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Abstract

This contribution attempts to shed light on the characteristics and strategies of Chinese companies in Europe. For that, we draw on primary and secondary qualitative data at firm-level. Primary data come from interviews conducted across Europe in the second half of 2007, and secondary data has been gathered from corporate data and business reports.
It seems that the arrival of Chinese firms in Europe is primarily driven by the motivations such as: access to new markets, to new assets (technology, skills and brands), and support to exports from China. Two types of Chinese investment can be distinguished: trade-oriented investment and resource-seeking investment.

Some case studies from three sectors - telecommunications, car industry and maritime transport - show the specific strategies followed by the Chinese firms installed in Europe.
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1. 
Introduction

Since Chinese economic reforms came on stream at the end of the 1970s, much attention has been paid to the extent, pattern, determinants and impacts of inward foreign direct investment in China. But it is no less noteworthy that Chinese firms are now jumping on the bandwagon of the globalisation and investing overseas. If the bulk of Chinese outward direct investment is still directed toward developing countries, mature economies are also emerging as a new destination, particularly Europe since 2003.

This contribution attempts to shed light on the strategies followed by Chinese companies in Europe. Compared to the investment made in developing countries whose motivation is primarily the access to natural resources, the arrival of Chinese firms in Europe is driven by very different motivations—i.e. access to new markets, to new assets (technology, skills and brands), and support to exports from China, whereas the access to natural access is not significant. In several cases one can find more than one motive at play, particularly with access to new markets going hand in hand with the support to exports as far as Europe as a whole is taken into consideration.
The paper draws on primary and secondary qualitative data at firm-level. Primary data come from interviews conducted across Europe in the second half of 2007, and secondary data has been gathered from corporate data and business reports.
The paper will be structured as follows:

First, we will conduct a review of the existing literature in order to answer at the following question: Why firms from emerging countries, particularly China, invest abroad, and why in Europe?
Second, we will match the strategies followed by Chinese companies in Europe with the standard framework of strategies followed by multinational firms in general. Are there similar to those described by this pattern or the Chinese firms preserving their specificities compared to large multinational firms or even multinationals from other developing countries?
Third, we will use several case studies from three sectors—telecommunication equipment, car industry and sea transport—which already witness a sizeable number of investments, provide a diversity of activities involved, such as manufacturing versus services, and therefore are of particular interest for Chinese firms and European economies.
2. China’s outward FDI and theoretical issues
China’s outward FDI which was quite flat during the 1990s, shown a clear upward trend at the beginning of the current decade, particularly since 2003. The WTO membership probably explains for a large part this tipping point. As a result, China is now one of the main source countries of FDI within the developing country group. Therefore, it is of theoretical importance to better understand the rationale underlying FDI outflows from China.

a. Chinese outward FDI: salient features

The average amount of Chinese outward FDI remained at about 2 billion dollars per year in the 1990s, peaking at 4 billion in 1992 and 1993. Afterwards it accelerated to reach 18.7 billion dollars in 2007 (Figure 1). In the same time, the number of Chinese multinational companies—as the main subject of FDI—went up impressively: from 379 in 1993 to 3,429 in 2005—i.e. a thumping 800 per cent increase (UNCTAD 2006).
Figure 1. China’s FDI outflows since 1990
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If developed countries, particularly Canada, Australia and the United States, were in the early years, up to 1990, the major recipients of Chinese outward investment the volume and the number of projects were quite small (Yang 2005). Actually, the rise of Chinese outward investment since mid-1990s was directed to developing countries, particularly Southeast Asia; however Hong Kong was playing (and still plays) a pivotal role to channel funds back to mainland China or to tax havens.

The prominent destinations have changed since 2003 with the policy of encouraging overseas investment due to mounting pressures in the home economy.

First, Latin America has emerged as a top destination. Such interest has been spurred by China’s needs to secure its supply of natural resources in energy, and agricultural and mineral staples—Brazil, Peru and Mexico—and by the will to route more flows through the Caribbean tax havens—with the British Virgin Islands and the Cayman Islands receiving more than 95 per cent of China’s FDI in Latin America and Caribbean area during 2003-2006.

