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Abstract

This paper provides original evidence about Chin@séward Direct Investments in
Italy. Data have been collected at the micro levllrough a multiple-choice
questionnaire, designed by the author and subntittéde whole population of Dragon
multinationals. With a response rate of 86%, wemdeadetailed profile of Chinese
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1. Introduction

The past two decades have witnessed the rise obwirgy number of Multinational
Enterprises (MNES) from emerging economies, madgause of overseas expansion
by Asian companies (UNCTAD 2007, 2006).

Outward Direct Investment (ODI) from developing ntiies is not a new phenomenon,
but it has recently experienced both a quantitadiveé a qualitative transformation. On
the one hand, the magnitude of investments has edirkincreased over time.
According to UNCTAD (2008), flows of ODI rose frod to 253 billion USD and
stocks moved from 145 to 2,288 billion USD, betwd®90 and 2007. On the other
hand, the geographical and sector patterns havegedaas well, shifting from
developing to developed countries as a host anmh fneanufacturing to the service
industry as a target.

China, in particular, has consolidated its positasa global investor, moving from
virtually zero ODI in 1978 to the record stock @ 8illion USD in 2007. With an
average growth rate of 60% between 2002 and 20@&aCanked thirteenth among
largest source countries worldwide in 2007 (CualeR008) and sixth among emerging
economies (UNCTAD 2008). To mention just a few egbes, the Lenovo Group,
China’s largest computer manufacturer, successadfuired the global PC business of
IBM in 2004. At the same time Haier, the famous rése household appliances
company, established its manufacturing plants imtisaCarolina; TLC bought the
television arm of France’s Thomson SA and Alcat&, &nd Nanjin Automotive
Industry Corporation acquired MG Rover to set puatitun facilities in the UK.

This evidence crucially challenges the old view tbe country as a low cost

manufacturing location: even though China has biaditionally considered as a



magnet for Foreign Direct Investment (FDI), nowasldyis increasingly becoming a
source of multinational activity (Schuller and Terr2005).

Notice that the internationalization process inimgvDragon multinationatsrepresents
a recent chapter in China’s long history. In facis only since the instigation of the
“Open Door” policy in 1978, that the country hagpesenced deep economic reforms,
to change the domestic industrial structure andease its integration into the global
economy. Hence, during the last three decades,aliis been able to amaze global
observers through a number of record performarfoes) steady economic growth to
FDI attraction, from trade expansion to the emetgeuf a large and relatively affluent
middle class. However, the aspect of China risioggr that is most noticed nowadays
is the dramatic growth of its outward direct invesht. Under the “Go Global” policy,
advocated in 2002, restrictions to outflows are dmd and government efforts to
promote international expansion are stepped u, @hina’s role as a major investor is
expected to keep on growing in the fufure

While many papers have been investigating the egrat drivers behind the
internationalization patterns of Dragon multinats) most research remains
descriptive and empirical evidence is rather spadteln particular, when quantitative
analysis is provided, it is mostly based on maaoemic data to make a general
overview of sector and geographical patterns (Reeinstance: Nicolas and Thomsen

2008; Rabellotti and Sanfilippo 2008; Gao 2008; ¢&dn2007; UNCTAD 2006;

! In this paper, Dragon multinationals are definedhmse headquartered in China.

2 For more details about the historical processtofi€@se internationalization, see (OECD 2008; Zh4ng
2005; Warner et al. 2004; Cai 1999; Tseng 1994f iidie of the State in promoting outward direct
investments and the main actors involved at thdigall level, are exhaustively investigated by Barg

and Berkofsky (2009), Buckley et al. (2008b) andncet (2007).



Schuller and Turner 2005). This kind of studiesyéweer, fails to explain what is

behind those trends: why do Chinese enterprisessingbroad? What drives their
location choice? How do they enter into a foreigarket? What kind of returns and
problems do they face when operating abroad? Toemihese and similar questions,
we need to go beyond the macroeconomic evidenceegpldre the universe of firm-

level information. Put another way, we need to etissChinese ODI through

microeconomic data, to disentangle the singlesesaggregated in the macro chorus.

Notice, however, that quantitative studies, basednacroeconomic data, are quite
limited, and they range from cases histories (ae®ng others: Duysters et al. 2009;
Liu 2007; Li 2007) to sector analysis (see, for rap&e: Niosi and Tschang 2009;
Kumar and Chadha 2009) or anecdotal evidence (a&ao 2008; Zhang Y. 2005;

Deng 2004). To best of our knowledge, survey da@utChinese ODI at the micro

level, has not been systematically collected yetventing the dissection of general
trends.

To fill this gap, the present paper aims at prowgdoriginal evidence about Dragon
multinationals in Italy, which is one of the maiecipients of Chinese ODI in Europe
(see Table 1). Data come from a multiple-choicestjoenaire designed by the author

and submitted to the whole population of Chine$iéaés in Italy; with a response rate

’A few exceptions are due to Buckley et al. (200&a)i et al. (2008) and Zhang (2005). Buckley et al.
(2008a) captures 17% of Chinese ODI in the UK byamseof a brief questionnaire, focused only on
strategic drivers. Cui et al. (2008) complementsramidata from the Statistical Bullettin of China'’s
Outward Foreign Direct Investment, through questiabout entry mode choices. Zhang (2005)
interviews over 200 Chinese enterprises (not necisMNES) to state their potential interest in
investing in Canada. The lack of survey data akhihese ODI is lamented also in Buckley et al (9007

Filippov and Saebi (2008), Aulakh (2007) and OE@DQE).



of 86%, the present paper outlines the quantitatng qualitative features of 28 direct
investments, providing a rather detailed picturs. éplained in Section 4, our data
include also FDI from Taiwan and Hong Kong, whidlows us to compare push and
pull factors, entry mode and location strategigs,hbme region. To the best of our
knowledge, this is the first attempt at collectisgrvey data about Chinese ODI,
offering such a rich framework, both in terms ofmgéde representativeness and topic
coverage. Despite the high response rate, theelimumber of observations prevents
us from conducting a proper econometric exercisaydver, a number of summary
statistics and figures are shown to summarize the rfindings of the survey. We

believe this is a first step in analysing Chined2l @t the micro level to dissect macro
trends with firm-level details.

