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Abstract

Chinese direct investments into Europe have become a heated topic of discussion, especially
after 2017 when for thiirst time Chinese investment into Europe exceeded their counterpart,
namely European investment into the Middle Kingdom. That year represented a milestone in
Sino-EU economic relations since Chinese outward direct investment value into the bloc
reached U$41 billion. Nevertheless, recent policies on capital control in China have curbed
the expenditure related to cressrder acquisition into the continent, making foreign direct
investment value drop by more than half. This research intends to providerat picture of
Chinese M&As into Europe, the dominant channel for investments, and closely look into a
sample of acquisition cases to investigate the motives driving the considered transactions.

A particular focus is given to the risk of technology sfen which analysed transactions could
entail, and the relevance of kndww absorption compared to other investment motives. In
particular, the first chapter will provide a guideline for Chinese M&As into Europe. The second
will be devoted to an analysié the most recent normative tools and trade policies enacted by
the European Union to regulate the phenomenon. Through the third, and final, chapter | will
closely analyse the performance of a sample of 54 companies after being acquired by a Chinese

invedor, as to make more informed assumptions over the acquisition motives.
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CHAPTER ONE

Acquisitions with Chinese characteristics: an overview on Chinese

investments into the European Union

1. Introduction

In recent years, Chinese companies haresistently been engaged in acquisitions both inside
and outside China. It is also true that the general understanding of Chinesbocdess
investments is still limited, mainly due to the fact that they constitute a recent phenomenon
which has only enrged over the past two decades. Therefore there is a considerable gap in the
existing literature which, over the past century, has in turn mainly focused on developed

countries acquisitions.

Throughout this thesis | would like to contribute to the existasgarch on the subject helping

to fill the existing gap and thereby help unravelling the topic of Chinese acquisitions. Enhance
the transparency of discussed transactions and expanding the present literature is the only way
to lead observers to have atbee understanding of the subject. | will focus-prainently on

the following research question: are Chinese M&As transactions in Europe a means through
which Chinese companies seek to acquire foreign countries-koew The first chapter is

mainly goingto provide an outline of the phenomenon of Chinese M&As activities into Europe.
Throughout the second chapter | will be describing the most recent legislative tools and policies
enacted by the European Union to better regulate the flux of acquisition€hiom With the

third, and last, chapter | aim at conducting empirical research on a sample of acquisitions and
try to assess to what extent the acquirers decide to engage in such transaction with the mere

objective of acquiring European kndvow.

For this reason, | decided to anchor my research on Chinese Outbound Direct Investments
(CODI) taking place in Europe. This is mainly due to the relevance of such investments and
for the substantial focus of Chinese companies on-faigh acquisitions when invésg into

Europe.

The last chapter can provide consistency to the research and help me answer the proposed
research question due to the availability of dataonhighc h Eur opean compani e

which, allegedly, could be driven by the desire tgua@ critical knowledge.



Basing the first two chapters on existing literature, |1 would like to start the study by trying to
frame the subject and delineate a broader description of Chinesédordsss acquisitions into

Europe. The objectiveistopravie a gui del ine for what we coul
Chinese characteristicso. As explained, rath
| will just try to focus on Chinese acquisitions into Europe. The broader objective of the first
chapter and its sections will then be to define overall trends for Chinese investment behaviours
into the bloc. This first chapter has the main goal of providing a background to the topic and to
introduce what will then be discussed throughout the thidicse namely the risk of

technology transfer that Chinese crbssders investments seem to carry along.

In China, four decades of expansion and economic development has proceeded in sync with a
gradual i ncrease al s o-bdrders i€dstmenke extwitiex Chimeseni e s 6
Outbound Foreign Investments (OFI) have grown significantly, especially from 2000 ohwards

As | will further explain in the next sections, when it comes at Chinese investment into Europe,

we can notice that these are carried out especially in the form of Merger and Acquisitions,
which seem to be the preémtial mode of establishment in the continent.