Second, Europe and Africa have alternatively become the third and fourth destination for Chinese investments abroad since 2003. For the former it is due to large acquisitions of European firms and also to the scattering of numerous establishments across Europe—especially in Germany, France, United Kingdom, Italy and Sweden; for the latter thanks to large raw materials projects in Sudan, Algeria, Nigeria, and more recently Zambia and Congo.
b. Theoretical explanations
Why firms from China, still an emerging country, invest abroad? Why in Europe? 
The existing literature on China’s outward FDI and the presence of Chinese enterprises abroad is still scarce
 due in large part to the novelty of the whole phenomenon.
The analysis of FDI as an autonomous field of economics started in early 1960s with Hymer’s seminal doctoral dissertation. Hymer (1976) argued that firms go abroad to exploit their power more fully, and market power explains why investing firms can survive in host countries when confronted to local competitors. As foreign operations involve more transaction costs than for local host-country firms, a foreign firm must hold specific advantages, such as distinctive technologies, economies of scale or marketing skills. In order to address the same question J. Dunning (1979) advanced a trinity paradigm based on ownership, location and internalisation advantages (OLI). First, firm specific advantages over competitors, i.e. the advantages coming from the possession of or exclusive access to particular assets; second, host country specific advantages—e.g. the cost, quality and availability of factor endowments, the size and dynamic of host or adjacent economies—to conduct their activities; and third, internalization advantages by minimizing transaction costs. His approach dubbed “eclectic” tries to explain how multinational companies use internalisation to exploit the advantages of locating production abroad.
The emergence of multinationals firms from developing countries in the 1980s has shown some limitation in the explanatory capacity of the OLI model, as being too static and with those firms lacking proprietary advantages over competitors from developed countries. 
The 1990s witnessed a big jump in Third World FDI, in particular from East Asian and Latin American countries. This dynamic which was predominantly seen as structural and long-lasting required a sound theoretical explanation. Even in the 1980s, some rationale has being advanced to explain FDI from developing countries. For example, Wells (1983) posited that technology adaptation was a crucial driver. As developing countries are quite similar in their technological base, Third World companies’ affiliates exhibit competitive advantages over multinational companies from developed countries: less use of special-purpose equipment which enables them to use local low-level inputs, mature and more universal products which better match the lower standards of machinery and equipment in local downstream firms, low specialisation of Third World companies’ affiliates which can reduce economic scale to the extent of local small market, etc.
Later, Dunning and Narula (1996) proposed the “investment development path model” which dynamically articulates the main features of one national economy with different patterns of its direct investment outward flows. Obviously, this new development due to a more dynamic look along with a focus on idiosyncratic or contextual aspects, particularly critical in developing countries, provide a better understanding of the ongoing phenomenon. However, the new approach still presents some drawbacks: it does not take into account that Chinese firms investing in developed countries seek out new knowledge or capabilities on one side, and benefit of some kind of advantages related to learning experience or/and of being part of a network of diversified and complementary assets on the other.

The theory of J. Cantwell (1989) on technological innovation yields more stimulating perspectives. Indeed, this approach takes into account the technological accumulation of developing countries and their attempt to take their production upmarket on the one hand, and the direct relation between technological accumulation of companies and investment abroad on the other. When taking the decision of expanding abroad, companies from developing countries usually follow quite a straightforward route. “At the geographic level, they first target surrounding countries; then, developing countries; and finally, developed countries”. As far as sectoral distribution is concerned, they “first, attempt to have access to natural resources; they then turn to import substitution; and they finally switch to the promotion of export products”. The trajectory followed by Chinese companies abroad in the last ten years has been consistent so far with this theoretical prescription.
M. Porter (1985) developed in the middle of the 1980s an approach with corporate strategies firmly based on competitive advantages. By using the concept of chain value, the strategy of a company corresponds to a coherent configuration of activities to reap advantages over competitors. The concept of activity offers an excellent base of analysis of the international strategies and more largely competition between places of activity. While deciding to internationalize, a company makes it possible to distribute its activities between sites endowed with complementary advantages, and to coordinate all the activities within a transnational network. Later, Porter (1990) exposed the competitive advantage of nations and related companies stemming from national characteristics. Indeed, Porter’s approach provides an interesting perspective to explain the set up of Chinese affiliates in Europe in some sectors (see 2.2.), and more important to articulate the specificities of the home country (China) to the behaviour of Chinese companies abroad.
Last, empirical observation suggests that the competitive advantage of several Chinese companies lies for a large part on established networks with others companies. Through this web of relationships they can tap low cost manufacturing and product-related know-how which has accumulated in China from inward FDI and other modes of cooperation with foreign companies. In addition, there is growing evidence that the combination of the advantages stemming from the network framework which the cumulative learning experience are of most importance in supporting and sustaining the advantages of Chinese enterprises over competitors, notably Western enterprises.

3. Specificities of Chinese firms in Europe

As said previously, Chinese investments in Europe exhibits smaller amount than those in Asia or Latin America, but they have experienced a stronger increase during the last years. Moreover, when they invest in Europe, Chinese companies have different reasons and pursue different strategies.

Data at the enterprise level provide useful insights into companies’ strategies but due to the paucity and the inconsistence of such information we had to collect our own information on the identity, patterns of entry, function and sectoral activity of Chinese enterprises in Europe. Numerous sources have been used: national and local agencies supporting inward investment, Chinese embassies in Europe, professional associations, and information brokers and corporate information. The time period covered by the data set encompasses the 1990s and the 2000s (to mid-2007).
a. Main characteristics of Chinese firms in Europe 
During the aforementioned period, we picked up quite 250 establishments across Europe (except Russia) related to 150 Chinese companies. These investments were very recent: indeed, nearly nine out of ten cases being set up after 2002.