The rest of the paper is organized as follows.i8e& provides a brief literature review
that serves as a theoretical framework for the gogbianalysis. Section 3 presents
recent macroeconomic evidence of Chinese ODI, svadterize general trends, while
Section 4 focuses on the experience of Dragon MMEaly, based on the survey
results. Since the questionnaire is designed agcwprtb the existing literature, in

commenting the main findings in Section 4, paraculttention is devoted to the
matching between empirical findings and theoretieapectations. Section 5 then

concludes and sets future lines of research.



2. Literaturereview

This Section provides a brief literature review @bemerging countries multinationals
To describe the burgeoning number of contributibabbnging to this field of study,
two subsections follow. In (2.1), we discuss whettiee traditional view of foreign
direct investment, elaborated to explain outflovesyf advanced countries, is applicable
to emerging economies ODI. In (2.2), we summarize tain characteristics of
developing countries MNEs and their foreign opersj as depicted in the existing
literature. The theoretical framework delineatetbleis particularly important for the
empirical part of this paper since the multipleicko questionnaire is structured
accordingly.

2.1 Isthetraditional view of foreign direct investment capable of explaining new ODI
from emerging economies?

In the last 30 years, the literature on multinagioenterprises has fruitfully developed
around Dunning's OLI and IDP frameworks, considessd the leading theoretical
explanation of why and when FDI occurs (see Duniififl, 1993). This is what we
call the “traditional” view of foreign direct invaaent.

The intuition behind Dunning’s arguments is quiteaightforward. If MNEs were
identical to host country firms, they would notdiit profitable to enter the host market.
Since FDIs indeed exist, it must be the case thatimational firms possess some
inherent advantages easily exploitable throughctinevestment. FDI operations are
thus explained as an attempt to capitalize abroadaia Ownership-Location-

Internalization (OLI) characteristics, own before internationali@aa. Ownership

* In this paper, “emerging countries”, “developinguatries” or “latecomer” MNEs are treated as

synonymous. For a survey, see Amighini et al. (2009



advantagegorrespond to some product, know-how, reputatioproduction process to
which other firms do not have accekecation advantagearise when it is profitable to
produce directly in the host market, rather thamuf@cturing at home and exporting
abroad, andnternalization advantagesritically shape the boundaries of the firm.
Adding to this, Dunning (1993) distinguishes acrossket-, efficiency- and resource-
seeking FDI, where the first is intended to acdessign markets, the second aims at
pursuing an efficient specialization of the firrmdathe third is motivated by the wish to
secure unique natural or strategic resources, asctechnology, human capital and
reputation, available in the host market. If thel@amework provides only a static
explanation of why FDI occurs, the so-calletvestment Development PafiDP)
model complements the previous picture, by addieg dynamics. According to this
framework, the net outward investment position abantry is positively associated to
its level of economic development, and emergingnenaes internationalize through
various stages. The intuition is that, as a cougtoys, it becomes attractive for inward
FDI and, through the interaction between domestid multinational enterprises, it
strengthens its location and ownership positiomdde moving along further stages of
development, the country begins to export and ¥pyoiting internalization advantages,

it undertakes outward FDI in economies lower dowthe stage of developmént

5 In the spirit of the IDP model, Luo and Tung (2D8tress the important linkages between inward and
outward FDI. According to them, what developing cies are nowadays is the result of the amount of
resources — capital and technology — acquired giraoward flows. If today they are able to engage i
outward FDI, this crucially depends on the masmwfird investments received in the past. In thisee
inward and outward flows are complementary, ands theth facilitate international experience and
intercultural exchange. A similar argument is doePack (2001) that explains Taiwan’s fast growth

through the country’s capacity of absorbing foreigsources with inward FDI.



This “traditional” view of foreign direct investmemas elaborated to explain FDI
patterns from advanced countries. This is the readwoy, in recent years, a growing
strand of the literature has begun to questioriitita/ith investment projects coming
from emerging economies.

In particular, a first group of authors criticizBsinning’s OLI and IDP frameworks and
calls for a new paradigm. Athreye and Kapur (2008)eve that the OLI theory has
only limited power in interpreting the internatidzation paths of developing countries
MNES, because they lack exactly the kind of advgegahat the theory emphasizes as a
prerequisite for investing abroad. Indeed, latecomeltinationals engage in asset-
seeking rather than asset-exploiting FDI (Deng 2Q0i6 and Tung 2007). Contrary to
the internalization advantage, they often favoutigplaownership of the local affiliate
(Li 2007), and they expand overseas to address somgetitive disadvantages, such
as regional protectionism, limited access to cgpiak of intellectual property rights,
poor local infrastructures and under-provision @irting and education (Child and
Rodrigues 2005; Zhang 2005; Boisot 2004; Nolan 20A1similar argument is due to
Buckley et al. (2007), where time series estimatesal that Dragon multinationals do
not respond to the traditional OLI stimulus. Moregsely, Chinese ODIs turn out to be
positively associated with political risk and cuéilproximity, during the entire 1984-
2001 period, while they are driven by host markat,snatural resource endowment and
geographical proximity only in certain years. Catently with this view, th&inkage-
Leverage-Learning(LLL) model, due to Matthews (2006), captures tdea that
latecomer MNEs use their overseas investments &ighlglinkages to leverage cost

