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Market Trends 
 
During Q2 2019, the global economy experienced a 
general slowdown across most markets.  Trade 
tensions between the U.S. and China continue to put 
pressure on export-reliant countries. Low oil prices 
reinforce downward pressure on inflation. Germany 
and the Euro-area countries face headwinds of an 
economic slowdown, in part due to reduced trading 
with China. Meanwhile, economic growth in the 
U.K. hinges on successful implementation of 
economic policy following Brexit negotiations.  
 
Emerging markets in Latin America, Africa and 
Southeast Asia generally observed slower economic 
growth in Q2 2019 on par with global economic 
indicators. 
 
In the United States, the economic recovery continued 
into its tenth year, with robust growth levels observed 
in Q2 2019 across major macroeconomic indicators. 
Consumer spending increased steadily over Q2 along 
with total personal income. Moreover, the Federal 
Reserve is expected to maintain or even cut rates 

                                                           
1 TRADINGECONOMICS (Apr. 2019), https://tradingeconomics.com/china/gdp-growth-annual 

through the end of 2019, easing concerns about 
increased inflation. 
 
In Q2 2019, U.S. GDP grew at an annualized rate of 
2.1%.  U.S. labor markets remained tight with steadily 
higher wage growth relative to levels observed in Q1 
2019.  China’s GDP, meanwhile, grew at a rate of 
1.6%—or 6.2% annualized—compared to a growth 
rate of 1.4% for Q1 2018.1  China’s Q2 2019 economic 
growth derived principally from increased 
manufacturing activity and consumer spending in 
China.   
 
China sustained lower economic growth in Q2 2019 in 
both domestic and international business activity. 
Exporters continue to feel the pressure from the U.S.-
China trade negotiations, and domestic manufacturers 
have cut jobs at their highest rate since the 2008 
economic crisis.2  China’s retail sales growth hit its 
lowest levels in 16 years in April of 2019. 
 
Elevated asset prices and tighter credit spreads 
generally sustain mergers and acquisitions activity in 
China.  At the same time, domestic regulatory 
developments and adverse macro-political dislocations 
can reduce China’s M&A volume, including both intra-
China M&A transactions and cross-border M&A 
transactions possessing a commercial nexus to China. 
 
Heightened volatility in China’s financial and capital 
markets—coupled with ongoing trade tensions 
between the United States and China—continue to 
contribute to uncertainty among North American 
multi-national companies and private investment firms 
with respect to consummating cross-border M&A 
transactions with a nexus to China. 
 
Year-over-year estimates of imports to China from the 
U.S. remained in negative territory with a 30% 
reduction over the past 12 months. This is similar to 
Q1 2019 levels. Year-over-year estimations of imports 
from China to the U.S. also remained in negative 
territory with approximately a 10% reduction over the 
past 12 months. This, too, is comparable with Q1 2019 
levels.  
 
Domestic fiscal policy developments within China 
consist of a weakening currency and lower interest 
rates along with greater bank lending.  

2 K. Yao, “China Q2 GDP growth set to slow to 6.2%, 27-year low, as trade war bites.”  REUTERS. 
(July 14, 2019) https://www.reuters.com/article/china-economy-gdp/china-q2-gdp-growth-set-to-slow-to-62-27-
year-low-as-trade-war-bites-idUSL4N24D0PY 
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The renminbi depreciated approximately 2.2% during 
Q2, signaling efforts to appeal to more export-reliant 
trading partners. Interest rates fell in June to 2.56%, 
which is down 45 basis points from the end of Q2 
2018. Lending also increased to its highest levels since 
the beginning of Q1 2019 as Beijing attempted to 
support domestic infrastructure and corporate projects 
to sustain the headwinds of the U.S.-China trade 
impasse. Total outstanding bank loan balances rose 
13% from Q2 2018.  Local government special bond 
issuance, whose proceeds are used for local 
infrastructure projects, was 8.45 trillion yuan at the end 
of June, up 44.7% from Q2 2018.3 
 
Chinese investment in the U.S. hit its lowest level in 
the past three years, impacting nearly every industry. 
Chinese foreign direct investment (FDI) in the U.S. 
was US$981MM for a total of 10 deals in Q2 2019. 
The same time period in 2018 had 22 deals for a total 
deal value of US$4.1BN.4 Industries having significant 
reductions in FDI are consumer products, 
entertainment, real estate and transport and 
infrastructure.5   
 
Another area of decline was in the business activities 
of U.S.-China companies operating in counterpart 
countries. Chinese firms operating in the U.S., as well 
as U.S. firms operating in China, cut back on their 
domestic operations. On May 29, 2019, Lenovo laid 
off 500 workers worldwide, including 200 in its 
Morrisville, North Caroline, data center group. Also, 
the Chinese electric vehicle startup, NIO, laid off 70 
employees in two locations within the San Francisco 
Bay Region. NIO also closed its San Francisco office. 
 