Four main findings stand out.
· First, the bulk of Chinese FDI in Europe takes the form of subsidiaries

Chinese investments in Europe are carried out in the form of subsidiaries in nearly three cases out of four, and in the form of acquisitions for the remaining part. Although the number of cases is lower for the latter form, it must be noted that their impact—particularly for the acquiring firm—is larger than it may seem at first sight because of their larger average value.
Overall, the setting up of Chinese affiliates in Europe mainly concerns the tertiary sector with 60 per cent of all registered cases. They are often trade-related services (commercial premises or administrative services) with relatively limited financial commitments by the parent firm.
These investments come from manufacturing companies (Haier, Huawei, China National BlueStar...), transport and logistics firms (Air China, Cosco...), banks (Bank of China, Eximbank) or chain stores (Esprit clothing chain) to name a few.
· Second, commercial offices are on the rise

This dynamic encompasses two logics. On one side, Chinese enterprises have set up or acquired marketing facilities in order to get or expand knowledge about European market, such as tastes, preferences or quality requirements. On the other side, Chinese enterprises have implemented or acquired distribution channels and after-sales services in order to better deliver their products to European customers. In addition, Chinese shipping companies have scattered commercial premises in quite all the European harbours. All those investments made by different companies, be large or medium, public or private ones, are inherently trade-oriented and largely one-sided, i.e. to expand the exports of Chinese products.

· Third, acquisitions are coming to the forefront with a marked interest for financially troubled firms

The acquisition of European companies by Chinese firms is generally conducted in a pragmatic fashion driven to a large extent by market opportunities—i.e. European financially-troubled companies. As a result, many Chinese acquisitions are driven by the logic of the host economy’s comparative advantage. It is therefore not surprising that Germany hosts 60 per cent of all Chinese acquisitions across Europe in the general machine and equipment sectors. The acquisitions of Heinkel by Beijing Tian Li Cryogenic, or of Zimmermann by Dalian Machine are just a few among many cases which illustrate this trend.

· Fourth, an emerging presence in development activities

Research and Development centres set up (or acquired) by Chinese firms across Europe serve primarily to absorb local technology and send it back to China, and to adapt products and services to local needs. Actually, these involvements stem from the setting up of affiliates dedicated to such tasks or result from the acquisition of European firms with a marked focus on R&D. Overall, these operations are very recent: all of the ten operations checked in our data set have occurred since 2003, and half of them took place in 2005. Chinese firms have first targeted the IT and telecommunication sector, more precisely electronic components and equipments (Advanced Wireless Design in Denmark, Golden Prosperity in the United Kingdom, Feidiao Electrics in Italy, and Sanguine Microelectronics in France), and telecommunications (ZTE in Sweden and France, Huawei in the Netherlands). They have also targeted the automotive industry with Nanjing Automobile making inroads into the United Kingdom and Leader Automotive International doing the same in Sweden. The metals and metal products sector was also targeted as is illustrated by the partnership between Baosteel and the Corrosion and Metals Research Institute in Sweden.
When Chinese firms start and conduct R&D activities in Europe in their own through the acquisition of European companies endowed with such assets, it can be a deliberate strategy aiming to tap the required skills, or the R&D activity can be part of a larger operation. In such a case, the buyer cannot have other alternative than to maintain it on the European site, either because it is the only means of exploiting the accumulated know-how pool of the acquired company or because they do not have any trained people in China to take on the task, at least initially. In this respect, Axiom maintained the research activity of Psion pocket computers in Wales, China National BlueStar kept Adisseo’s research laboratories in France and Fook Tin maintained part of Terraillon’s research activity in Annemasse (France) while moving the whole manufacturing line to China.
b. Theoretical explanations of the phenomenon
Europe’s experience provides a more complex picture of the presence of Chinese companies at the international level. Two categories of motivations, trade-supporting and resource-seeking, are discernible if the meaning of resources is made extensively, be natural or intangibles resources as long as created or expanded ones. We concentrate here on the first category, and will expose the second one in the following paragraph (see 2.3.).
Trade-oriented investment is a significant part of Chinese investment in Europe and quite consistent with the theory of international trade. This dynamic encompasses the openness of new markets and the enlargement of existing ones through the establishment of local sales, distribution networks, or manufacturing facilities.
M. Porter (1990) argues that each country can have a competitive advantage over others in some particular sectors, and that this advantage can be obtained through export or/and direct investment abroad with the latter being not regarded as substitutable to export, but rather a complement or a support to the former. Trade-oriented investment which is an important motivation for the coming of Chinese companies in Europe fit quite perfectly this scheme.

Thus, to size a competitive advantage, a firm has three options (generic strategies): i/ cost leadership; ii/ differentiation of products; iii/ focus of the activity. This last one has two alternatives: it can be made either by low cost (cost focus) or by differentiation (focused differentiation) (Table 1).
Table 1. Generic strategies

	
	
	Competitive advantage

	
	
	Cost
	Differentiation

	Competitive scope
	Broad target
	Cost leadership
	Differentiation

	
	Narrow target
	Cost focus
	Focused differentiation



Source: from The Competitive Advantage of Nations, Porter 1990.