leads and learn about new sources of competitivesgé so, FDI may contribute to



build ownership advantages, rather than merelygoamoutcome of the existing ofies
All contributions reviewed above are characteribgdsharp criticism towards the OLI
paradigm, but the Investment Development Path misdebt free from concerns too.
For instance, Athreye and Kapur (2009) and Li (30fx7d that the time profile of
Chinese ODI does not conform to the conventionatiotions of the IDP framework.
Their empirical evidence shows that emerging ceesitmultinationals developed their
industrial bases through policies of import sulbsitin, without massive inflows of FDI
in the early stages. Moreover, outflows have entergach sooner than expected, and
they are directed primarily towards developed nathan developing hosts. Last, Gao
(2008) tests the determinants of Chinese ODI thmotuige series data of the period
1980-2006 and he finds that outward direct investrie not related to economic
development, measured by GDP. On the contrarys ipasitively associated with
overseas network, R&D investments and inward FDI.

The group of contributions mentioned so far shdhes drastic view that Dunning
approach is not applicable to emerging countries @1dl therefore it advocates an ad
hoc paradigm to account for this phenomenon. Howeaesecond group of papers
questions the traditional view of foreign direcvestment, but it allows only for a
modest reconsideration of it, showing that the thielory can be adapted without the
need to build a new one. Through a longitudinassfcountry comparative study of 256
large firms in 1990-2005, Fortanier and Tulder @00nd that Chinese and Indian

multinationals are not a completely new specierafs. Indeed, the OLI mechanism is

® A different opinion is expressed in Li (2007) whehe LLL model is criticized for being ambiguous
about the distinction among learning, leverage lartéhge. Building on OLI ad LLL, Li (2007) develops
a new theory of FDI by merging the internal factetsessed by Dunning with the external ones

emphasized by Matthews.



still at work because latecomer MNEs possess samership advantages, even though
different from those of developed countfieds a result, a modest change in the OLI
and IDP frameworks might be sufficient to recontiie traditional theory with the new
phenomena.

2.2 Characteristics of emerging countries multinationals and their ODI

Having discussed the theoretical framework to azelgmerging economies ODI, this
sub-section investigates some typical featuresatdcbmer multinationals and their
investments. Based on (2.1), MNEs from developiogntries seem to differ, at least
partially, from those located in developed econ@mieence (2.2) briefly explores the
nature of the main differences.

As far as the portrait of the multinational is cemed, a typical feature identified in the
literature is the high degree of state ownershigicivexplains the active role played by
the government in promoting global expansion (Anmglet al. 2009; Yeung and Liu
2008; Deng 2007; UNCTAD 2006). Moreover, emergingrdries MNEs usually enjoy
a leading global position in industries such asoratives, chemicals, electronics,
petroleum refining and steel, transport and teleoomcation (UNCTAD 2006). They
are relatively small, compared to players from axdea countries, although a number
of large ones with global ambitions have recenthpemred on the world stage
(Amighini et al. 2009; UNCTAD 2006). They are usadoperating in highly volatile
environments (Fortanier and Tulder 2009) and tledy on ownership advantages such
as process capabilities (UNCTAD 2006), managemedtarporate entrepreneurship
(Yiu et al. 2007), parental networks (Fortanier dndder 2009), flexibility, social and

networking skills (Buckley et al. 2007, UNCATD 2006&Vhile emerging economies

" See below, in Section 2.2.
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MNEs are usually treated as a homogeneous grotgy gapers also explore cross-
country differences among them. Duysters et al092@ompare Tata and Haier to
identify key similarities and differences betweerian and Chinese multinationals.
They find that firms originating from both counsieeceive notable state support, they
are successful in creating new products and acgps&w markets and make strategic
asset seeking ODI. However, Tata has a much lohgory, it cumulated several
decades of experience in developing countries bedatering into a developed market,
and it has a stronger preference towards Mergerc§uisition (M&As), compared to
Haier. Niosi and Tschang (2009) and Kumar and Cha(#009) further analyze
Chinese and Indian investors, with a focus on dfevare and steel sector, respectively.
They suggest that firms from both countries tendrdoeive massive government
support, and to target culturally similar markdiswever, Indian MNEs are usually
smaller and private, they enjoy a larger proportidrinternational sales and show a
higher propensity to operate abroad, comparedetio @hinese counterparts.

If this is the portrait of latecomer multinationalghat are the characteristics of their
investments abroad? What are the push and pubir&ts there any trend in terms of
entry mode choices?

A variety of drivers seems to promote global expam®f emerging countries MNESs.
Following Dunning (1993)’s classification of pulddtors, market- and resource-seeking
FDIs are particularly important, while efficiencgrsiderations play only a limited role
(Athreye and Kapur 2009; Fortanier and Tulder 20D@ysters et al. 2009; Kumar and
Chadha 2009; Nicolas 2009; Nicolas and Thomsen ;2808ghini et al. 2008; Yeung
and Liu 2008; UNCTAD 2006; Deng 2004, 2007; Schu#led Turner 2005; Zhang