According to the research carried out by MERiCSince 2009European companies have
received approxi mat e.lBgsiddithetrdlevabtimoriey fomredto om Ch |
these transactions and the possible distortions which could bring along within the European
market, the reason why such activities are more and more subject to a close institutional
scrutiny worldwide is also related to the alleged technology tassipposedly involved in

the transactions. Over more, Chinese presence in foreign countries causes concerns due to the
related currency inflow that could bring about mastlistortive trade practices and result in

political intrusiveness. The financialefits foreseen by the companies to be purchased, could
affect the recipient countriesdéd ability to Kk

independence in the arena of foreign investnients

1 Fuest C., Hugger F., Sultan S., Xing J. (2019), Chinese acquisitions abroad: Are they different? Center for
Economic Studieg)niversity of Munich (CESifo), Germany

21 NOSalFdA woz 1 FYySYryy ¢dx | dz2iFNR adX YNIGT ! & &/ KA
Apr 08, 2020, available dittps://merics.org/en/report/chinesefdi-europe-2019update

3 Fuest C., Hugger F., Sultan S., Xing J. (201i9%s€ acquisitions abroad: Are they different? Center for
Economic Studies, University of Munich (CESifo), Germany


https://merics.org/en/report/chinese-fdi-europe-2019-update

Lastly, some may argue that, when engaging in doosders acquisitions, Chinese actors
benefit from governmerttacked subsidies thatviolved companies could dispose when

venturing out their national borders, especially if the targeted sector is a strategic one.

In conclusion, technology transfer, stat@cked subsidies leading to market distortive trade
practices and political vulnerdity are, at present, the three main pressing concerns when it

comes at tackling Chinese acquisitions abroad.

The threat towards the target countryo6s ass:
two of the main reasons which made some countriesviene and try to take a harder stance

on the topic, drafting atloc regulations to better tackle the issue and rebalancing the level
playing field within the realm of bilateral investments. When it comes at analysingeSino
investment relations, one dhe most discussed among such regulations is surely the
Comprehensive Agreement on Investment (CABich scope and effects will be discussed in

the next chapter. Nevertheless, it is also important to mention more recent policies such as the

EU New Regulation to address distortions by foreign subsidiethe EU framework on

investnent screening.

Throughout the years, the Chinese economy has kept on evolving in sync with government
relevant policies, among which the AMade in

di splaying Chinads curr e netopmergoutiook mbi ti ons an

It is in fact possible to say thdtis prominent flow in Chinese outbound investments (COFDI)
is a direct manifestation of the fAGo Gl obal
in 2001. Said policy can be seen as the cornerstone and the starting point of Chinese current

industry deelopment stratedy

But it has not always been like that. After China first opemgish 1979, carrying out economic

activities abroad was not high on the <centr

‘49! ¢NI RS bSgaded ! O0OSaaSR {SLIWSYOSNI HHE HAHMOD
https://trade.ec.europa.eu/dotib/press/index.cfim?id=2237

Sat NBaa ussthdsandiriswers: Proposal for new Regulation to address distortions caused by foreign
subsidies in the Single Market. European Commission, May 5, 2021.
https://ec.europa.eu/commission/presscorner/detail/en/ganda_21 1984.

6] Seg22R |/ ® DO a/ KAYySasS aecNBrerds/& TendenBes, iinvestyr @iskPiofifeS,y i Ay
YySe {GNIGS3IAO LaadzSa FT2N) D2OSNYyYSyd t2ftA0eeés [ SARSy !

"Fuest C., Hugger F., Sultan S., Xing J. (2019), Chinese acquisitions abroad: Are they different? Center for
Economic Studies, University of Munich (CESifo), Germany


https://trade.ec.europa.eu/doclib/press/index.cfm?id=2237

abroad where in the form of US government bonds purchases, acquired through its revenue
from export activities surplus. In that respatis estimated that nowadays Chinese entities
hold around 5% of U.S. debt whichésual to $1.2 trilliof. Among U.S foreign creditoys

China is ranked right after Japan which instead holds 522%

In this view, Crossorders investment activities can be consider®@ anore recent trend
pursued by the Chinese government to diversify foreign investments and to face current internal
challenges by having access to new and more sophisticated markets, key suppliers, and raw

materiald®.