Let’s give more insight about the foregoing strategies:
i/ The advantage drawn from cost control come first for Chinese firms in Europe. Based on production costs which are significantly lower than those in Europe (lower wage costs, longer duration of work), “China made” products enjoy an undeniable competitive advantage. Chinese firms in Europe extensively employ workers coming from China as expatriates—few have previous experience in other foreign affiliates—or hire local employees of Chinese origin to lower the wage costs. When one sees their entry modes in Europe, greenfied investments are still the main route: they consist of subsidiaries on a small scale to minimize transaction costs in an unknown context. In addition, they often select and settle in zones providing good infrastructures or favourable welcome. The result is a gradual process of setting up, which is quite different from the route followed by several Indian companies in Europe.
ii/ The advantage of product differentiation is not still significant for Chinese firms. The main reason lies in the fact that it is relevant in sectors where qualities of products are relatively similar and where firms to compete with others and expand their market share, propose a product with different specificities (horizontal differentiation) rather than to offer a product of higher intrinsic quality (vertical differentiation). As a consequence, when Chinese firms directly compete in Europe with European firms in sectors like telecommunications or car industry where local standards have to be endorsed, their unique cost advantage cannot be sustainable. In such a case, the Chinese company can switch to the strategy based on product differentiation and therefore buttresses its competitive advantage.

Thus, even if Huawei succeeded by setting up affiliates in Europe, thanks to its low cost advantage, it had to invest in research and development in order to increase the quality of its products and/or to adapt them to the preferences of local customers. It was also necessary to upgrade after-sales service. To date, Huawei is caught up with European competitors like Alcatel-Lucent on product quality with prices relatively closed to those of direct competitors. Nevertheless, the strategy of product differentiation—fast delivery of products and services, effective after-sales service—has been adopted by the Chinese firm.
iii/ Lastly, the advantage of focus activity is also largely used by Chinese firms in Europe. Generally, the firms having invested there are specialized ones. And when they are member of a diversified company it is often a subsidiary unit specialized in a sector or even a product. As a result, the company needs to focus on this activity in order to be successful. Indeed, there is little evidence of strategies of diversification of activity followed by Chinese firms in Europe.
Overall, the strategy of cost focus is still privileged by Chinese firms. 
However, the Chinese firms installed in Europe present also specificities and strategies which do not correspond to the framework of the theoretical model. Their motivations behind their inroads in Europe can be very different from those to settle elsewhere. The related strategies can also be very different.
c. Strategies followed by Chinese firms in Europe  

Resource-seeking — such as advanced technology, managerial expertise, cutting-edge manufacturing know-how, and well-established brands — is another salient motive underlying the arrival of Chinese enterprises in Europe. There are two types of countries which would be the main target countries for China’s resource-seeking direct investment: countries with abundant natural resource endowments and countries with technological leadership (Yang 2005). The European countries belong in general to the second type.
Contrary to the previous motive (trade-supporting), two main modalities are concurrently used: partnerships and acquisitions. The former is due to accumulated experience in the home market derived from the institutional context: indeed, up to the economic reforms the unique entry mode for foreign enterprises in mainland China was through joint-ventures. The latter is due to the ongoing globalization which makes organic growth strategies too time-consuming particularly when you are latecomers on the global stage.

In Europe, three types of strategies followed by Chinese firms can be proposed: i/ vertical integration; ii/ development of innovative products starting from an internal competence; iii/ seek of a position of leader in a segment or a niche of the market. These three types of strategy can be described as follows: 
i/ During last decades, many Chinese firms led operations of subcontracting or partnerships with European companies, which gave them the idea to go further as their know-how increased and that their financial base was consolidated. Much of them wish to be freed from a statute of subordination. They are not satisfied any more to carry out the standardized productions, but aspire to be directed towards activities with strong added value, which implies to collect a more significant part of the chain of value towards the downstream. For that, they invest directly on the European market, either by organic growth or by acquisition of companies if opportunities arise. In certain cases, they are acquisitions of former subcontractors or partners because of their financial vulnerability.
ii/ These last years, the Chinese firms learned much from their Western competitors. They often knew to improve the techniques of the latter to design new products adapted to a consumption of mass and production costs minimum. Some Chinese firms are able to modify the curve of experiment while combining high-tech products, differentiation and production at low costs, contrary to the firms of the industrialized countries for which high-tech rhyme with top-of-the-range and high selling prices (Zeng & Williamson 2007). For example, Haier, specialized in the apparatuses electric household appliances, knew to conquer the market of the cellars with wine for private individuals, witch is a segment initially reserved to the rich customers. More particularly, the Chinese equipment suppliers of telecommunication, with this strategy, started to penetrate the European market at the beginning of the millennium to become direct competitors of the Western firms of the sector like Cisco, Alcatel-Lucent, Ericson-Marconi, Nokia-Siemens or Nortel (see 3.1).