Some U.S. firms also reduced their operations in 
China. On April 17, 2019, Amazon announced plans 
to shut its China online store by July 18, 2019. On May 
2, 2019, server maker Super Micro announced its plans 
to remove production out of China in favor of more 
in-house production facilities. On May 3, 2019, Brooks 
Running announced plans to shift production from 
China to Vietnam. And on May 7, 2019, Oracle 
announced plans to cut approximately 500 R&D jobs 
in China.6  
 

                                                           
3 F. Tang, “China loans jump in June as Beijing steps up credit support to boost economy 
amid US trade war.” SOUTH CHINA MORNING POST. (July 12, 2019) 
https://www.scmp.com/economy/china-economy/article/3018359/china-loans-jump-june-beijing-steps-credit-
support-boost 
4 MERGERMARKET 
5 T. Hanemann, et al. “Sidelined: US-China Investment in 1H 2019. NATIONAL COMMITTEE 

OF U.S.-CHINA RELATIONS. (July 2019) 

While the contours of ongoing U.S.-China trade 
negotiations remain in flux, we believe a completed 
U.S.-China trade deal in Q3 2019 to be unlikely given 
the absence of any trade negotiation breakthroughs in 
Q2. Public comments from both the U.S. and China 
reinforce the unlikelihood of a trade deal in the near 
term.  
 

M&A Recap 

 
China M&A activity decreased significantly in Q2 
2019, relative to Q2 2018, in both overall deal volume 
and aggregate deal value. China M&A activity 
experienced reductions in intra-China M&A, outbound 
China M&A and inbound China M&A. The number of 
private equity investments in China similarly decreased 
in Q2 2019, relative to Q2 2018 buyout activity in 
China. 
 
Intra-China M&A deals in Q2 2019 decreased 
approximately 20% in volume and approximately 53% 
in value relative to Q2 2018. Average adjusted 
enterprise value/EBITDA, however, increased from 
19.8x in Q2 2018 to 28.6x in Q2 2019, representing a 
44% increase. 
 
Outbound China M&A transactions and value in Q2 
2019 fell approximately 43% and 85% relative to 
outbound M&A activity in Q2 2018. Inbound China 
M&A transactions and value in Q2 2019 fell 42% and 
51% relative to inbound M&A activity in Q2 2018.7 
 
Private equity deal transactions and aggregate deal 
values were also down 40% and 45% relative to Q2 
2018. Average adjusted Enterprise Value/EBITDA 
multiples decreased from 28.7x to 13.3x.8 
 
Target EV/EBITDA valuations in China M&A 
transactions decreased by approximately half in Q2 
2019, relative to Q2 2018. This continues a trend from 
Q1 2019, when EV/EBITDA multiples among China 
M&A targets decreased to their lowest levels in 
approximately five years. 
 
Q2 2019 China M&A transactions materialized across 
major industry verticals in the region, particularly 
within real estate, cloud computing, artificial 
intelligence and car sharing. These M&A transactions 

https://www.ncuscr.org/sites/default/files/page_attachments/Two-Way-Street-2019-1H-
Update_Report.pdf  
6 Ibid. 
7 MERGERMARKET 
8 Ibid. 
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generally reflected buyers’ sustained appetite for 
attractively valued assets and businesses for which 
fewer regulatory impediments emerge in the China 
market.  Indeed, China’s domestic regulatory 
considerations remain a principal concern among 
China M&A participants with respect to implementing 
strategic corporate planning and effectuating M&A 
deal execution strategies. 
 

Deal Volume 

 
For the China M&A market, overall M&A deal volume 
and aggregate M&A deal value decreased in Q2 2019, 
relative to Q2 2018 levels.   
 
Outbound China M&A transactions in Q2 2019 
totaled 58, representing a decrease of approximately 
43% relative to the number of outbound transactions 
(102) in Q2 2018.   

 

 
 

Outbound China M&A value totaled US$9.5BN, 
representing a decrease of approximately 85% relative 
to the value of outbound transactions (US$64.8BN) in 
Q2 2018.9 

 

                                                           
9 Ibid. 
10 Ibid. 

 
Inbound China M&A transactions in Q2 2019 
totaled 38, representing a decrease of approximately 
42% relative to the number of inbound transactions 
(66) in Q2 2018.  