This kind of activities have grown at a steady pace reaching their peak itt.2Bibée then,
Chinaés investment activity overseas has be
domestic constraints on outbound capital flows and tighter scrutiny of Chinese investments
abroad. Total investment value shrank even further in 2020 after the-Copi@demic which

put said transaction at a Halt

According to MERICSeport on Chinese investments throughout 2020, in 2019 alone, Chinese
investmentintotheEWt ood at only 011.3 billion, 33 per
smaller than its peak in 201%

Among the reasons which led to more stringeagital controls, we can find the devaluation
of the renminbi in 2015, which caused relevant capital flight and made it necessary for the
central government to reduce the external use of the domestic cdfrency

8¢ KS LY@S&a0G2LISRAI (SIYD a1 26 adzOK ! o{ d 550G 52Sa& [/ KAY
https://www.investopedia.com/articles/investing/080615/chirawnsus-debt-how-much.asp.
9

0 Fuest C., Hugger F., Sultan $igXi (2019), Chinese acquisitions abroad: Are they different? Center for
Economic Studies, University of Munich (CESifo), Germany

1 Arcesati R., Hanemann T., HuotariMINI G T | @Y &/ KAYyS&aS C5L Ay 9dzZNRBLISY Hn
Apr 08, 2020, available at: https://merics.org/en/report/chinefk-europe-2019update
12 Arcesati R., Hanemann T., HuotarBM. YNJ 41 ! & &/ KAy SaS C5L Ay 9dzNRPLISY H

Apr 08, 2020, available dittps://merics.org/en/report/chinesefdi-europe20193update

13 1bid.

“4 NI RAKSNE YSAGK® @YKARPSENBRSEBE(GSYS 2FY(LNBf AdZNNBy Oe ®¢ ¢
York Times, November 29, 2016. Available at:
https://www.nytimes.com/2016/11/29/business/economy/chirfightens-controlson-overseasuse-of-its-

currency.html
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According to MERICS report and update on Chinese outbound investment acfivities, 2 0 2 0
Chinabds gl obal out boun-gearNbfAcongdtet deals tataledpdti pp e d
EUR 25 billion, down from EUR #7 billion in

Despite the recent sledown, the growth in Chinese acquisitions and concerns brewing around
these transactions, have led to the issuingegfilations and restrictions which mainly aim at
rebalancing the levadlaying field in the foreign investment realm, as the recent EU policy on

foreign investments.

All these concerns arise from speculations based on the opacity and difficulty in risk
as®ssment of these acquisitions but there still is little evidence about the danger hidden behind
these investments and whether they are different from the ones coming from different

countrieg®.

Apparently, the country of origin of the investor seems ta @xeicial element in the evaluation.

For instance, investment activities from the US and Canada are often regarded as less
controversial and do not receive as much attention, even though US direct investment into
Europe are equally, if not more, relevamaving totalled 3.57 trillion U.S in 2019 aloHe
(articolo foreign invest) It is important to note that State Owned Enterprises (SOESs) are more
and more involved in mergers and acquisitions, with almost 400 European companies having
been acquir by foreign SOEs since 2007. By the way, evidence show us that a third of
transactions originated from SOEs established in EFTA countries, while only 60 of them
involved Chinese SOE%

Anyway, having a better understanding of Chinese dnosda acquisitions could ease
investment screening mechanisms targeting such activities and, most of all, could enhance the
levelplaying field in SineEU bilateral economic relations. This is now more than ever

important considering the evarcreasing influace of China in the worldwide markets.

Before starting to dig into the alleged technology transfer happening throughout the mentioned

acquisitions, it is useful to have a meaningful insight into Chinese investment abroad and shape

15 | bid.

BpomingueaVA YSY ST a®dX t 2A GA SNAE MRt S WHzSAASD Sa & WINER LISONS 3 KM
Bruegel, Publication date: July 2, 2020. Available at: https://www.bruegel.org/2020/07/ewdppa
probleminvestmentscreeningand-state-aid/

17 1bid.

18 1bid.
11



a guideline by analysingends in transactions and what direction we assume they will take in

the next future.

As mentioned before, to narrow down the scope of my research, | will mainly refer t&\$ino

bilateral investment relations.

Through an analysis of existing literatuva the topic, | will try first to provide a general
guideline when it comes at Chinese cross borders acquisitions into Europe and try to see if

there is a common thread or rationale behind the discussed transactions.

What this first section mainly aims & to answer the question: are Chinese chasder

investments practices different? And if so, are we able to trace a common pattern in this respect?

The answers to these questions could then help us better tackle the alleged risk of technology

transferand knowhow expropriation allegedly emerging from Chinese investments into EU.