iii/ This type of strategy is adopted by companies having substantial part on their market of origin, jointly with a technical know-how. Compared to the two preceding strategies, this strategy is followed little by the Chinese firms in Europe. It is the case of the chemist China National BlueStar, which started an external strategy of growth at the international level to acquire competences and know-how. In 2006 and 2007, the group carried out three significant acquisitions in France and in United Kingdom: Adisseo, a French company specialized in the design and the manufacture of nutritional additives, vitamins, methionine and enzymes intended for the animal feeds; Rhodia Silicones, French company, one of the principal world silicone producers, which operates in the elastomers (moulding, ancillary medical, car industry), anti-adherence (packing, adhesives), and textile coating (technical airbags, fabrics and linen room); and Fibres Worldwide, an English company established in Grimsby where it produces carbon fibre precursors, of which the transformation into carbon has multiple uses (rackets of tennis, skis, brakes of cars of Formule 1, wind mills...).
In conclusion, the characteristics of Chinese FDI outward seem not to be representative of all developing countries. They strive to take advantage of European weaknesses — which they have somehow contributed to create — and seek to tap the local skills and know-how resources.
4. Case studies
Now we will do some case studies. We picked up three sectors: telecommunication equipment, car industry and sea transport.
a. The breakthrough of Chinese firms in telecommunication equipment in Europe
· Background

Since the end of the 1990’s, the expansion of Chinese firms in telecommunication equipment has been carried out by the rapid growth of new media (Internet, mobiles) as well as by the shortening of the production cycles in communication and information technologies, and by the ever increasing speed of the delivery to the market of new products. The whole chain value of the sector is currently being in depth restructuring, and the relative advance of the incumbents firms tends to be reduced while the status of "the last comer" is not necessarily a handicap.
In many respects, it is worthwhile to analyse the European inroads, since 2000, of two fledging Chinese enterprises, Huawei and Zhongxing Telecommunication Equipment (ZTE).

Box 1. Huawei and ZTE

Huawei is a private firm created in 1988, specialized in telephony and telecommunications (design, production of equipment, services for operators). It is the first Chinese equipment supplier of telecommunications with 62,000 employees (including 30,000 researchers) in the world, products and services deployed in more than 100 countries.

ZTE is a public firm created in 1985 by public research laboratories and institutes such as Xi' An Microelectronics (34%) and Aerospace Guangyu (17%). Its activity spans the whole telecommunication’s sector. In few years, this former start-up became a group of world scale operating in more than 100 countries, with 40,000 employees (including 14,000 researchers). It is listed in Shenzhen since 1997 (39.2%) and in Hong Kong since 2004 (16.7%).

Both companies started to move the goal posts thanks to the strong pressure they exert on prices and the vast range of good quality and innovating services they offer. In Europe, they are hard competitors for incumbent firms such as Alcatel-Lucent, Ericson-Marconi or Nokia-Siemens. As a result these large companies have often hardly the choice but to align themselves on their conditions.
· The strategy of Huawei and ZTE to enter the European countries
After expanding their market shares along with their market power in mainland China, Huawei and ZTE started to invest abroad. They first targeted developing countries: ZTE started to set up offices in Pakistan and Kenya (1996), and Huawei in India and Latin America (1999).

Indeed, developing countries were somewhere training grounds to test their products and services out of their domestic market; their populations could not afford to buy mobiles offered by the large multinational firms and they also were less demanding in terms of quality than industrialized countries.

After their successes in developing countries, Huawei and ZTE enlarged their international strategy towards mature economies, the United States and Europe.

Let us, here, analyse the modes of their expansion in Europe. Their move was gradual and methodical, step by step.

- First, both firms carried out an offensive and voluntary strategy implying competitive positioning when putting tenders for European telecommunication operators. The shares of market they gained these last years have been tremendous
. 
- Second, Huawei and ZTE have set up in China partnerships and joint ventures with big multinationals on a “win-win” arrangement with ” foreign technology and access to the world standards” for them being exchanged for “access to the Chinese market” for the foreign partners
.
- Third, Huawei and ZTE started to embark on “Greenfield” investments in Europe to consolidate their European involvement: to better take into account its specificities and constraints, and to reinforce competences and capabilities in contact with new partners and more “mature” customers. Even, they set up some R&D centres in order to access to local grey matter and know-how, develop their technology and improve their credibility as well in the world as in China.
Huawei is in Europe since 2000 (HQ in Düsseldorf), where it has 28 subsidiaries and offices, as well as:
- Innovation and R&D centres (often for customising) in Sweden (since 2000, 50 researchers), France (Lannion, Paris), Germany, the Netherlands, and Spain;
- Technical centres in the United Kingdom (Basingstoke) and Germany (Eschborn);
- Training Centres in the United Kingdom, France, and Hungary (with Synergon);
- and call centres in France and Hungary.
The set up of a plant in Romania is considered.
Huawei has almost 2 000 employees in Europe (39% in engineering departments, 31% in sale department, 30% in administration, finance and marketing). More than 60% of them are locally recruited (to better know local needs and culture).
In 2006, the European turnover of Huawei amounted to 7,701 million dollars (from 160 million in 2003).