 
 

Inbound China M&A value totaled US$13.8BN, 
representing a decrease of approximately 51% 
relative to the value of inbound transactions 
(US$28.3BN) in Q2 2018.10 

 

 
 

In Q2 2019 there were 347 deals in domestic China 
M&A for a total deal value of US$55.5BN. Average 
adjusted enterprise value/EBITDA was 28.6x. The 
same period in 2018 had 436 deals for a total deal 
value of US$124.7BN. Average adjusted enterprise 
value/EBITDA was 19.8x. 
 
Total China and Hong Kong M&A transactions in 
Q2 2019 were 2,027 deals for a total deal volume of 
US$90.9 billion. This compares to Q2 2018, when 
China and Hong Kong M&A transactions were 
1,997 for a total deal volume US$195.5 billion, 
representing a 1.5% increase in deal volume and a 
53% decrease in deal value. 
 

 



 

 

Finally, cross-border private equity also had fewer 
transactions and aggregate deal value relative to Q2 
2018.   

 

 
 
In Q2 2019 there were 44 inbound private equity deals, 
representing a 40% reduction (73 deals) relative to Q2 
2018.  for a total deal value of US$16BN. 

 

 
Total deal value was US$16BN, representing a decrease 
of 44% reduction (US$29BN) relative to Q2 2018. 
Average adjusted Enterprise Value/EBITDA was 
13.3x, representing a 54% reduction (24.7x) relative to 
Q2 2018.  
 
Notable Transactions  
 
A major consideration for China M&A activity is the 
focal points of China’s long-term business strategy. As 
part of its ambitious “Made in China 2025” initiative (
中国制造 2025年, zhongguo zhizao 2025 nian), the Chinese 
government has formally implemented a policy of 
committing resources and personnel in order to boost 
China’s capabilities in 10 important industries: electric 
cars (电动汽车, diandong qiche), information technology (信

                                                           
11 J. McBride and A. Chatzky, Is ‘Made in China 2026’ a Threat to Global Trade?, 
COUNCILONFOREIGNRELATIONS (Mar. 17, 2019),  https://www.cfr.org/backgrounder/made-china-
2025-threat-global-trade 

息技术, xinxi jishu), artificial intelligence (人工智能, rengong 
jineng), agricultural technology (农业技术, nongye jishu), 
aerospace engineering (航空航天工程, hangkong hangtian 
gongcheng), new synthetic materials (新型合成材料, xinxing 
hecheng cailiao), biomedicine (生物医药, shengwu yiyao), 
advanced electrical equipment (先进电气设备, xianjin 
dianqi shebei), high-end rail infrastructure (高端铁路基础设
施, gaoduan tielujichu sheshi) and high-tech maritime 
engineering (高科技海事工程, gao keiji haishi gongcheng).11 
 
Q2 2019 China M&A transactions reflected this policy 
focus. Deals occurred across a broad range of industry 
verticals in Q2 2019, reflecting sustained M&A appetite 
across the Chinese economy, notwithstanding ongoing 
domestic regulatory risks and sustained volatility in 
capital markets stemming from continued U.S.-China 
trade tensions.   
 
Notable cross-border deals through Q2 2019 are 
described below.  Industries include real estate, 
semiconductors, cloud computing, artificial intelligence 
and car sharing. 
 
On February 27, 2019, an investor group led by SK 
Hynix Inc., a South Korea-based manufacturer of 
semiconductors, purchased an undisclosed stake in 
Beijing Horizon Robotics Technology Development 
Co., Ltd, a China-based company engaged in research 
and development of AI chip and algorithm software 
for smart driving, city and retail operations.  Total deal 
consideration was US$600MM.  
 
On February 28, 2019, Softbank Group Corp., a 
Japanese-based company focused on 
telecommunications and internet business, purchased 
the Chehaoduo Used Car Agency, a China-based 
consumer-to-consumer (C2C) used car trading 
platform, for US$1.5BN.  This was a notable 
investment through Softbank’s Vision Fund.   
 
On March 1, 2019, a group led by Tiger Global 
Management, LLC, a U.S.-based hedge fund and 
private equity fund, purchased an undisclosed stake in 
Ziwutong (Beijing) Asset Management Co., Ltd., a 
China-based real estate company engaged in long-term 
rental apartments.  Total deal consideration was 
US$500MM.  
 



