
1HL.com

Transaction value (US$m)

$0 $2,000 $4,000 $6,000 $8,000 $10,000

2011

2012

2013

2014

2015

H1 2016

$1,223

$284

$219

$2,153

$704

$5,467

$4,193

$5,801

$7,422

$936

$3,981

$1,310

Asian private equity investments into Europe and North America 
(Transaction value)*

  China   Rest of Asia 

Transaction volume

0 10 20 30 40 50 60 70 80

2011

2012

2013

2014

2015

H1 2016 20 17

3532

4626

2612

278

3216

$3,981

$1,310

Asian private equity investments into Europe and North America 
(Transaction volume)

  China   Rest of Asia 

China-based private equity investment firms continue to grow  
in size, number and sophistication, and they are paying 
increasing attention to overseas acquisition targets. While  
each firm has its own unique strategy, certain themes and 
trends are emerging in their outbound investment activity.

China’s outbound investment activity may have started with 
policy-driven acquisitions by large state-owned enterprises 
(SOEs), but has rapidly developed into an area in which private 
equity firms are quite active. With China continuing to grow at 
a faster pace than Western economies, the country’s outbound 
M&A is spurred on by the pull of mature Western businesses 
with established brands and advanced technology, as well as the 
potential of relationships with domestic strategic partners that 
provide M&A synergies and a clear exit path. This activity is also 
being catalyzed by high domestic valuations and heightened 
domestic competition. Because private equity firms are nimble 
and well suited for fast-moving auction processes, they are 
increasingly successful at acquiring overseas businesses.

China leading the way 
In Asia, outbound private equity investment into Europe and 
North America has followed a generally rising trend since 2012, 
with China being by far the largest player.1 China’s private equity 
investment into Europe and North America also traced a generally 
upward trajectory, although transaction values took a dip in 2012 
and 2013. This was due in part to the lower volume of megadeals 
amongst deals with disclosed values, as investors became more 
conservative following the Eurozone crisis, as well as 2012 being 
an election year in the United States. 

Overall, Asian outbound investments hit a record transaction value 
of US$9.8bn in 2015, and are continuing on this upward trend, 
posting US$8.7bn worth of such investments in H1 2016.
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1 Data represented in figures exclude transactions originating from Australia; startup and seed capital; 
PIPE financing; mezzanine/pre-IPO; and sovereign wealth fund and government affiliate investments.
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*Totals include private equity investments, private equity buyouts and venture capital investments.
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In H1 2016, China-based funds invested US$7.4bn via cross-
border deals into Europe and North America, already exceeding  
the US$5.8bn invested in 2015. From 2011 to H1 2016, China-
based private equity engaged in 13 private equity investments 
worth US$1.6bn, 23 private equity buyouts worth US$15.7bn,  
and 78 venture capital investments worth US$1.9bn.

With the most coveted targets being in healthcare and technology, 
the largest and most developed markets, such as the United States 
and Europe, are receiving the lion’s share of attention. On the 
technology front this year, Chinese private equity firms participated 
in the US$3.6bn takeover of US printer Lexmark International, the 
US$2.75bn purchase of Dutch chipmaker NXP Semiconductors’ 
standard products unit, as well as the US$600m acquisition of 
Norway-based Opera Software’s web browser business. Although 
with a much smaller average deal size, the healthcare sector has 
seen substantial interest from Chinese private equity firms this 
year, including the US$150m investment in Sorrento Therapeutics, 
Inc., a US-based biopharmaceutical company, by an Ally Bridge 
Group-led consortium, as well as the US$45m acquisition of 
Ambrx Inc., a US-based clinical-stage biotechnology company, by a 
consortium involving Hopu Investments and CEL Healthcare Fund.

In one of the more significant transactions in recent memory, 
Gimatic Srl rejected bids from European and US suiters in favor 
of selling a majority stake to AGIC Capital, a private equity firm 
founded by renowned Chinese banker Henry Cai. 

The Chinese proposition
The aforementioned deals demonstrate the capability of China-
born firms to compete with international counterparts in organized 
sale processes. This is reflected in various aspects of deal-making, 
such as a sharpened understanding of deal dynamics and deal 
structuring, a recognition of the importance of timing and taking 
quick action, as well as an appreciation for the role of professional 
advisors to support negotiations. 

Furthermore, Chinese outbound private equity is generally cash-
rich, with funds typically raised from a mix of SOEs, privately-
owned businesses (POEs) and high net worth individuals (HNWI). 
All of these constituents continue to have a surplus of cash 
and the size and number of Chinese outbound funds are likely 
to continue increasing. More funding is expected to come from 
smaller Chinese non-state-owned companies and HNWIs as they 
seek high quality assets overseas and China gradually relaxes  
its controls over foreign exchange.

From a geographical and jurisdictional perspective, the China angle 
is attractive to foreign investment targets. Apart from gaining market 
share, investment targets may see Chinese ownership as a point 
of entry into sectors protected from foreign ownership in China, 
particularly highly regulated industries such as healthcare and 
internet technology.