ZTE is in Europe since 2002 (HQ in Paris), with 250 permanent employees (and 300 on an ad hoc base). The number of its European subsidiaries is lower than for Huawei, but is growing fast.

ZTE has R&D subsidiaries in Sweden (since 2003 in Stockholm, in Kista Park, with 30 researchers), France (Poitiers and Paris, 10 researchers), and a project in Romania (with China Unicom-POSTelecom). It has also a training centre in Hungary (with Synergon) and projects of call centres in Hungary and Romania.
· The specific advantages of Huawei and ZTE

The expansion of Huawei and ZTE and their conquest of new markets (notably in Europe) have taken advantage of specific assets:

- The large support of the Chinese government as national “champions”, and, therefore, good national research structures (created "ad hoc"), privileged loans, tax advantages, "diplomatic" markets in the developing countries (specially Africa and Latin America, courted by China for their raw materials), etc. 

- The development of a business model combining low prices, reduced margins, and innovation, in order to gain new prestigious customers (in Europe and in the world). Doing so, they had the opportunity to consolidate their references ("snowball" selling). For instance, the margins of Huawei fell from 13% in 2000 to 4% into 2002; they were rectified to 8.4% in 2004.
- The priority given to R&D - as well in China as abroad (United States, Sweden, etc)- and the significant share devoted to it (10 per cent of their annual turnover) has preserved their long-term competitiveness.

- Last, Huawei and ZTE have exploited the opportunity to serve their vast domestic market whose strong growth allows experimentation for new products and grants scale economies.

b. The breakthrough of Chinese firms in automobile in Europe
· Background

The arrival of the Chinese firms in Europe in the automobile sector is the consequence of the emergence of a national industry and of the increasing demand for cars in China
.

The current dynamism of these firms has been spurred since the beginning of the 1990’s thanks to, on the one hand, the training and technical contributions of joint ventures associating Chinese groups (often publics) and large multinational firms, and, on the other hand, the support of public authorities. Since 1996, automobile it is regarded as strategic sector for the national development and directly depends on the Ministry of Commerce and of the National Development and Reform Commission which have carried out its restructuring while defining the outline plan, the standardization of auto parts, the coordination of innovation, and giving financial and technical supports (reduction of taxes, assistance to exports or to the knowing of foreign markets, etc). 
Such a public strategy was successful. Today, China is the second world market for automobile (8.8 million of cars sold in 2007, i.e. more than 25 per cent than in 2006), and Chinese firms are more and more present on their domestic market with a share of 25.6 per cent (40 per cent planned in 2010). 

As their growth and performances were comforted, Chinese automobile manufacturers and equipment suppliers has aspired to invest abroad in order to acquire technical skills, famous brands, and new sale networks, etc. It was somewhere a means to assert their future, being aware that only the best of them would be able to survive in the coming years, while the Chinese automobile sector is still to be restructured.

· The European inroads of Chinese automobile firms

The arrival of the Chinese automobile investors in Europe is new (2003). Much of them are equipment suppliers, and, consequently, have a very strategic activity insofar as equipment suppliers in general provide about 70% of the added value of a car.
At the end of 2007, there were about forty major Chinese investments in Europe in the automobile sector. One third of them was made by Johnson Electric, following its acquisitions, notably, of Gate (Italy, France) and of Saia Burgess (Switzerland) and its numerous subsidiaries (among them, BM Instrument, Buhler motor, Bar Electrowerke in Germany, TH contact, and Cetronic in Switzerland, etc). 

The United Kingdom was a favourite destination for these investments. That was the result of many assets of the country, some of them coming from its economic history where the automobile sector always held a great place. The UK still has an expertise and main centres of competence in the car industry (for instance, the Motor Industry Research Association). However, these last years, the difficulties of the British automobile sector involved some ceasing of trading which gave rise to foreign acquisitions, some of them conducted by Chinese firms. Thus, in 2005, Nanjing Automobile carried on its Chinese rival Shanghai Automotive
 to buy out MG Rover, with an access to the brands MG, Austin and Morris; by the end of 2006, Geely established a majority JV with Manganese Bronzes, the producer of the legendary London black taxis.
However, the bulk of the Chinese investments in UK have been made by equipment suppliers such as: 

- Wanxiang (auto parts: driving shafts, ball bearings, shock absorbers, universal joints, etc
);
- Greencool (chassis, minibus...) bough out the activity of production and development of Leyland Products Development (automobile electricity, diesel injection);

- Johnson Electric (engines, ventilators...) produced in England between 2000 and 2006 (after the purchase of Gate), before relocating its production in France and Italy.

- to name a few.

As a general rule, when Chinese firms buy out some European firms in bankrupt, they consider that their acquisitions can become profitable thanks to synergies between the assets of the purchased companies (famous brands, sale networks) and their own assets when they relocate the production in China, or when they improve their sales on the Chinese market (with scale economies). 

