Voice from China
Quarterly update on the
M&A market in China
3RD EDITION 2019

ANGELA CHEN
Managing Director
Shanghai, China
+86 21 5012 0990
a.chen@hfg.oaklins.com

Introduction
THE ONGOING TRADE WAR
BETWEEN THE US AND CHINA
The ongoing trade war between the
United States and China is forcing
companies worldwide to reevaluate and
reorganize their operations.
Global markets cheered when Chinese
President Xi Jinping and US President
Trump met at the recent G20 summit
and agreed to renew economic and
trade negotiations. Yet despite this
momentary optimism, the tensions
between the US and China extend far
beyond trade conflicts, and most experts
do not expect relations between the two
nations to significantly improve.
Given the many uncertainties arising
from this situation, it was not surprising
that the value of Chinese outbound M&A
transactions plummeted 74.90% from
Q1 2019 during the second quarter.
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“The deterioration of the relationship between China
and the US has generated great turbulence for thousands
of industries all over the globe. To survive under these
conditions, investors and entrepreneurs are urgently
seeking to restructure their supply chains and gain access
to new markets.”
ANGELA CHEN
MANAGING DIRECTOR OAKLINS, CHINA

This was driven by a huge drop in the
number of transactions between Chinese
buyers and US sellers. Compared with
the first half of 2018, the total number of
transactions fell from 15 to five—a stunning
year-on-year decline of 66.67%. During Q2,
only three deals closed—a year-on-year

plunge of 62.5%—although, ironically, it
was actually one deal more than the two
that closed the previous quarter. Total
transaction value fell from US$5,289 million
in Q1 2019 to US$1,329 million in Q2 2019.¹
Inbound M&A between US buyers and
Chinese sellers also fell dramatically.

Source: Zdatabase, Wind

OAKLINS – Voice from China · July 2019

3

THE US BAN ON HUAWEI
One casualty of the trade war has
been Huawei, the world’s largest
telecommunications equipment maker
and a cornerstone of Chinese innovation
and technological prowess. The US has
prohibited the company from buying
US parts and components without
government approval—which it is
unlikely to receive. The ban also rippled
beyond the commercial world and into
the academic community, when the
Institute of Electrical and Electronics
Engineers (IEEE) barred Huawei
employees from receiving technical
papers submitted for peer review.
This has been a serious blow to
Huawei and its subsidiaries, which
rely on US-made software and
components to design and produce
their semiconductors, and represents
a significant escalation of the conflict
between the two countries.

general public, accelerates its efforts to
design and produce its own advanced
microchips. US restrictions are also
likely to increase domestic demand for
Huawei’s products—especially those
based on 5G technology.²

and other technology-related ventures.
Another factor favoring the growth of
China’s high-tech sector is the rapid rise
of the Chinese consumer market, which
is expected to overtake the US as the
world’s largest within the next few years.

The restrictions on Huawei are not the
first time the US government has barred
a Chinese company from procuring
US-made technology. Last year, the
US placed a similar ban on ZTE Corp.,
Huawei’s chief Chinese rival, and the
move to bar Huawei has triggered a
scramble among Chinese companies to
become less dependent on US technical
know-how.³ This decoupling is also
prompting former Huawei suppliers,
including Qualcomm Inc., Intel Corp.
and Nvidia Corp., to shift their marketing
focus from China to other regions,
including Europe and Japan.

Ironically, this has not escaped the
notice of US high-tech companies,
which, in spite of their own government’s
efforts to impede China’s technology
initiatives, are vying to expand their
presence and grow their share of the
Chinese market. Apple, for example,
according to the Wall Street Journal,
will continue to partner with the Chinese
manufacturer Quanta to produce its
new Mac Apple Pro, and Costco, the
world’s second largest retailer, will enter
the Chinese market this August, when
it opens a store in Shanghai’s Minhang
district.

OUR PERSPECTIVE

In his efforts to pressure other nations
to revise their trade policies, restricting
access to US technology is widely
acknowledged to be President Trump’s
most effective weapon. Using it against
Huawei, however, has provoked
significant pushback. China’s Ministry
of Commerce is about to retaliate by
publishing an “unreliable entity list” of
foreign companies, organizations and
individuals that refuse to supply Chinese
companies and barring them from doing
business in China. The Huawei ban is
also likely to incite a variety of Chinese
players to move even more aggressively
against the US in the cyber sphere.

These conflicts between the US
and China are likely to persist for an
extended period, spawning a number of
changes.