2005; Wu 2005). According to Amighini at al. (200&)d Filippov and Saebi (2008),
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resource-seeking operations have experienced eaftaglvolution over time: until the
1990s, they were motivated by the hunger for natesources while technology, brand
and human capital are the kind of assets that DragblEs search for nowadays.
Adding to pull factors, a variety of push forceg avorth mentioning when trying to
explain recent flows of ODI. These forces rangemfrgovernment support to
competitive pressure, from the availability of dapito over-capacity in the domestic
markef (see, among others: Kumar and Chadha 2009; Atheeyt Kapur 2009;
Duysters et al. 2009; Berger and Berkofsky 200@ohis 2009; ; Fortanier and Tulder
2009; Nicolas and Thomsen 2008; Amighini et al. 00eung and Liu 2008;
UNCTAD 2006; Deng 2004, 2007; Schuller and Turn@®=). Note that push and pull
factors critically depend on the type of the inugsgtfirms and, in turns, they design the
geography of outward direct investments. Evideru®s that state-owned enterprises,
enjoying strong government support, mainly expancgrgeas to access natural
resources, and they target developing countriesth®rtontrary, private firms respond
to market stimulus, such as competitive presswer,-capacity or availability of capital,
and they invest abroad to appropriate strategiourees; for this reason, they target
developed hosts, the most (Filippov and Saebi 2008

As far as the entry mode decision is concerned¢taher multinationals operate abroad
via Joint Venture (JV), Merger & Acquisition (M&A9r Greenfield FDI, carried on in
Wholly-Owned Enterprises (WOESs). Depending on waethe investor is rich or poor
in intangible resources, such as technology, hucagital, and reputation, and whether

the host market is developed or developing, oneyanbde is more likely to prevail

8 As pointed out in Haase et al. (2008), Chinesalyrers experience over-capacity in a number of

sectors, such as refrigerators (40%), microwave®y45%) and televisions (87%).
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over the others. As mentioned in Amighini at abDdg, 2009), in the past, FDIs were
usually carried on via Greenfield or JV and theyreveirected towards emerging
economies; recent operations are mainly based ormANM&d they concentrate in
advanced countries. Put another way, M&A and JWipl®a privileged gate to foreign
strategic assets, while Greenfield WOE represeet nhatural way preserve own
resources (Nicolas 2009; Nicolas and Thomsen 2D@8g 2007; Child and Rodrigues
2005; Schuller and Turner 2005). Entry mode densidiave been investigated
econometrically by Cui et al. (2008) and Filatochetval. (2007). Cui et al. (2008)
analyze the choice of JV versus WOE in a sampld38 Chinese MNEs. Their
estimates show that the major differences betwdeneSe and Western multinationals
regard organizational capability and strategic b&ha approach, while they exhibit the
same attitude according to the institutional ongection cost perspective. Filatochev et
al. (2007) regress Taiwanese investment choice rmumaber of firm-level variables, to
address the potential link between entry mode,aratp governance and location. They
show that the choice of the equity stake in a Istddsidiary depends on the share of
family and institutional ownership in the parentmgzany. Moreover, high commitment
entry is associated with the affiliate being lodaie areas with strong economic,

cultural and historical link with the parent compan

3. Macroeconomic evidence about Chinese ODI

The present Section offers an updated overvieveoént trends characterizing Chinese
ODI. The benchmark picture presented here is tiesedted in Section 4.

Chinese outward direct investments have evolvesize, sector and geographical

distribution over time. By the end of 2007, the wanalated outward FDI stock
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accounted for 95,799 million USD and outflows resth22,469 million USD
(MOFCOM 2008).

Figure 1: Chinese FDI outflows by destination coyr{hon-financial), 2005-2007
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Figure 1 shows the geographical distribution ofriése outflows by destination, in the
period 2005-2007. Based on recent data, Asialiaciittg the largest share of overseas
operations, with increasing importance over thesg@805, 2006, 2007. Latin America
can be regarded as a leading target as well, butdight has decreased over time, while
Africa, North America, Oceania and the EU accourdaly for a limited percentage
even if their role, as a recipient country, is &rtpday compared to the pagis far as
the European Union is concerned, its percentadetalf Chinese ODI in 2007 amounts

to 4% reaching 1044 million USD, so the phenomeisotlynamic but still modest, as

® Similar results hold when we look at the accunadaDI stock.
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pointed out by Nicolas (2009). Moreover, this petege is not equally distributed
across the member states. Based on Table 1, this ti€ largest recipient, accounting
for 32% of the overall stock, followed by Germar80%), Spain (6%), Poland (4%)
and Italy (3%). As mentioned before (see Sectigritiyre exists a close relationship
between the sector and geographical distributioautivard direct investments. Africa
and Latin America tend to be targeted for abundasfceatural resources, whereas
Europe and North America are primarily accesseaumse of market- and asset-seeking
considerations. While the early protagonists ofnéke internationalization were state-
owned enterprises, operating in a highly regulai@icy environment and motivated by
the hunt for natural resources, new actors are aygyearing in the international arena,
driven by global ambitions and strategic considenst Although some investments are
still intended to secure raw materials and theplve state-owned enterprises, the large
majority of the projects are now driven by intefoaél and domestic competition. Put
another way, Chinese firms are encouraged to goadbto acquire those skills and
technologies that inward flows were not able tawéel This is particular evident in the
EU, where localization is dictated by purely opparstic considerations. In fact,
Chinese investors tend to select the sectors facha given country has a particular
strength; therefore, they invest in machinery inr@mny, in automobile in the UK and
in design in Italy, to capture externalities crélatey host country intangible asset
clusters (UNCTAD 2004).

Table 1: Chinese ODI in Europe, by host countryd32@007 (min USD)

flows 2005 flows 2006 flows 2007 stocks 2007 | % on Europe
UK 24.78 35.12 566.54 768.41 32%
Germany 128.74 76.72 238.66 710.69 30%
Spain 1.47 7.3 6.09 142.81 6%
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Poland 0.13 4.75 11.75 98.93 4%
Italy 7.46 7.63 8.1 82.51 3%
Romania 2.87 9.63 6.8 72.43 3%
France 6.09 5.6 9.62 54.5 2%
Europe 189.54 128.73 1045.07 2385.13 100%

Source: personal elaborations from MOFCOM (2008)

Figure 2 displays the composition of Chinese OD2@7, by economic activity. Based
on these data, wholesale and retail sale accourthéolargest percentage of overseas
operations (25%), followed by leasing and businemwices (21%), mining (15%),
transport (15%) and manufacturing (8%). This is sunfprising, since China has still a
comparative advantage in terms of production efficy, due to cheap inputs and low
labour costs, therefore manufacturing activitieslteo be performed domestically rather
than off-shored.