However, the relocation is not the sole option. When they exist, R&D centres are maintained in order to optimize the knowledge and the know-how of the local executives, engineers and technicians, for the benefit of everyone. Interestingly, we can note that after two years of production in China, Nanjing Automobile started again, in April 2007, to manufacture sports cars MG in Longbridge (UK) with a R&D centre. To date, the group employs 2,000 workers.
c. The Chinese investments in the maritime transport and harbour management in Europe   

· Background and context
The emergence of Chinese firms in the maritime transport and harbour management started by the end of the 1980’s when Chinese authorities decided to modernize China‘s harbour infrastructures and merchant marine. By doing so they were willing to get independent and efficient means of communication. This trend accelerated at the beginning of the millennium with the access of China to WTO and the rise of the Chinese foreign trade.
Today, the Chinese maritime power can be declined in terms of harbour capacity
, shipbuilding
, maritime transport, and harbour management.
All in all, these activities are strategic as they constitute the backbone of the international trade: indeed, more of the three quarters of the goods transported in the world are conveyed by sea for reasons of cost, capacity and fluidity of the traffic. The stakes and challenges are numerous.

· Chinese companies involved in Europe
In Europe, four groups rule over the Chinese maritime transport of goods: China Ocean Shipping Co. (COSCO), China Shipping Container Lines Co (CSLC and Orient Overseas Container Line (OOCL), while Hutchinson Port Holding (HPH) is very dynamic in the field of harbour management.
All these firms carried out aggressive international strategies after first steps in continental China or Hongkong, then, in Asia.
The last Review of Economic Transport published by the UNCTAD Secretariat, (2007) shows that Chinese companies more and more compete with the world leaders in terms of number of ships and total shipboard capacity deployed (TEUs). To date, COSCO, CSCL and OOCL occupy respectively the ranks 5th, 6th and 12th.
Table 2. Leading 12 worldwide service operators of containerships at the end of 2006 
Ranking Operator

Country

Number of ships

TEUs
1/ Maersk Line

Denmark


484


1,573,551

2/ MSC


Switzerland


320


1,019,725

3/ CMA-CGM Group

France



167


517,213

4/ Hapag Lloyd

Germany


136 


454,526

5/ COSCO


China



134


390,354

6/ CSCL


China



122


387,168

7/ Evergreen


Taiwan 


127


377,334

8/ APL



Singapore


105


342,461

9/ Hanjin


Korea



78


337,378

10/ NYK


Japan



85


283,109

11/ MOL


Japan



91


281,967

12/ OOCL


Hong Kong


71


275,057

Source: UNCTAD secretariat, Containerisation International Online, Fleet Statistics
COSCO is in Europe since 1989, HPH since 1991, and CSLC and OOCL since 2004.
They all considerably increased their investment in Europe since 2003-2004. From now on, not only they carry out transport activities, but they also invest in handling and logistics: that confers them a broad control on the logistic chain. Moreover, they all have partnerships with their principal European competitors (Maersk, CMA-CGM, etc.) in order to rationalize the services of harbour handling and their stopovers, or to obtain some infrastructures such as: platforms of transhipment, port facilities, road or rail lines and networks, etc.
COSCO Europe GMBH is registered in Hamburg, from where are managed more than 50 offices and subsidiaries and 800 employees.
These last years, the group progressively comforted its European presence trough “Greenfield” investments.
However, in 2006, COSCO initiated a new strategy of acquisition by investing in the Antwerp container terminal. Currently, COSCO is under discussion to take a stake in the Piraeus container terminal (Greece). Also, in 2006, COSCO tried to purchase the Burg Industries BV (Germany)—via its subsidiary China International Marine Containers Co from Hong Kong—in order to increase in Europe its offer of services. First, it failed because of the European legislation antitrust, but, the project was reconsidered with a differentiated sale of the container activity of Burg. That was finally accepted, so in June 2007, COSCO took the control of 80% of the Burg’s capital.
Box 2. COSCO and CSCL

COSCO is the leader of the Chinese shipping companies. It is a public enterprise founded in 1961 in Shanghai, listed in Hong Kong since 2005. It operates in transport and convoying, logistics, repair, ship broker, air cargo, is a global terminal operator, and has more than 400 subsidiary companies or representative offices in the world. 

CSCL is a public company specialized in the transport of containers and hydrocarbons; it also provides logistic support and manages some harbour terminals. The firm was created in 1997 in Dalian, following the merger of three regional companies. CSCL has emanated from the COSCO while its creation has been decided and carried out by the Chinese State which specially tempted a leader away from COSCO. CSCL is currently one of the 44 Chinese companies of State placed under the direct control of the Government Service; however it is also listed in Hong Kong and Shanghai (40%). It has 45,000 salaries and subsidiary companies and offices in more than 80 countries.
CSCL is in Europe since the end of the 1990’s: it started by setting up partnerships with European companies before establishing its own offices (about thirty in 2007).
Huchinson Port Holding (HPH) belongs to Hutchinson Whampoa (Hongkong), but COSCO and PSA (Singapore) respectively have 10% and 20% of its capital.