Although the ban will undoubtedly
disrupt Huawei’s business in the short
term, longer term it is likely to backfire,
as the company, with strong support
from the Chinese government and the

To support its high-tech sector, the
Chinese government is also gradually
opening the country’s venture capital
market to foreign investors, who will be
allowed to buy into Chinese startups

First among them will be steppedup efforts on the part of the Chinese
government to invest in and encourage
the development of homegrown
technology. These will include favorable
policies on taxation, training and
investment. To wit, the new SSE STAR
Market stock-trading venue launched
by the Shanghai Stock Exchange is a
government-endorsed attempt to raise
capital for high-tech startups.

As Chinese companies
adjust their supply chain and
adapt to a more hostile trade
environment, and foreign
investors—especially those in
Europe—reallocate resources
to the Chinese market,
opportunities will emerge and
China’s M&A market should
rebound.
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Source: Alex Hughes, "The Best Huawei Phone Deals in July 2019," 10th techradar https://www.techradar.com/deals/mobile-phone-deals
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Source: Holman W.Jenkins, Jr., "How the US Went Wrong on Huawei," Wall Street Journal, 24 May 2019

Recent M&A transactions
OVERVIEW BY SECTOR

OVERVIEW BY REGION

Twenty outbound M&A transactions
were completed by Chinese companies
in the second quarter. The largest
number of those took place in the
industrial, machinery & components
sector (25%), followed by the technology,
media and telecom (TMT) sector (20%)
and the energy sector (15%).

The lion’s share of these deals took
place in Europe (40%), followed by Asia
Pacific (25%), and the US and Canada
(20%).

During the first half of 2019, the number
of deals in the nonferrous metal mining
and processing industry rose from one
in the first half of 2018 to six in the first
half of 2019—a 500% increase. The
number of transactions also grew in
such thriving sectors as online gaming,
third-party payments, new materials and
new energy. But financial services, which
was the most active Chinese sector for
cross-border M&A during the first half of
2018, saw its deal volume fall by 69.23%
from 13 to four.

Transactions by region
40%

5%

The breakdown for all 16 disclosed
transactions was as follows:

10%

Q2 2019
16 disclosed transactions by value
20%
25%

Europe
Asia Pacific
United States and Canada

Transactions by industry

Australia
5%

5%

Latin America and Caribbean
25%

5%

Eighty percent of the reported deals
disclosed their transaction values, with
the largest pegged at US$882 million
for Qingdao Tianhua Institute Chemical
Engineering Co., Ltd.’s purchase of a
100% stake in China National Chemical
Equipment (Luxembourg) S.à.r.l in
Russia, followed by Sunward Intelligent
Equipment Co., Ltd.’s US$302 million
acquisition of Avmax Group Inc. in
Canada.

Transaction size
(US$m)

Number of
transactions

< 50

13

50–100

1

100–250

1

1000–2000

1

5%

10%

20%

10%
15%

Industrial machinery & components
TMT
Energy
Financial services
Chemical
Automobile
Transportation
Biomedical
Construction &
engineering services
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INBOUND ACTIVITY
From January to June, the number of
new enterprises established in China
with the help of foreign capital stood
at 20,131. The total amount invested
from abroad was US$69.55 billion, an
increase of 7.2% year-on-year. Foreign
capital investment in high-tech industries
increased 44.3% year-over-year and
accounted for 28.8% of the total capital
deployed in this sector.⁴

Buyers by ownership, first half 2019

4%

Buyers by ownership, first half 2018
5% 1%

5%
8%

7%
9%

7%

13%

77%

64%

A SHIFT TOWARDS THE
PRIVATE SECTOR
Compared to the first half of 2018,
the percentage of private enterprises
involved in cross-border M&A
transactions rose, while transactions
involving central and local state-owned
enterprises slightly declined.

Private enterprises

Private enterprises

Central state-owned enterprises

Central state-owned enterprises

Other enterprises

Other enterprises

Local state-owned enterprises

Foreign-invested enterprises

Foreign-invested enterprises

Local state-owned enterprises
Public enterprises

One transaction disclosed valuation multiples

Target
company

Setra AB
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Target
country

Target
industry

Buyer companies

Transaction
value
(US$m)

Implied
EV/
revenue

Implied
EV/
EBITDA

Industrial,
machinery &
components

Zhejiang Yinlun
Machinery Co., Ltd.

7.5

0.71x

N/A

Source: Ministry of Commerce, Peopleʼs Republic of China

Case study:
Zhejiang Hailiang Co., Ltd.
This January, Hailiang assumed
complete ownership of KME
Germany GmbH & Co. KG and its five
subsidiaries: Kabelmetal Messing
Beteiligungsgesellschaft mbH, KME
Brass Germany GmbH, KME Brass Italy
S.p.A., KME Brass France SAS and KME
Ibertubos SAU.