Figure 2: Chinese FDI outflows by economic actigitgn-financial), 2007
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Before concluding this Section, it is worth menti@n that China is as large as
continent, which makes it challenging to explosegkobal involvement at the provincial
level, to see whether internationalization is aesjgread phenomenon or it involves a
limited number of regions. Based on MOFCOM (2008jthin Mainland China,
Guangdong is the most important home for FDI outian 2007 (18%), followed by
Shenzen (15%), Shanghai (8%), Jiangsu (8%) andjidingi(6%). Actually, foreign
direct investment is not equally promoted throughthhe country, but it looks rather

clustered across a few coastal regions that apetladsmain recipient of FDI inflows.

4. Microeconomic evidence about Chinese ODI in Italy

After describing recent trends in Chinese inteoratlization paths, this Section dissects
the macro evidence reported above, by means ofléwel data. If China’s global
involvement has strengthened over time, who areptiogagonists of outward direct
investments? What drives China’s global expansiaitiat problems and challenges do
Dragon multinationals face on the internationahafe

To answer these and similar questions, we congtdbr, among the main recipient
countries in Europe, and provide original evideabeut Dragon MNEs there. Given
the single-host nature of this study, we resismflany generalizing attempt. However,
we are interested in comparing the empirical figdirwith the theoretical literature
discussed in Section 2, to see whether they matobtpat least in Italy.

Our data derive from a comprehensive survey, caedum 2009-2010: (4.1) reviews
the empirical methodology, (4.2) draws a portr&iCbinese parent companies in Italy

and (4.3) summarizes the main features of their. FDI
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4.1 Methodol ogy

The present research builds on a multiple-choicestipnnaire about Dragon MNES,
designed by the author, according to the exisitegalture (see Section 2).

The questionnaire is made of two sections. Firstask background information about
the parent company, ranging from balance sheet watauman capital details and
international experience. Second, we investigatestinategic drivers behind Chinese
ODI, such as push and pull factors, location antlyemode decisions, returns and
problems related to direct investments, for arob@djuestions overall.

Building on this questionnaire, detailed interviehave been conducted with senior
managers of Chinese affiliates in Italy, betweemil&909 and May 2010.

In order to provide a comprehensive census of DradgblEs, we targeted the entire
population of firms, rather than restricting attentto a given industry or region. The
original list of investors was compiled through amber of sources, such as the ICE-
Reprint database, Amighini et al. (2008) and S@lja§2009). In particular, the ICE-
Reprint database provides micro-level informatidnowt inward and outward FDI in
Italy: it contains the names and the contacts oémacompanies and their affiliates,
together with a few balance sheet data. For oysqaas, it was a fundamental source to
extract the list of Chinese investors and theiiliafés. This information was then
confronted with that provided in Amighini et al.O@8) and Spigarelli (2009) about
Dragon MNEs in Italy, to obtain the overall popidat At the end of this process, we
ended up with a list of 21 parent companies, latateMainland China, Taiwan and
Hong Kong and 32 subsidiaries in Italy. With anepttonal response rate of 86%, the
present paper documents the experience of 18 ratitimal firms in running 28 local

affiliates. To the best of our knowledge, thishs first attempt at collecting survey data
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about Chinese ODI at the micro level, offering sacdeep picture, both in terms of
sample representativeness and topic coverage. Cae argue that it might be

misleading to collect investments from Mainland i@&)iHong Kong and Taiwan in the
same basket, because they are likely to be chawedeby different histories. For

example, MNEs from Hong Kong and Taiwan usuallyehavmuch long international

experience, and some of them entered into the wsidde much before those from
Mainland China. Moreover, economic and innovatigstems in Hong Kong and

Taiwan and very different from those in China, herthe strategic motivations

underling ODI from these three regions are notlyike be the same. Nonetheless,
based on the literature review of Section 2, weebel that a comparative study of
Dragon versus Hong Kong and Taiwan (HK-T) MNEs nighrich our understanding

of FDI more than one concentrated only on Chinésesf Indeed, one of the main

theoretical question raised by the rise of emergimgntries multinationals, is whether
their internationalization path can be explainetbdigh the traditional approach or
through an ad hoc paradigm. Having collected ddétauta MNEs headquartered in

Mainland China, Hong Kong and Taiwan, we try to tatwte to this debate by

comparing push and pull factors, entry mode strasegnd various characteristics of the
parent companies, by home region.

In what follows, the main survey results are présgnparticular attention is devoted to
the matching between the empirical findings andtieeretical literature.

4.2 Portrait of Chinese parent companiesin Italy

A preliminary look at the survey responses sugghstisthe profile of Chinese and HK-

T MNEs with FDI in Italy is very diverse.
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As far as the number of employees is concernedir&ig shows that parent companies
are rather large: based on our data, most firms9¢%B have more than 15,000
employees, and some of them (5,9%) top 100,000 @rees. Similar results emerge if
we analyze total sales: interviews reveal that @%arent companies have sales larger
than 1 billion Euro, and 19% of them exceed 1QidsllEuro as an yearly turnover,
without any difference for region of origin.

As far as Dragon MNEs are concerned, these datandiree with the portrait of main
investors coming from emerging economies, drawfuiiCTAD 2006; Amighini et al.
2009), where the presence of large corporations g¥dbal ambitions is documented.