 

 

On May 8, 2019, a group of bidders acquired an 
undisclosed stake in Megvii Technology Limited, a 
China-based company engaged in developing cloud-
based facial recognition and AI technology.  Bidders 
included Macquarie Group Limited (Australia-based 
private equity firm), Abu Dhabi Investment Authority 
(UAE-based sovereign wealth fund), Alibaba Group 
Holding Co., Ltd. (China-based software and internet 
business), Bank of China Group Investment Limited 
(Hong Kong-based investment arm of Bank of China 
Limited), and ICBC Asset Management (Global) 
Company Limited (Hong Kong-based investment arm 
of the Industrial and Commercial Bank of China 
Group).  Total deal consideration was US$750MM.  
The Enterprise Value/Revenue multiple was 15.1x.   
 
On May 15, 2019, City Developments Limited, a 
Singapore-based real estate development and 
investment company, purchased a 23.92% stake in 
Xiexin Holding Group Co., Ltd., a China-based real 
estate developer.  Total deal consideration was 
US$800MM.  
 
On May 29, 2019, Bain Capital, L.P., the U.S.-based 
private equity firm, purchased an undisclosed stake in 
Beijing Stack Data Co., Ltd, a China-based company 
engaged in cloud computing.  Total deal consideration 
was US$570MM. 
 
On June 23, 2019, Carrefour SA, a France-based 
company focused on supermarkets and cash and carry 
stores, sold an 80% stake of its Carrefour China 
Holdings N.V. to Suning.com Co., Ltd, a China-based 
company focused on home appliance retail chain 
business.  The Enterprise Value/Revenue multiple was 
0.4x. 
 
Regulatory Considerations 
 
In Q2 2019, there were significant developments 
within the main Chinese legislative body, the National 
People’s Congress (NPC). The NPC adopted 
amendments to eight laws aimed to “ameliorate the 
business environment.”12  Three amendments focus on 
intellectual property rights. 
 
One amendment focuses on the Trademark Law (商标法) 
and the problems that can occur with “bad-faith” 
trademark registrations. Such registrations, also known 

                                                           
12 C. Wei, “NPCSC Revises Judicial Personnel Laws, Amends Trademark and Unfair Competition 
Laws.” NPC OBSERVER. (April 23, 2019).  https://npcobserver.com/2019/04/23/npcsc-revises-judicial-
personnel-laws-amends-trademark-and-unfair-competition-laws/#more-10704 

as “trademark squatting,” occur with trademarks that 
register without the intent to actualize in the course of 
business operations. The amendment would prohibit 
trade agencies from “taking on clients who intend to 
file such applications.” The amendment would 
retroactively delist trademarks that have already been 
registered in bad faith.  
 
In addition, violators of trademark infringement may 
face up to 5 million RMB (from 3 million RMB) in 
fines, and courts will have the authority to order 
destruction of articles with counterfeit registrations. 
The amendment to the Trademark Law is set to take 
effect on November 1, 2019. 
 
An additional amendment on competition has made its 
way through the NPC: the Law Against Unfair 

Competition (反不正当竞争法) aims to broaden the scope 

of proprietary information protectable for businesses. 
The amendment first expands the definition of trade 

secrets to include “trade information” (商业信息) and 

not just technical information and business 

information (经营信息). This change broadens the scope 

of business information deemed protectable by the 
NPC.  
 
The amendment also adds two types of 
misappropriation of trade secrets: acquiring trade 

secrets through “hacking” (电子入侵) and “instigating, 

inducing, or assisting in” breach of trade secrets. 
Moreover, all entities and individuals – not just 

“business operators” (经营者) – are subject to the Law’s 

provisions. The effect here is to broaden the scope of 
potential violators to include potential accessories to 
intellectual property breaches beyond just the primary 
“hackers.”  Finally, the burden of proof in civil suits 
shifts to the defendant once the plaintiff makes the 
required prima facie showings.  
 
A final amendment passed by the NPC addresses 
licensing agencies in China. The Administrative Licensing 

Law (行政许可法) has two main provisions: first, it 

prohibits a licensing proceeding from revealing an 
applicant’s “trade secrets, undisclosed information, or 
confidential business information” without the 
applicant’s consent or unless otherwise authorized by 
law. An applicant also retains the right to object to an 
agency prior to the disclosing of information.  
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A second main provision of the Administrative 
Licensing Law is a protection for intellectual 
property holders: an agency must not grant 
condition of a license on the direct or indirect 
transfer of technology.  This last provision – the 
forced transfer of technology – remains sticking 
point in the current U.S.-China trade negotiations. 
 