To achieve my research objective, | will mainly refer to what are, in my view, the most relevant
determinants to be aware of when determining the uniqueness of Chines&ontess

acquisitions.

| argue that Chinese outward foreign direct investment as a subject could be analysed
throughout the lenses of sector, the crucial role of domestic-Svatved Enterprises, host
countrybés geographic and sdulntautruarlal p rroexsi onuirtcy
countrybés governance environment . Anot her r
tackling the subject, is to assess whether OFDI conducted by Chinesavatatk enterprises

can be regarded as different from those ofgbe firms.

For example, for Chinese private investors foreign acquisitions could have the aim of sheltering
assets from seizure by the Chinese government and to escape the intrusiveness of the state on
companiesd6 assets. Co | hese Statedvnee comphrdes are less h o ws
concerned about political risk in the host country are less market orientated and more resource
seeking. In this respect, such acquisition behaviour does not seem to be different from other
countri®sdé SOEs

19 Fuest C.Hugger F., Sultan S., Xing J. (2019), Chinese acquisitions abroad: Are they different? Center for
Economic Studies, University of Munich (CESifo), Germany

12



Another important feature to keep in mind is that most Chinese acquirers have ties with the
governnent, not only statewned ones but also private acquirers may have some connections

with the government in implicit ways.

1.2 Chinese investments into EU and overall acquisition trends

According to Deloitte report on Chinese Outbound M&divities in Europ® , China Europe

M&A transactions have accounted for most of
In this sense, the main key drivers for this huge investment flow seem to mainly be internal
business growth needs. Among these, relevant drivers also appear to be: key capability or asset
acquisition, rapid market entry, business portfolio expansionkehahare increases and

profitability improvements.

As defined by DeEluaiotptee orue pooorutfl,chimGuisgitAimetmaire n d s 0
reasons for investment abroad we find: Ak ey
makeupforth€ o u nt r y 6 sbor@etstitivestments.dn this view, Europe is an important
venue, since, overall, its market relies on strong infrastructures, well developed industries, and

availability of highquality talents.

Another important reason for engagingMi&As in Europe for China is the rapid new market
entry which, according to Deloitte, is the reason laying beB&% of the total EU focused
acquisitiong®. The nimble market entry would be specifically enabled by a mature customer
base which cabe found in the European market, the overall stability in demand granted by
high salaries of the population, a regulated and healthy competitor landscape, and a stable
political and social development. Another important drive for acquisition is represgntieel

need for business portfolio expansion, being it the reason for 23% of total acquisitions within
EU and granted by a constructive regulatory environment, a developed local industry and

availability of natural resouréé

20 ¢China outbound M&A activities in Europe and North America Trend and Férec&stSt 2 AG 0SS / KA Y X
publication date: August 2017

2! bid.

22 bid.

23 bid.
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Market share increasis also a crucial element when a Chinese company decides to venture
outside national borders. It is regarded to be the drive for 13% of Chinese outbound direct
investment’. The European market is appealing in this sense becaushitristerized by an
averagely mature customer base, stable demand, and promising market growth. Lastly, market
share protection is also a relevant element, constituting 3% of Chinese investment?hto EU
concerning those companies which, throughibet last two decades already succeeded in

establishing themselves into the market.

1.3 FDI-supportive Government Policies

Given the appeal of new markets, Chinese ebmsders investments have been fostered and
encouraged by the central government thhmut the years. Three are the-tepel strategies

enacted by the Central government that grant an effective environment supportive of
invest ments abroad. These are the AGoing Out

ASupply Side Refor mo.

Stating from the oldest, the Going Out Policy, it has been conceived after China entered the

WTO in 2001. I n Chi)nce soer ftzhoeu ocghouiguug (out 6 st r a

in order for China to become an international economic actor and to bedtewrith external

economic risks, such as the 1997 Asian financial éisiie issuing of the policy also marked

a shift in the countryés industrial strategy
State aimed to encourage foreign investment, towards a wish to penetrate foreigs toarke
facilitate the countryds international rise.
of I nternational Trade (CCPIT), a statutory
(MOFCOM) has had a relevant role. The Council was estallish&952, but only become
operational from 1978 with the opening and economic reforms. Within the scope of the

going out strategy, it has the key role of monitoring the proposed initiatives and promote

industries and trade.

The 0zou c huan institatibmalanean ghyowgh whgch China aimed at reinventing
its economic institutions with the relevant aim of keeping the economic growth pace and

241bid.

25 bid.