Figure 3: Number of employees of Chinese parenipeoies in Italy

|
>100000 5,9%
50000-100000 23,5%
15000-50000 23,5%
<15000 47,1%
0,00 5,0% 10,0% 15,0% 20,0% 25,0% 30,‘0% 35,‘0% 40,‘0% 45,‘0% 50,0%

To go deeper into the characteristics of invesfings in Italy, Figure 4 displays their
sector composition. Consistently with (Buckley &t 2008a; UNCTAD 2006), they
belong to industries such as machineries (11%}treleics (22%), home appliances

(11%), transport (22%) and telecommunication (17%g,most.
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Figure 4: Industry of Chinese parent companiegatyl
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As for the province of origin, Figure 5 shows tl&&% of the parent companies are
headquartered in Mainland China (17 % in Beijing%lin Zhejiang 11%, 11% Iin
Shenzen 11%, 11% in Hunan 11%, 6% in Shanghai 68%jn6Shandong 6%), 21%
come from Hong Kong and 17% from Taiwan. As farGlgna is concerned, this
geographical distribution is not surprising in lighf the historical pattern of Chinese
internationalization and growth. As mentioned bef(gee Section 1), under the “Open
Door” policy, the country experienced fast develepiand structural changes, starting
from a few economic zones, located along the cbesggon, and moving only lately to
inner areas. Hence, today’s China is characteriged sharp dualism, with a narrow
modern and relatively rich East, along the coast] a wide developing and poor
West®. Not surprisingly, the geography of FDI shows aked concentration in more

developed areas, where inflows are directed anftbaust originate.

19 More details about the “Open Door” policy can berfd in Berger and Berkofsky (2009), Buckley et

al. (2008b), Poncet (2007) and Zhang Y. (2005).
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The questionnaire then explores the internationgiegence of Dragon MNESs.
According to our survey, 50% of the respondents bBathe contact with Italian
enterprises before the current FDI. Moreover, if weaden our perspective, zooming
on Europe, rather than Iltaly, we discover that ttheds had various kinds of
international business in the past, from importekp33%) to FDI (17%), from
representative offices (17%) to licensing agreeséd®). Similarly to Buckley et al.
(2008a), these data show that, overall, Dragon Mh#& accumulated a good deal of
experience in running foreign operations before ¢herent involvement. No sharp
difference emerges between multinationals headepgattin Mainland China, Taiwan
and Hong Kong.

Figure 5: Province of origin of Chinese parent canges in Italy

Hunan Taiwan
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Shanghai
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Hong Kong
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17%
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11% 11%

As far as human capital is concerned, we find thatpercentage of employees holding
a degree is, on average, 36%, and investments ID B&& usually below 10% of total
sales.

To complete our portrait of parent companies, Fedgudisplays their type, by region of

origin. Following Deng (2007), we distinguish amostgte-owned enterprises (SOES),
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private, and mixed firms. Consistently with (Amighini et al. 2009; Yeungdahiu
2008; UNCTAD 2006), empirical evidence reveals ttteg 46% of Chinese parent
companies is state-owned, followed by the groupnofed (18%) and private (18%)
firms. On the contrary, the vast majority of MNEsrh Taiwan and Hong Kong (86%)
is private, and there is no state-owned investor.

Figure 6: Type of firm of Chinese parent compaieisaly
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4.3 Characteristics of Chinese ODI in Italy

Having sketched the portrait of Chinese enterpriselaly, we now characterize the
main features of their direct investment.

Notice that the type of firm, summarized in Fig@eis a crucial information when

dealing with push and pull factors, because theatveness of a given market may

depend, other things being equal, on the charatteyiof the investor. According to the

* For more details about the Chinese industrialsfi@mation, and the various types of firms, see §van

and Szirmai (2008), Amighini and Chiarlone (200i)l &£han (1995).
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related literature (see Section 2), Figure 7 idiestithree potential push factors:
government support, the presence of capital tosinaed the stagnancy of the domestic
market. Empirical evidence suggests that governraepport is a key push for state-
owned firms, while the presence of capital to itvsgarticularly relevant for private
and mixed enterprises, and the stagnant domestickenaencourages the
internationalization of private companies and SOHRt surprisingly, if we
disaggregate our data by region of origin, we fititht government support is
particularly stressed by MNEs headquartered in Maih China, while investors from
Hong Kong and Taiwan go global due to the avaiiighdf capital and the stagnancy of
the domestic market.

Figure 7: Push factors of Chinese parent compamdtaly, by region of origin
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A similar analysis is conducted in terms of pulittas. Based on Dunning (1993), they
are usually grouped into the three categories ofketga resource- and efficiency-
seeking considerations. Our questionnaire adopshar richer classification, as shown

in Figure 8. Broadly speaking, the possibility tpkit Italy as a strategic platform to
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Europe, the presence of local distribution netwankd the business potential belong to
the first category; the availability of establishedands and advanced technology,
together with the abundance of high skilled labéance and specialized suppliers
belong to the second; while efficiency considersijoin the Italian case, seem to be
confined to the possibility to avoid trade barriers