The amendments to the Law Against Unfair 
Competition and the Administrative Licensing Law have 
already taken effect as of Q2 2019.13  
 
The NPC Standing Committee convened April 20 
through April 23, 2019, and proposed a draft 

revision to the Securities Law (证券法). The core 

component of the bill is a U.S.-style registration 
system for initial public offerings (IPOs). The 
implementation of this system revolves around the 
recent establishment of a Sci-Tech Innovation 

Board (科创板) at the Shanghai Stock Exchange. 

The essence of the bill is a sidelining of the 
securities regulators regarding the filing of IPOs: 
Regulators “will no longer be able to refuse to sit 
on the application of a company desiring an IPO. 
All companies that satisfy the IPO standards, as 
determined by the exchange to which they have 
applied, will be able to go forward with an IPO.”14  
 
Perhaps the most significant development in Q2 
2019 remains the continued survival of the Foreign 

Investment Law (外商投资法), which we discussed in 

our Q1 2019 review. The Foreign Investment Law 
bears several important characteristics with 
implications for China M&A transactions and 
foreign investment activity in China.15 
 
This legislation provides that foreign investment 
will be treated no different than domestic 
investment during the investment access stage, which is 
defined as the establishment, acquisition, expansion 
and such other stages of an enterprise.  The 
Foreign Investment Law does not apply to Hong 
Kong, Macau or Taiwanese investments.  
 
Finally, upon official adoption of the new 
legislation on January 1, 2020, FIEs will have up to 
five years to comply with China’s general 
corporation and partnership laws. 
 

                                                           
13 Ibid. 
14 Ibid.  

Expectations of the Foreign Investment Law 
remain uncertain. While the new legislation offers 
the probability of more open markets and less 
restrictive investment requirements for foreign 
enterprises in China, the new law likely will attract a 
significant degree of ongoing interpretation among 
multi-national M&A participants, Chinese courts 
and Chinese regulators. 
 
Looking Ahead 
 
Elevated U.S.-China trade tensions may continue 
to hamper cross-border M&A activity with China.  
Given continued concerns around data privacy risk, 
foreign technology transfers and intellectual 
property risk in China, M&A activity in software 
and technology is likely more acutely exposed 
relative to other verticals for the remainder of CY 
2019. 
 
In the current market environment, cross-border 
M&A deal-making in China generally requires 
greater levels of patience and innovation with 
respect to both deal execution strategies and deal 
structuring. 
 
The appetite to consummate M&A deals in China 
generally remains strong.  Many North American 
private investment firms remain active in China.  
Private market valuations in China, particularly in 
non-technology verticals such as industrials, 
consumer and manufacturing, remain 
comparatively attractive. 
 
Against this backdrop of sustained appetite for 
cross-border M&A with China, concerns among 
M&A participants linger with respect to heightened 
regulatory scrutiny of cross-border transactions 
involving China.  Concerns span both China’s 
domestic regulatory environment and U.S. 
regulatory reviews of cross-border transactions that 
bear a probability of implicating U.S. national 
security, necessitating review by the Committee on 
Foreign Investment in the United States (CFIUS). 
 
We believe Q3 2019 likely will yield lower levels of 
Chinese buyers in the North American M&A 
market relative to levels observed in Q3 2018.  Bi-
lateral tariffs and other defensive regulatory 

15 C. Wei, Summary of China’s New Foreign Investment Law, NPCOBSERVER (Mar. 15, 2019), 
https://npcobserver.com/2019/03/15/summary-of-chinas-new-foreign-investment-law/ 
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measures in the United States, as well as domestic 
capital controls in China, may continue to exert 
downward pressure on cross-border M&A activity 
from China-based buyers in the United States. 
 
Notwithstanding near-term risks to cross-border 
M&A activity with China, an acceleration of 
market-oriented reforms to China’s financial 
system and capital markets may yield greater 
opportunities for North American businesses in 
China in Q3 2019 and for the remainder of CY 
2019. 
 
The current macro environment reflects 
heightened levels of uncertainty with respect to the 
near-term prospects for U.S.-China economic 
relations.  An ongoing bi-lateral trade war persists 
in the wake of new tariffs and other protectionist 
policy measures. Economic sanctions proliferate.  
In addition, investment activity and cross border 
capital flows proceed with greater caution.  
Heightened volatility affects financial networks and 
capital markets in both countries, particularly in the 
wake of new tariffs levied. 
 
Amidst this amalgam of uncertainties, now is the 
time for North American senior management 
teams and Boards of Directors to develop smart 
strategies in order to compete successfully and 
thrive in this “new normal” for U.S.-China 
economic relations and cross-border M&A 
opportunities with a nexus to China. 