HPH operates in maritime transport on all the continents.

To date, HPH is the largest world operator of harbour management.
5. Concluding remarks
After going to Asia, South America (Hay and Milelli, 2005), and Africa (Kurlantzick 2006), Chinese companies are now arriving in Europe as they wish to enlarge their market share. They strive to take advantage of European weaknesses — which they have somehow contributed to create — and seek to tap the local skills and know-how resources. Because this turn of events is only recent, it is probably too early to attempt to draw the full conclusions. The transfers of production lines to China have nonetheless already made their marks and this represents a challenge that Europe’s both private firms and public authorities will have to take up. However, the delocalization of European companies to low-production cost countries had already started long before China foreign investment drive. After considering that Chinese acquisitions may protect some businesses from being closed down — ‘downsizing’ can be particularly disruptive in local depressed areas — and that research activities are generally maintained locally, it must be acknowledged that Chinese investments have so far had only a mild if not rather positive impact on Europe’s employment levels.

Determining the interaction between FDI and trade is a tricky issue. On the one side, there is indeed a growing body of literature that has identified the conflicting associations between FDI and trade — see Blonigen (2005) for a recent review — on the other, some argue that against the current international economic background, the character of FDI is becoming increasingly blurred. As a matter of fact, almost 40 per cent of all world trade in 2004 was intra-firm while two-thirds of exports came from affiliates of multinational enterprises. In short, it is obvious that FDI has now turned into the dominant vehicle for international trade. In the case of Chinese FDI in Europe, once the special features mentioned previously — such as the transfer of manufacturing lines to China and the prevalence of commercial offices — are taken into account, it then becomes possible to forecast a deepening of European countries’ current trade deficit with China along with a increased pressure on European wages.

However, the increasing internationalization of Chinese firms will give them a strong incentive to request from their government the enforcement of intellectual property rights and a wider opening up of their domestic market — Chinese enterprises are indeed allowed to supply customers in China with only a limited range of goods and services. The ultimate motive is self-interest as the Chinese are fully aware they cannot expect to be welcome in foreign countries’ markets as long as their own remains closed to others, even more so when foreigners already view the Chinese as threatening competitors.
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� Among the few detailed scholarly studies, we can quote those of Yang (2003 and 2005).


� Huawei has been selected as official supplier in the United Kingdom by British Telecom, Vodafone and Fibernet, in Germany by QSC, in France by Free (market gained over Alcatel for optical fibre networks), Neuf Cegetel, SFR, and even by France Telecom and Orange its direct competitors for some services.


Huawei has been selected as official supplier in the United Kingdom by British Telecom, Vodafone and Fibernet, in Germany by QSC, in France by Free (market gained over Alcatel for optical fibre networks), Neuf Cegetel, SFR, and even by France Telecom and Orange. As to ZTE, it was also successful to pick up customers such as France Telecom (for modems), Orange (for mobiles and terminals), Vodafone (3G supply), Telecom Italia (in competition with Lucent), PosTelecom (Romania), Telefonica, Portugal Telecom, TelePassport (Greece), British Telecom (video on line), Marconi, Alcatel and Ericsson.


� Huawei has joint ventures with Siemens Mobile (2004) to work on the Chinese standard of telephony of third generation (TD-SCDMA), with France Telecom (2005) for R&D, with Irdeto (Netherlands), and with Global Systems Marine (UK). ZTE for its part has strategic agreements with France Telecom (R&D laboratory in Beijing), Portugal Telecom, Alcatel, Ericsson, Nortel, Hutchison, Marconi, Texas Instruments, Intel, Agere Systems, HHNEC, IBM and Microsoft, etc.





� Between 2001 and 2006, the Chinese automobile market grew by 27 per cent every year.


� After having acquired in South Korea in 2004 Ssang Motor, and taken a minority share in Daewoo, SAIC attempts in 2005 to buy out MG Rover (UK) then in bankruptcy. But the negotiation was difficult; SAIC could only purchase some patent rights, and, finally, was not entitled to use the Rover brand.


� The group bought these last years North American companies such as Schiller, Universal Automotive, Rockford Powertrain (to accede to established brands).





� China now has 13 ports with a throughput of over 1 million TEUs. In decreasing order one can find: Shanghai, Shenzhen, Qingdao, Ningbo, Guangzhou, Tianjin, Xiamen, Dalian, Lianyungang, Zhongshan, Yantai, Fuzhou and Yingkou. They grew on average by 18.75 per cent in 2006 over the previous year (Review of Economic Transport, UNCTAD, 2007).


� Container manufacturing is dominated by China’s two largest box producers, China International Marine Containers (CIMC) and Singamas, which between them control more that 90 per cent of the market. CIMC has an annual capacity capable of producing 2 million TEUs per annum and Singamas a capacity of 1.25 million TEUs (Review of Economic Transport, 2007).
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