST 
CHANGES SHAPING CHINESE M&A?
One of the most noticeable changes that is defining 
activity in the region has been China’s shift from an 
industrial and manufacturing-intensive economy to one 
driven by consumption and consumer services. This is 
being reflected in outbound M&A, which until recently 
was focused predominantly on acquisitions of energy 
assets by the country’s state-owned enterprises (SOEs). 
Declining energy deals have followed the downturn 
in the commodity market, but this deal flow has been 
compensated by acquisitions in the consumer, TMT,  
and other service related industries. 

Chinese companies have been aggressive as they 
pursue cross-border acquisitions. They’re targeting 
companies in advanced economies with high-value 
brand reputations and operational best practices – 
tangible and intangible assets they hope to leverage 
in the domestic market and, more importantly, as part 
of globalization strategies as they look beyond their 
own borders for growth. These companies are learning 
quickly as they cross borders to make acquisitions, 
realizing the benefit that M&A offers as a means to gain 
advanced technology, distribution channels, and talent 
to catalyze these expansions. 

WHO ARE THE MAJOR PARTICIPANTS DRIVING THE 
OUTBOUND TREND OF CHINESE ACQUISITIONS?
When we first started seeing outbound activity gain 
momentum about five years ago, China’s outbound 
investment was dominated by the SOEs. Today, however, 
private Chinese companies are also venturing beyond 
China’s borders. Recent research from KPMG showed 
that in 2010, SOEs accounted for 90% of deal value for 
these cross-border transactions. In 2014, the split has 
begun to even out, with privately owned enterprises 
accounting for 41% of outbound deal values. 

Chinese private equity firms are also becoming more 
active on the outbound side. While in previous years they 
focused primarily on pre-IPO investments, now we’re 
seeing them complete strategic investments alongside 
Chinese companies going abroad. These firms have been 
completing mostly minority stake investments, however, 
as they become more sophisticated, we have seen the 
occasional buyout. 

WHAT CHANGES TO THE REGULATORY AND 
FINANCING ENVIRONMENT HAVE BEEN 
ENCOURAGING M&A IN CHINA, IN BOTH DOMESTIC  
AND OUTBOUND TRANSACTIONS?
Regulatory reforms in China have been implemented 
to bring transparency and remove barriers to the 
approval process for outbound acquisitions. In 2014, 
China’s National Development and Reform Commission 

(NDRC) increased the approvals threshold to US$1bn for 
outward investment (from US$300m), which was then 
further relaxed to only investments involving “sensitive 
jurisdictions or sectors”. The government is no longer 
acting as a gatekeeper, but as more of a facilitator.  

Financing is likewise being streamlined. China’s banks are 
being encouraged to provide loans to companies engaging 
in cross-border M&A. With the People’s Bank of China 
reducing benchmark interest rates, Chinese corporates 
are able to borrow at cheaper rates, helping them in 
financing these transactions and providing impetus for 
the outbound trend to grow in the coming year. 

WHAT CHALLENGES DO CHINESE COMPANIES FACE 
AS THEY VENTURE ABROAD?
One of the main challenges these companies face is 
currency fluctuation. The government’s decision to devalue 
the renminbi (RMB) in the latter half of 2015 and the 
continued market pressure for further devaluations have 
made targets in some jurisdictions more expensive for 
Chinese firms. However, once these companies make the 
acquisition, the net earnings from the target will provide 
more cash flow in RMB terms than they did previously.

While other macro concerns impact, albeit to a limited 
extent, the outbound trend, the biggest stumbling block 
for Chinese firms will be their overall hesitation and 
risk aversion to international M&A. They will continue 
to have issues with the auction process, instead 
preferring bilateral negotiations, until they become more 
sophisticated and complete high-profile transactions to 
develop best practices for other Chinese firms to follow. 

MARKET VOLATILITY HAS CAUSED A FLIGHT OF 
FOREIGN CAPITAL FROM CHINA AND OTHER 
ASIAN MARKETS. ARE WE LIKELY TO SEE THESE 
INVESTORS RETURN IN 2016?
Valuations of Chinese assets have dropped considerably 
since H1 2015, mirroring the stock market downturn last 
June and through most of H2 2015. Although confidence 
in China has waned as the credibility of its stock market 
has deteriorated, I don’t think that’s enough to incite 
any significant trend for inbound activity. China’s macro 
drivers, SOE reform, a closed IPO market and lower 
valuations will provide attractive acquisition potential  
for inbound investors with the appropriate risk profile. 