ABOUT THE BUYER
Established in 1989, Hailiang is one
of China’s largest exporters of copper
tubes and fittings. The company
engages in R&D, manufacturing and the
sale of copper pipes, rods, joints and
copper-aluminum composite conductors,

among other products. Its total operating
income in 2018 was US$5.92 billion.

and Spain and have an extensive
customer base across Europeʼs highend copper alloy application market.

ABOUT THE TARGET
EVALUATION
A highly reputable company, KME
Germany GmbH & Co. KG is one of the
worldʼs largest manufacturers of copper
and copper alloy products. In 2017, the
combined production capacities of its
five subsidiaries plus a factory based in
Menden, Germany, was 280,000 tons
of copper alloy rod and 52,000 tons of
copper pipe. Total sales volume was
154,006 tons and 37,108 tons of rod and
pipe, respectively. KME’s subsidiaries
are located in Germany, France, Italy

As of June 2018, the target business had
total assets of US$ 332.75 million and
net assets of US$ 78.63 million. From
June 2017 to June 2018, sales revenue
reached US$ 646.99 million with an
US$ 15,021.

“Hailiang’s acquisition of KME’s subsidiaries will help the company further enhance its brand
competitiveness, rapidly increase product production capacity, accelerate the realization of global
distribution, expand the European market, enlarge Hailiangʼs market share and improve our
brand image. After the completion of the acquisition, we can have industrial synergies with KME,
which will help to further enhance our profitability.”5
INDEPENDENT DIRECTORS OF HAILIANG

5

Source: Hailiang’s Public Announcement (2019-006)

OAKLINS – Voice from China · July 2019

7

Spotlight on:
The nonferrous metal mining
and processing industry
INDUSTRY OVERVIEW AND
M&A DYNAMIC
The nonferrous metal industry
encompasses mineral exploration,
mining, smelting and metal processing,
including rough processing and finishing.
Industrial customers include the real
estate, automobile and electrical
appliance sectors. China is both the
world’s largest producer and consumer
of nonferrous metals, and the global
industry is heavily dependent on
Chinese economic activity.⁶
From January to May 2019, Chinese
exports from nonferrous metal mining,
smelting and rolling processing totaled
50.81 billion yuan (US$7.39 billion). As
the country’s environmental protection
policies have stabilized, the number of
metal mining and processing companies
that can meet the required standards
has gradually risen, increasing the
supply of nonferrous metals and causing
prices to fall. A decline in US economic
growth, however, accompanied by
interest rate cuts by the US Federal
Reserve, could cause the US dollar index
to fall and metal prices to rebound.
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Source: National Bureau of Statistics of China

Globally, the ongoing trade war and a
shaky economic outlook could lead the
world’s central banks to undertake a
new round of quantitative easing, which
would also be positive for metal prices.
While a total of 8,386 Chinese
companies participate in nonferrous
metal mining and processing, the
industry’s complexity and large number
of sub-sectors have prevented any
of these companies from achieving a
dominant position. During the past three
years, leading firms have stepped up
the pace of their overseas mergers in
an attempt to gain market share and
acquire advanced technologies. The
industry’s small- and medium-sized
enterprises, meanwhile, have been
investing in foreign companies to obtain
additional mineral resources.
The next five years will be a critical
period for China’s nonferrous metal
industry and an industry consolidation
of major proportions is expected to
take place. With only the largest and

most efficient firms expected to survive
this shakeout, most companies will be
tempted to accelerate their expansion
through cross-border mergers and
acquisitions. This is especially true for
listed companies.
The chief objectives underlying these
acquisitive moves can be summed up as
follows:
1) to gain access to new, innovative
technologies
2) to increase the buyer’s nonferrous
metal mineral reserves
3) to rapidly grow market share and
expand the buyer’s presence in the
high-end European and US markets,
as well as newer, emerging markets
such as Southeast Asia
4) to gain new production efficiencies,
reduce costs, gain access to new
suppliers and increase profitability

Deals struck last year by three industry leaders are good examples of how these objectives play out:

Zhejiang Hailiang Co., Ltd.

Ganfeng Lithium Co., Ltd.

Zijin Mining Group Co., Ltd.

Publicly traded Hailiang is a worldfamous copper processor and one of the
largest exporters of copper tubes and
copper fittings in China. This January, the
company assumed complete ownership
of KME Germany GmbH & Co. KG and
its five subsidiaries: Kabelmetal Messing
Beteiligungsgesellschaft mbH, KME
Brass Germany GmbH, KME Brass Italy
S.p.A., KME Brass France SAS and KME
Ibertubos SAU.