Figure 8: Pull factors of Chinese parent companielaly, by region of origin
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As pointed out in (Athreye and Kapur 2009; Fortamied Tulder 2009; Nicolas 2009;
Amighini et al. 2008; UNCTAD 2006; Schuller and Thar 2005; Zhang 2005; Yeung
and Liu 2008; Wu 2005; Deng 2004), market-seekimjsFare quite common for
Dragon MNEs. Indeed, based on our data, the pdisgitni find a strategic platform to
Europe (6%) and the business potential (15%) rankng the most important pull
factors. Resource-seeking FDI, especially in themfoof strategic asset-seeking
operations are important as well, since Chinese BHtget Italy due to advanced

technology (18%), established brands (6%) and tksemce of specialized suppliers
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(27%), in line with the arguments of (Athreye andpkir 2009; Duysters et al. 2009;
Kumar and Chadha 2009; Nicolas 2009; Nicolas andmi&en 2008; Amighini et al.
2008; Schuller and Turner 2005; Zhang 2005; Wu 2@&ng 2004, 2007). On the
contrary, efficiency-seeking considerations do fwin out as relevant drivers for
Chinese parent companies. If we focus instead ore8/headquartered in Hong Kong
and Taiwan, we find partially different pull facprin line with the theoretical
expectations. Based on Figure 8, investors fromTHtend to prefer asset-exploiting
rather than asset-seeking FDI. Contrary to thein€de counterparts, they do not enter
into the Italian market to appropriate any intatgitesource. Indeed, they do not care at
all about the existence of established brands (G#{, they attribute very modest
importance to the availability of advanced techggl(6%).

Despite the large size of the parent companiesumsample (see Section 4.2), it is
worth mentioning that the average amount of momested in Italy is rather small.
Only 50% of the respondents spent more than 5anilkuro to establish local plants,
while 40% spent less than 1 millisn

As far as the entry mode decision is concernedyrBi@ disaggregates Chinese ODI
into Merger & Acquisition, Joint Venture and Greletd WOE, by region of origin.
Evidence shows that M&A (91%) represents the maite gnto the Italian market, for
HK-T multinationals, followed by WOE (9%). As farsaDragon enterprises are
concerned, Joint Ventures (47%) rank first amongyyemode strategies, closely

followed by WOE (41%) and M&A (12%). At this stageote that ownership

2 Investments are usually larger, when Greenfieldllyfowned enterprises are set or full acquisitions

are contracted, as opposed to Joint Venture estatints.
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arrangements are highly correlated with the typ#ghefparent company: while JVs are
chosen only by state-owned enterprises, private raix@d companies tend to select
Merger & Acquisition when expanding abroad. Heriteomes with no surprise that
JVs are predominant for Dragon multinationals bampletely ignored by HK-T
MNESs, while M&As experience an opposite pattern.

Figure 9: Entry mode choice of Chinese parent camgxin Italy, by region of origin

Mainland China
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] m WOE
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Taiwan & Hong Kong
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Based on Figure 10, foreign investors tend to aeqlialian enterprises to smooth
potential conflict with the local affiliate (44%)o cut their marketing (22%) or
production costs (17%) and to diversify their praduand exploit local networks
(17%), with no sharp difference by region of orightotice also that full acquisitions
account for the large majority (83%) of the M&A opeons. Following closely Nicolas
and Thomsen (2008), our data confirm that threenncategories of enterprises are
usually targeted by Chinese acquirers: ailing oaricially distressed firms (16%),

competitive niche producers (37%) and former pastisabcontractors/suppliers (32%).
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Adding to this, a sizeable percentage of M&A (16%#yolves Italian companies

characterized by a wide distribution network, altimg argument of Schuller and Turner
(2005). In fact, Dragon MNEs tend to contributeafigial strength, but they lack
technical expertise and established reputatiotheasame time, many European firms,
even if endowed with know-how and brand name, egpee serious financial

difficulties. Hence, a perfect matching results whigey decide to merge.

Figure 10: Reasons to enter the Italian market tigio M&A
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As far as the Joint Venture is concerned, Figursurhimarizes the main reasons to look
for an ltalian partner. Consistently with Child aRedrigues (2005), Joint Ventures
offer the opportunity to gain local support (40%,build reputation (20%), to learn
international technology and know-how (30%), andshare risks and costs (10%). If
we further analyse the specific contribution of regartner, we find that the Italian

company usually provides technology, while the @eeenterprise contributes capital.
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Figure 11: Reasons to enter the Italian market tigio JV
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Figure 12: Reasons to enter the Italian market tigio WOE
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At this stage it is worth mentioning that differemiteria are followed to select the local
counterpart, from strategic (38%) to organization@3%) motivations, from

geographical (17%) to fortuitous (6%) reasons. Theans that Chinese investors care

29



about the partner's experience, human capital atdark the most, but they also
consider his/her location within the Italian markat a key for a successful partnership.
After analysing M&A and JV, to complete the pictueibout entry mode strategies,
Figure 12 reveals the main reasons to opt for a W&zEording to the respondents’
answers.

As mentioned in Section 2, Greenfield establishmeant developed countries are
usually aimed at facilitating access to the locarket, and customizing final products
for local consumers. This kind of operations isi¢gp of some sectors — such as
transport and telecommunication — and some investonamely those endowed with
competitive advantages at home, and seeking tagthren their market share abroad.
While M&A and JV represent a privileged way to acgustrategic assets, wholly-

owned enterprises are set in order to preservendilie resources (30%) or to
strengthen own brand’s credibility (70%), consisifemith Nicolas (2009) and Deng

(2007).

Figure 13: Satisfaction about Italian operationy, éntry mode
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Based on Figure 13, the overall level of satistactiabout Italian operations is
extremely high, with most of the respondents bemegy satisfied, and just a few
planning to switch mode or to disinvest.

Figure 14: Main returns from Italian operations
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According to our survey, the main returns from dirmvestments in Italy range from
improved image and reputation (25%) to access to market segment (24%), from
updated technology (20%) or better competitive tpmsi(18%) to increased sales (13%)
(see Figure 14).

