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Asia

A new factor has recently emerged in the Chinese business community: 
Chinese companies increasingly are going global, i.e., engaging in foreign 
direct investment, or FDI, potentially resulting in dramatic changes to the 

competitive landscape. 
Chinese FDI is relatively modest at this time, but is growing and generally is expected 

to become even more prevalent. This will directly impact North American firms at home 
and abroad as they face new competitive pressures. Treasurers, too, will need to adjust 
accordingly and take a more active role in advising senior management on how to best 
deploy precious cash resources. 

Government support
Chinese acquisitions have grown worldwide, with an initial and still significant 

emphasis on natural resources from third-world countries, Australia and Canada. 
According to a report issued by the Chinese Ministry of Commerce, in 2011 the dollar 
value of non-financial FDI by Chinese companies was $68.58 billion and grew 14 
percent over 2010 . 

The first significant Chinese acquisition of a U.S. business was Lenovo’s purchase of 
IBM’s PC business in 2004. Acquisitions in the U.S. initially grew slowly, with much more 
substantial growth over the past few years. It is likely that 2012 will, at least in terms of 
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the dollar value of U.S. deals if not the 
total number of U.S. deals, increase 
over 2011 in large part due to Dalian 
Wanda Group’s recent purchase of AMC 
theatres for $2.6 billion. 

The Chinese government has tacitly 
been supporting overseas transactions 
it considers important to national 
security (such as for energy and natural 
resources) and for certain other deals. 
This support was made explicit, albeit 
carefully worded, in the 2011 Twelfth 
Five Year Plan. The relevant section 
states: “‘Accelerate the implementation 
of the strategy of Going Out.’ Based 
on the market trend and the principle 
of autonomous decision-making 
by enterprises, guide enterprises of 
various ownership structure to invest… 
overseas in an orderly manner.”

Since then the approval process for 
smaller deals has been moved from 
the national to the provincial level and 
proposed regulations would eliminate 
some of the approval requirements. All 
of this results not only in the government 
making FDI easier, but shows it actively 
supporting and encouraging FDI in 
appropriate transactions.

Reasons to go global include:
•	 Acquiring	foreign	companies	so	

as to sell their branded products 
in China. An example of this is 
the purchase of Oxford Apparel, a 
U.S. apparel company.

•	 Acquiring	technology	and	
intellectual property. An example 
is Alibaba’s purchase of a developer 
of online software tools.

•	 Horizontal	acquisitions—acquiring	
competitors or complimentary 
product	lines—and	vertical	
acquisitions—purchasing	

providers or customers. Examples 
include acquisitions by iSoftstone 
Information Service and by Markor 
International Furniture.

•	 Facilitating	the	sale	of	Chinese	
company goods into the foreign 
market by buying a company with 
a developed distribution network 
appropriate for the Chinese 
company’s goods. The U.S., Japan 
and the European Community 
are all attractive markets for this 
purpose. A recently announced 
proposed deal which fits this 
model is a purchase of a U.S. hat 
distributor.

•	 Prestige.	Going	global	can	enhance	
a Chinese companies prestige and 
recognition of it and its products.

In some cases it can be difficult to 
determine the business reason, other 
than perhaps for the potential of an 
attractive ROI. Such is the case with 
Dalian Wanda’s purchase of the AMC 
theater chain.

Key regulatory issues 
Chinese companies face various 

issues in developing and implementing 
global expansion plans. Perhaps the 
most significant is that due to their 
limited experience with acquisitions 
in general, and especially foreign 
acquisitions, many Chinese companies 
do not have the in-house expertise 
to develop or execute an effective 
acquisition strategy. 

Furthermore, because China 
investment bankers usually are not paid 
retainers, Chinese companies often seek 
to emulate that in other countries and 
thus have difficulty retaining quality 
foreign investment banking expertise. 

The combination of these factors 
can make virtually all stages of the 
process extremely difficult for Chinese 
companies, starting with defining 
the objectives, properly researching 
the market and the most suitable 
prospective targets, to approaching 
prospects and negotiating terms 
consistent with the local market.

Different countries have different 
regulations which can pose difficulties, 
or at least must be considered, in 
Chinese FDI. With respect to the 
United States, the most significant 
regulatory concern generally cited 
by most Chinese is CFIUS, which 
the U.S. government can use to 
block foreign acquisitions of U.S. 
businesses. In fact, in late September, 
2012, President Obama exercised his 
power under CFIUS to prohibit the 
acquisition and operation of four wind 
farm projects by a Chinese company. 

The future
There is little doubt that Chinese 

FDI will grow and the key questions 
are how fast, for what type of products 
and in what industries. FDI growth 
can be affected by factors particular to 
any Chinese company as well as macro 
factors, such as decisions of the Chinese 
government and relations, especially 
trade relations, between China and 
other countries. Nevertheless, business 
executives competing with Chinese 
companies should bear this trend 
in mind and at least periodically 
reevaluate its potential impact on their 
own businesses.
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