Ganfeng is one of the worldʼs largest
suppliers of lithium metal and derivative
products. Through its GFL International
subsidiary, earlier this year the company
purchased 77,633,871 shares of Pilbara
Minerals Limited in Australia for
US$ 34.82 million, making it Pilbara’s
single largest shareholder.

Zijin Mining is a large-scale group
mainly engaged in the exploration and
development of gold, copper, zinc and
other mineral resources, and is listed
on both the Hong Kong (H shares) and
Shanghai (A shares) exchanges. In Q3
of 2018, Zijin purchased all 302,592,672
shares of the Canadian firm Nevsun
Resources Ltd. for US$ 4.57 a share.

Company strategy: The acquisition gave
Hailiang access to the target companies’
technologies and the means to quickly
improve both its operational efficiencies
and overall profitability. The target’s
brands and channels will allow Hailiang
to expand its European operations and
give it a dominant position in Europe’s
high-end copper alloy rod market.

Company strategy: The acquisition
gives Ganfeng access to significant new
lithium resources and should provide the
basis for an improved return on capital.
ͽͽ Market cap: US$4,703.85m
ͽͽ Revenue: US$727.57m
ͽͽ EBITDA: US$239.96m

Company strategy: Zijin acquired
Nevsun as part of the former’s Belt
and Road initiative. Nevsun controls
extensive mineral deposits and is
active in strategic parts of Europe. The
acquisition will also improve Zijin’s ability
to mine metals on a sustainable basis.
ͽͽ Market cap: US$12,457.31m
ͽͽ Revenue: US$15411.56m
ͽͽ EBITDA: US$1788.70m

ͽͽ Market cap: US$3,099.49m
ͽͽ Revenue: US$5,917.54m
ͽͽ EBITDA: US$232.80m
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APPENDIX:
20 OUTBOUND ACQUISITIONS BY CHINESE COMPANIES CLOSED BETWEEN APRIL AND JUNE 2019

Industry

Transaction
value (US$m)

Altura

Chemical

17.39

Zhejiang Yinlun Machinery
Co., Ltd.

Setrab AB

Industrial,
Machinery &
Components

7.46

25-Jun-2019

VAN DAIRY HONGKONG
GROUP LIMITED

Kresta

Construction
& Engineering
Services

-

24-Jun-2019

Xuzhou Handler Special
Vehicle Co. Ltd.

Hermann Schmitz

TMT

7.02

4-Jun-2019

Shanghai La Chapelle
Fashion Co., Ltd.

LaCha

Financial
Services

19.80

31-May-2019

Sunward Intelligent
Equipment Co., Ltd.

Avmax Group

Transportation

302.06

29-May-2019

TongFu Microelectronics
Co., Ltd.

FABTRONIC

TMT

3.21

27-May-2019

Beijing Shiji Information
Technology Co., Ltd.

MyCheck

TMT

-

22-May-2019

Sino-Oil Sunshine (Beijng)
Sci Tech Co., Ltd.

Kyrgyzstan
PetroChina

Energy

1.95

22-May-2019

Tencent Holdings Ltd.

Sharkmob

TMT

-

Date

Acquirer

Target

25-Jun-2019

Ningbo Shanshan Co., Ltd.

25-Jun-2019

Target
country

Appendix

Industry

Transaction
value (US$m)

Mobidiag

Biomedical

11.19

China Hainan Rubber
Industry Group Co., Ltd.

R1 International

Chemical

65.50

17-May-2019

Shandong Hiking
International Co., Ltd

Carchs

Automobile

1.83

26-Apr-2019

XGD INC.

ExaDigm

Industrial,
Machinery &
Components

5.01

25-Apr-2019

Sunresin New Materials
Co., Ltd., XiʼAn

Ionex

Industrial,
Machinery &
Components

0.14

25-Apr-2019

Sunresin New Materials
Co., Ltd., XiʼAn

PuriTech

Industrial,
Machinery &
Components

0.71

25-Apr-2019

Hubei Energy Group Co., Ltd.

EGH

Energy

-

23-Apr-2019

Qingdao Tianhua Institute
of Chemistry Engineering
Company Limited

China National
Chemical

Financial
Services

882.01

16-Apr-2019

Tangshan Haitai New Energy
Technology Co., Ltd.

TUMENJARGAL
JARGALSAIKHAN

Energy

1.53

3-Apr-2019

Shunya International Martech
(Beijing) Co., Ltd.

RMDS

Industrial,
Machinery &
Components

3.01

Date

Acquirer

Target

18-May-2019

Autobio Diagnostics Co., Ltd.

17-May-2019
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Deep local roots,
global commitment
Oaklins brings you opportunities from across the world and
we meet you with our expertise wherever you are
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