Chinese private equity firms are increasingly demonstrating their 
ability to provide value-add by partnering with strategic corporates  
in cross-border M&A transactions. Specifically, they back 
acquisitions by providing dry powder and expertise, and by 
sharing risk exposures and returns with the strategic investors. 
Moreover, they can take the lead in M&A transactions. Being more 
sophisticated and nimble at completing transactions and with a 
clear perception of Western sellers, private equity firms can help 
strategic investors structure and navigate the M&A process more 
smoothly and increase the buyer group’s credibility. For example, 
Chinese food processor and distributor Xiwang Foodstuffs partnered 
with investment firm Primavera in the US$730m acquisition of 
Iovate Health, a Canadian nutrition supplement maker.

Over the years, the role of Chinese private equity has evolved from 
helping foreign investors navigate and invest in China to propelling 
domestic growth, and on to acquiring high-quality assets overseas 
and bringing brands and technology to China. With decelerating 
growth at home, there is now intensified impetus to diversify 
overseas as a currency hedge and to gain more direct exposure  
to the international macro trends. 

Chinese private equity firms are not the only conduit to overseas 
investing and face various forms of domestic competition. Direct 
financial investors including insurers and other financial institutions, 
government and industry funds, SOE funds, private company funds, 
and HNWIs have shown a willingness to play a more active and 
direct role investing internationally. With China leading Asia on an 
outbound shopping spree, private equity firms are likely to find the 
market more crowded in the months and years ahead, with an uptick 
in activity from various Chinese capital sources.

Sector spotlight: Healthcare and technology
Much of the action surrounding Chinese private equity 
investment into North America and Europe has been 
concentrated around several key sectors, driven by evolving 
demographics and the trend to bring global best practices, 
technologies and products onshore.

China-based private equity 2011–H1 2016: Transaction amounts  
by target geography
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Jeffrey Wilson, Director, who leads the 
Corporate Finance practice in Houlihan 
Lokey’s Hong Kong office, shares insights 
on navigating the challenges and risks 
surrounding Chinese private equity 
investment overseas. 

What are some of the key motivators driving 
Asian private equity investment abroad?  
Are these likely to remain the same or change 
in the next 12 months?

Each fund has different motivations, but there are common 
themes that go beyond the standard strategy of bringing Western 
brands and technology to the large Chinese domestic market.  
The overall driver is the maturation of the market for private 
equity investments in China. For those with significant investment 
in and exposure to the domestic market, outbound investments 
represent an opportunity to diversify and balance a portfolio. 
The domestic market has become quite competitive and the 
valuations for quality assets are relatively high compared to the 
West, thus some outbound investment can be seen as bargain 
hunting. Along with this is the opportunity to buy in the West at 
a low valuation and subsequently list a company in China at a 
higher valuation. Examples of this strategy include Focus Media’s 
go-private transaction from NASDAQ by a group of Chinese and 
global private equity firms at a valuation of US$3.7bn in 2015 
and its subsequent re-listing on the Shanghai A-share market  
at a valuation of US$6.3bn in 2016.

Temporarily, outbound investment activities may be restrained 
due to the uncertain global market outlook ahead of the US 
presidential election, post-Brexit Europe, and China’s tightening 
regulatory approval on cross-border M&A related to currency 
outflow control. However, we expect overseas investment activities 
to remain robust, driven by the abovementioned factors. Further 
into the future, we expect China’s private equity outbound 
investment to look like and be viewed in the same frame as  
private equity investment originating from any other nation.  
That is to say, smart capital seeking investments that provide  
a premium risk-weighted return. 
 
How do Chinese private equity firms stack up against strategic buyers 
when it comes to making outbound investments? What key advantages 
or value-add do they provide?
Globally, private equity firms are viewed as nimble and 
sophisticated deal makers, and this holds true for Chinese funds 
as well. They can quickly review a deal and make a detailed bid 
faster than a typical strategic buyer. This often gives the seller  
a higher level of confidence that can provide an advantage for the 
private equity fund.

However, we have seen that many Chinese private equity funds 
promote their relationships in China and access to the China market 
in order to gain the favor of Western sellers. This is often delivered 
by partnering with Chinese corporates in a consortium. If executed 
correctly, the consortium can move quickly like a financial buyer 
while delivering revenue and cost synergies of the Chinese strategic. 

For instance, ChemChina was joined by two co-investors – Guoxin 
International Investment Corp. and AGIC Capital – in its acquisition 
of Germany machinery manufacturer, KraussMaffei Group. This 
winning team of a strategic company and private equity firms might 
become a game-changing model for future outbound M&A, making 
Chinese buyers more formidable acquirers. 

What private equity deal types do you most expect Asian private 
equity to engage in abroad? (e.g. growth equity, distressed debt, 
private investment, management buyout, secondary buyout,  
pre-IPO investments)
Our coverage is focused on traditional private equity firms as 
opposed to venture capital firms that typically seek early round, 
high growth investments. These more traditional funds are seeking 
something that is much more often available in the West than it  
is in China: control. Funds want control for many reasons, not the 
least of which is that the company is halfway around the world and 
the investor can rest more easily knowing that they have control. 