To maximize transaction results going forward, investors 
need to look beyond attractive valuation and focus on a 
comprehensive due diligence program. Accounts can 
sometimes be incomplete or at worst, falsified. Entering 
with an air of caution and hiring independent financial, 
legal, and commercial due diligence providers can help 
reduce risk and ensure the legitimacy of the transaction.
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INDUSTRY FOCUS
China’s slowing growth is driving 
consolidation in struggling sectors. 
Accounting for 25% of deal volume in 2015, 
industrials saw the highest level of deal 
activity followed by technology, media and 
telecommunications (TMT) at 22% and the 
consumer sector at 10%, as companies 
look to drive expansion and benefit from 
the rebalancing of China’s economy. 

In terms of value, distribution across 
different sectors was more even, with 
the TMT sector accounting for 19% 
of activity, followed by consumer and 
industrials each at 13%.

As China’s growing middle class spends 
its rising disposable income on consumer 
goods, industry players are likely to 
continue on the acquisition trail. Deal 
activity in the sector is also likely to be 
driven by the conversion of retail chains 
to e-commerce, consolidation in mature 
product categories such as beverages, 
as well as forward-looking mergers with 
technology companies as consumer 
giants look to put intelligence into 
everyday consumer goods.

Industrial companies are also likely to be 
turning to M&A to drive growth in the face 
of the domestic slowdown. Despite rising 
wages, China remains the “factory of the 
world”. Meanwhile, the industrial sector 
is poised on the cusp of a sea change as 
global industry leaders such as General 
Electric (GE) explore marriages with 
technology, shifting towards what GE 
calls “Industrial Internet”, a digitally-
enabled industry which leverages the 
integration of emerging technologies 
such as big data and analytics. 

PRIVATE EQUITY: HEALTHCARE AND 
TECHNOLOGY ON THE RISE
Following a strong year of exits, private 
equity firms are returning capital to 
investors, raising new funds and preparing 
to invest. In 2015, there were 181 buyouts, 
having dropped from 2014’s 213 buyouts. 
Buyout values, however, reached 
US$62.4bn compared to US$51bn in 2014.

In 2016, private equity acquisitions 
are likely to be in the healthcare and 

technology sectors, as private equity 
firms look to cash in on the rising value 
of companies in these industries. Both 
industries have been spearheading 
global deal activity in 2015, punctuated 
by blockbuster megadeals such as the 
merger of pharmaceutical giants Pfizer 
and Allergan, as well as Dell’s US$67bn 
acquisition of EMC Corp., the largest 
technology acquisition in history.

As North Asia addresses the demands of 
its evolving demographics, private equity 
firms have begun to rally behind the 
healthcare sector, backing ventures that 
anticipate the needs of aging populations 
in Asia, or projected population increases 
in line with major policy changes such 
as China’s abolishment of its one-child 
policy. Likewise, the technology sector is 
garnering attention, both in connection 
to healthcare in technology-enabled 
medical advances and innovations, and 
across industries as varied as finance 
and consumer. Both these industries 
are witnessing the high-speed uptake 
and integration of industry-changing 
technologies such as mobile, cloud and 
big data applications.

OUTLOOK 2016
With the continued availability of cheap 
credit, low interest rates, and need to 
seek out operational efficiencies and 
accelerate earnings, M&A activity is 
likely to maintain its current momentum, 
if not increase in the year ahead. The 
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restructuring of the Chinese economy will 
provide impetus to this trend, as industry 
consolidation drives domestic activity 
and as Chinese companies engage in 
further outbound acquisitions. Equally, 
cross-border Japanese M&A will also 
propel dealmaking as business leaders 
aggressively focus on growth.

Despite the tumultuous start to the 
year in the Chinese economy and its 
reverberations across North Asia and the 
globe, the search for value will provide a 
compelling case for M&A. This especially 
as corporates use M&A to transform their 
businesses to meet the challenges of 
globalization in the year ahead.  
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