% SESNEXI ! NI GAYR® &/ KAl MaAy UD2AFAY hYAIA ¢ RIf 3 D@2 NFdHa &
22, 2021. https://www.icsin.org/publications/chinagingout-policy-sub-nationaleconomictrajectories.

14



manage to be resilient even when challenged from external shocks, such as the mentioned
financial crisiswhich emerged through Asia in 1997. In fact, the latter had showed the pitfalls

of basing the countryds economic devel opmen
circumstances, the zou chuqu policy was shaped to encourage domestic firms to pursue

overseas investments and extend manufacturing activities also outside Chinese borders.

In other words, at the turn of the century, the Chinese state decided to shift its focus from

welcoming foreign investments into China towards more diversified invessnadroad, by

empl oying measures to internationalise dome
markets.
Before the policies of &édgoing ouf)dowerdef dmnn

gover nment (was thescdre gaJue Whichr geitl the business involvement of
Chinese enterprises outside Chihdollowing this line of thought, since 1979, a huge number
of entrepreneurs, especially from areas as Wenzhou and Zhejiang began to venture into new

markets abroad, including AfricMiddle East and Russia.

Due to internal macroeconomic reasons and external economic factors, such as the rising
concerns towards overdependence on manufacturing sector and exports, the main objective
brought forward by CCPIlI Tenghaeemangli heg( Zeanqg

( )28 and shift from the pressing need of attracting outbound foreign investment

into the country to conceive a more sustainable growth model which could also include the

exploration of foreign market

As far as the other two grand policies are ¢
the ASupplyefor mo, I would Iike to consider
major policies are not staralone initiatives but areather to be considered as coordinated

answers to the countryds internal chall enges

27 |bid.
2 |bid.
2 |bid.
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The Belt and Road Initiative (BRI) was first conceived in 2013 and then incorporated into the
People Republic of China constitution in 2017. The project mainly aimboasting

infrastructure development and economic cooperation throughout Eurasia.

On the other end,sitdhe nterewc tfwrrala rAesfuoprpmhoy ( S
under Xi Jinpingbs rule. In a spéd&Veshould o t he
pursue supphgide structural reform as our main task, and work hard for better quality, higher

efficiency, and more robust dff% vers of econo

In those years, the deleveraging of smtned enterprises was amon
priorities. Since the iFloio1979Mehdese eatonamy hadons |
heavily leaned on stafeelled investments and exports as drivers for gréWthnternal

challenges and the 2008 financial crisis exposed the weaknesses of this model. Since he came
into power in 2013, Xi Jinpinglsa commi tted a | ot of efforts i
2016 a decade of reforms was launched tor e a k t h e -ersding lendirlg to @dy foe v e r

everdecreasi g growt ho

This was easier to implement into China, a nation in which the leadership, due to the state
structure, can easily tap into an extensive set of tools to shape the overall economy and financial
system. To put it simple, due to a huge flow of cheap daemiestding, Chinese companies

had high production output which then resulted into an excessive manufacturing capacity,

subsequently flowing into the market. This was the main reason for the launch of a deleveraging
campaign in 2016 which foremostly aimedpsoviding a healthier economic development

model to China.

Due to the leveraging campaign which was conceived as a recovery tool for the dire financial
situation, in those years, a return to the experimented ddigtegrowth rate would be
impossibleln those years, the main economic national goal became the attainment of a more
gualitative and sustainable development with a stronger focus orehijimanufacturing

rather than rapid and lewost industrial processes.

WAL YIS W2y O, dzr yod &l YyRSNAE G Yy RA yiide aidiCBinals guplige SOG A2y 2
{ GNHzOG dzNT £ wS T2 N¥Y P&  Witp¥/Badnéswnyox/prhg@ri/@ndeSstdididpFhe-H 1 H 1 ©
intersectionrof-the-belt-and-road-initiative-and-chinassupplysidestructuratreform/.

31 Ibid.

320rlik T. (2020), China: The Bubble that Never Pops, Oxford Universisy Pres
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Following thipptgtiSodal Ref ohemoiBas the goal s
efficiency of supply, spurring a structural reshaping of manufacturing processes, a better
management of factors of production, enabling the supply structure to constantly adjust to
changes in deand®3. In brief, five are the main objectives for this granghsformational
campaigncutting the excess in industrial production, reduce and maximise the leverage in the
corporate sector, reducing and maxi mi se i nv
Il i nkso i n,atebpbemism fmmerpanging the demd base by promoting poverty
reductiorf*,

How does all this link to the Belt and Road Initiative (BRI)?