In this early wave of outbound investment, their focus is on healthy, 
growing businesses. The private equity funds are not typically 
equipped and not seeking to buy companies in distress or that are  
in need of significant turnaround or restructuring. However, they are 
always looking for undervalued assets and so we think that there 
will be significant interest from China private equity in Western 
distressed and special situations. One recent example of such 
a deal is Sailing Capital investing alongside Sanpower to acquire 
Brookstone out of bankruptcy.

Which target sectors and geographies are likely to have the most 
challenging regulatory environments for Chinese private equity buyers 
in the future?
Chinese private equity firms will continue to face regulatory 
challenges from Western countries, such as the US, Canada 
and Australia, which have set up formal review processes for 
foreign investments. Sectors that involve sensitive technologies, 
such as aerospace, defense and semiconductors, as well as 
infrastructure sectors are most likely to face regulatory challenges 
due to concerns over national security. Large and high-profile 
transactions may also trigger antitrust reviews. These concerns 
often require transacting parties to design a deal structure that 
involves carve-outs or divestments of part of the target, adding 
complexities and uncertainties to the transaction. We expect 
these challenges to gradually diminish as Chinese buyers become 
increasingly sophisticated in reducing regulators’ concerns  
by designing smarter deal structures and communicating more 
effectively with regulators.

Houlihan Lokey is an international investment bank with 
experience advising buyers and sellers on complex cross-border 
M&A transactions.

Jeffrey Wilson

On foreign shores:                                                            
Considerations for Chinese outbound private equity
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Healthcare and medical transactions have been the most 
visible, with 25 deals worth US$817m from 2011 to H1 2016. 
Demographic changes and the general aging of the Chinese 
population should translate into greater spending on health and 
well-being in later age, giving rise to positive growth prospects  
in the sector. In a market as large and complex as China, symbiotic 
collaboration with local partners is important, if not essential  
to navigating a changing regulatory landscape.  

Information technology and technology-related deals also played 
heavily in outbound private equity activity, with 23 deals worth 
US$1.2bn from 2011-H1 2016. Private equity investment has 
been used as an effective solution to transport US and European 
technological advancements to China’s domestic consumers. 
The sophistication of information technology and broader TMT 
deals is also expected to evolve, with untapped potential for 
cross-sector application through disruptive technologies as the 
medical, financial and industrial sectors in China look to mirror 
and leapfrog international competitors by integrating avant-garde 
technological applications.

Consumer acquisitions have lagged healthcare and technology 
investments by private equity firms, but signs point to an uptick  
in China outbound activity in 2016 and beyond. China-based 
private equity firms have recently signaled their intentions in this 
space, underlined by CITIC Capital’s investment in City Football 
Group in December 2015, Fosun’s investment in Wolverhampton 
F.C. in July 2016, and most recently, Primavera and Ant 
Financial’s acquisition of Yum! China in September 2016. 

The road ahead
China-based private equity is expected to continue to be acquisitive 
outside of Asia, with existing firms raising additional funds and 
new funds to be formed for the purpose of outbound investment. 
This will not be without challenge as the Committee on Foreign 
Investment in the United States (CFIUS) has already emerged as 
a potential barrier for Chinese firms, recently blocking GO Scale 
Capital’s attempted acquisition of Philip’s LED lighting component 
unit, Lumileds, citing supply chain concerns. Private equity firms 
also need to overcome cultural challenges in developed markets  
with businesses unwilling to cede control outside their own borders. 

In addition, some private equity firms with RMB funds raised  
in China have expressed concerns over the challenges they recently 
faced in getting regulatory approvals to finance their overseas 
investments with onshore capital. Despite their efforts to relax capital 
control, Chinese regulators have tightened the approval process for 
outbound acquisitions in the face of slowing economic growth and  
a depreciating RMB. Whether this recent tightening in capital control  
is a short-term phenomenon or a long-term trend remains to be seen.

Nonetheless, attitudes are changing as Chinese private equity 
firms become more and more similar to their North American and 
European counterparts. As recent developments demonstrate, an 
increasing number of Chinese private equity investors will shift 
their focus offshore and discover many willing companies on the 
other side of the deal table. Any concerns that foreign companies 
have regarding receiving backing from Chinese private equity 
investors are disappearing rapidly, particularly when it comes to 
supporting their ambitions of making inroads into fast-growing 
Asian markets. 

In a few short years, China outbound investment has progressed 
from being the domain of large SOEs to including medium and 
small-sized SOEs and POEs, and on to including a growing number  
of private equity investors. Although much of Chinese private equity 
investment appears to be driven by Chinese policies – acquiring 
brands and technologies that can be brought back to China – 
Chinese private equity is also making smart investments purely for 
the sake of generating financial returns. As such, Chinese private 
equity will not be limited to targets of interest to Chinese strategic 
partners, or to targets that fit the familiar pattern of technology, 
brands, healthcare and food security. Instead, Chinese 
private equity is expected to compete on  
a global scale for all assets that have 
a solid investment case.  
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