Despite this long list of returns, many problem# ptague the experience of Dragon
and HK-T MNEs, from cultural distance (29%) to thek of labour market flexibility
(14%), from bureaucracy (20%) to unfavourable kyioconditions (14%), from the
language (11%) to the lack of infrastructures (2%jhout sizeable differences from
region of origin. To sum up, according to Figure @bly 11% of the parent companies
in our sample do not face any serious problemaly,ltvhile most are struggling against

a system that is very different from the one priawgiin the home country. As a result,
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future plans consist of keeping the current investinfor around 55% of the sample,
expanding the Italian operations by means of neaatplor additional money for 16%
and 19% respectively, and leaving the host counirg% of respondents.

Figure 15: Main problems encountered in Italy

infrastructure [I 2%

none | 11%

language | 11%

lack of flexibility in
labour market

=

4%

unfavourable living

0,
conditions | 4%

bureaucracy | 20%

cultural distance 29%
\
T

T T
0% 5% 10% 15% 20% 25% 30%

5. Conclusion

The popularity of inward FDI to China, over the fpsee decades, has been recently
mirrored by its outward flows, greeted with a mpetwf enthusiasm and concern all
around the world. As Zhang Y. (2005) points it dihina’s engagement with the global
market is unprecedented, both in terms of intereily breadth. If the Chinese interest
for Europe and Italy has been modest so far, amchtimber of operations quite limited
(Nicolas 2009), the rise of the Dragon is fast dgdamic, so as to deserve attention
from market players, policy makers and researchers.

While most studies about Chinese ODI are qualiatithis paper provides original

evidence of Dragon multinationals in Italy, at thecro level. Data have been collected
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through a multiple-choice questionnaire, designgdhe author and submitted to the
entire population of Chinese parent companies. Withsponse rate of 86%, we present
a detailed survey of 18 investors headquartereMamland China, Hong Kong and
Taiwan, corresponding to 28 affiliates in the Halimarket. Empirical findings in terms
of profile of the parent companies and strategit¢ivatons of their FDI are consistent
with the theoretical literature reviewed in Sectibn

According to our survey, Chinese investors areeradrge companies, characterized by
a high degree of state ownership. They come fronjinge Zhejiang, Shenzen and
Hunan the most and they belong to industries sushtransport, electronics,
telecommunications and home appliances. Evidense sthows that Dragon MNEs
target Italy motivated by market- and resource-sggkonsiderations, as a pull factor,
together with government support and the availghif capital, as a push force. On the
contrary, MNEs from Hong Kong and Taiwan, includedur sample, mainly respond
to the market stimulus, and they do not enjoy armgpsrt from the State. The level of
satisfaction with the local operations is generdaligh, and the main returns from FDI
range from access to new market segments to imprenes in image and reputation,
from increased sales and competitive position teebéechnology. As far as the entry
mode is concerned, while HK-T enterprises revestt@ang preference towards Mergers
& Acquisitions, their Chinese counterparts mainpemte in Italy via Joint Ventures
and WOEs.

We believe that this paper comprises a few nowlteompared to the existing
literature. First, it provides a quantitative, eththan qualitative analysis of Dragon
multinationals, different from the greatest bulktloé contributions reviewed in Section

2. Second, within the small group of empirical stgd it takes a micro, rather than a
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macro perspective. This allows us to dissect tmeige trends, highlighted in Section 3,
and read behind aggregated numbers, at leastalgr Third, within the tiny group of
micro papers, it bases on original survey datdjerathan case histories, sector or
anecdotal studies. This provides a broader and reolid ground for the empirical
analysis. Fourth, compared to (Cui et al. 2008;KBacet al. 2008a; Zhang 2005) that
employ multiple-choice questionnaires to collectcomplements information at the
firm-level, we offer a richer framework in terms sdmple representativeness, number
of questions and variety of issues covered. Lasibtileast, by collecting data about
MNEs from Mainland China, Hong Kong and Taiwanstipaper contributes to the
recent debate about the applicability of the tradal OLI and IDP frameworks to
explain emerging economies ODI. In particular, wel fthat MNEs from developing
(like China) and developed (like Hong Kong and Tamv countries differ in many
regards, from the ownership structure to the entnde choice, from push to pull
factors. Therefore it seems that the traditionadwiof FDI should, at least, be
reconsidered, if not replaced, to analyze recemidl

To conclude, it is worth mentioning a few limitstbe present study that should be kept
into consideration when evaluating its empiricabfngs. For instance, despite the high
response rate, the small number of observationsxdballow for a proper econometric
exercise. This is the reason why results in Seclicare presented only in terms of
summary statistics and graphs. Moreover, even tihdlig main findings are consistent
with the existing literature, they might be biagsdthe choice of the host country. Put
another way, the focus on ltaly, rather than otbremore countries, prevents us from

generalizing results too much: the only messagé W& derive from the present

34



exercise is that Chinese ODI in ltaly support thevpus qualitative literature on the
same topic.

To overcome the issue of data limitation, and ediggé on the promising results

reported in Section 4, we believe that further exik, at the micro level, should be
collected, to better characterize emerging counwigflows. For instance, an extension
of this survey to a broader array of host economiesild allow for a cross-country

comparative analysis and a deeper dissection ofaggregated picture reported in
Section 3. Moreover, an extension of the same guriee embrace other emerging
economies would complement our portrait of Chinasestors and better describe their
attitudes towards internationalization.

On our opinion, both extensions are worth carrymg because they would be
extremely challenging from an academic and a paqtiegspective. On the one hand,
more advanced statistical analysis could be peddrand theoretical models could be
rigorously tested. On the other hand, given that Bmagon has begun to rise, it is
important to have a clear comprehension of thi;ipheenon. How Chinese firms adjust
to and learn from the global marketplace will natyoaffect China’s economic future,

but also China’s relation with the rest of the wlorl
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