First announced during president Xi visit to Central and East Asia in 2013, the construction of
the Silk and road economic belt and 21st Cgnidaritime road, the BRI has the potential of
addressing the goals stated within the SuSitle reform scopé

Hu Huaibang ( ), former Chairman of the China Development Bank, has argued that the

Belt and Road Initiative can offset th@roblem ofincreasing labour costs through the
structur al transf or tharhis tamsformdtion @ds ithe andirsgoat @f o n 0 m
lightening the burden of the national industry overcapacity by movingtamvmanufacturing

industries tadeveloping countries which can provide lower labour éasts

As stated in MERICS latest report on Chinese investments @Braaduisitions abroad have
declined consistently after reaching a peak in 2016, also due to national strict policies on capital

outflows and a closer scrutiny over crdesder invatments.
I n this context, the BRI has also the role o

All the three policies discussed in this chapter have had and still have the objective of reshaping
Chinese internal industrial activities, which areorsm and more geared towards the

technological advancement of the country. In terms of investment policies, more and more

BWALFYIAT W2Yy 0O,dzr yOd ! YRSNEGFIYRAY3I (KS LYyGSN&SOlAZY :
{ GNHzOG dzNI £ wS T2 N¥Y P& Witpy¥/BadnéswnyoE)/prhgeain/Bril@dithdipdhe-H 1 H 1 ©
intersectionof-the-belt-and-road-initiative-and-chinassupplysidestructuratreform/.

34 Ibid.
35 Ibid.
38 |bid.
37 Ibid.

B NOSE&FGA wodr | FYySYLyYyy ¢o3 | dz2GFNRA ads YNIGT ! X &/ KA
Apr 08, 2020available at: https://merics.org/en/report/chinesfli-europe-2013-update
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acquisitions of foreign companies have taker

Their main features and trends will be hat discussed in the next chapters.

1.4 European countriesod6 specific ai

Focusing now on the other side of the coin, | would like to briefly outline some of the perceived
benefits for China when targeting European countries for its Outbound frobeigct

Investments.

Even though until now we referred to Europe as a unified bloc, it is noteworthy to mention
each regionés peculiarities and specific inv

interests that a third actor might have intenational economy.

Starting from Western European countries, investment in this area seem to be eased by the
availability of mature customer groups providing sustainable market demand which is crucial
for a company future expansion forecast. Targeted aamp generally can dispose of well
trained talent and management teams. The -gugiity of infrastructure and healthy
competition environment also makes Western Europe an appealing geographical area for

investment®.

As also stated within MERICS latest report on Chinese Outbound Investment, Western Europe
seems to be the fAhott est thiGermanpamdthefUK lbeingtliet b o u n
most targeted countries. From figures we can see that also in 2020 Germany has continued to

be the most sought out country, being the main recipient of Chinese cross border investments,
even though these mainly consisteddlatively small transactiofs The UK still ranked third

in the overall group of countries with a significant drop in Chinese investments into the country,

marking the lowest point in the last ten yéars

¥a/ KAY Il 2 dziloQidky@h targSa Ay 9dzZNRPLIS YR b2NIK ! YSNROI ¢NE
publication date: August 2017

01 NOSaAlFGA wodX 1 FYySYLryYyy ¢d3 | dz2iFNR ad>X YNIGT ! & &/ K
Apr 08, 2020, available dittps://merics.org/en/report/chinesefdi-europe20193update

41 |bid.
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Focusing our attentionow on Northern Europe, in this area, TMT and E&R seem to be
particularly targeted areas of investment by Chinese acquirers. Demand in those sectors appears
to be sustainable and the overall stable economy grants promising growth in business. In
countriesas Sweden, foreign direct investment is subject to few limitations being the country
main goal attracting external investments. For example, there are no restrictions on foreign
ownership of shares or there are no requirements for foreign investorssterreg obtain

authorization for making investments in Swetden

Furthermore, these regions are rich in natural resources spanning from petroleum and natural
gas. According to Deloitte forecasts, Northern Europe will experience a relevant increase in
Chinese investments as the country seeks to boost the domestic iprociichighend
technology. Despite the bright forecasts concerning investments in this region, according to
MERICS report, in 2020 total acquisition value has come back to normal experiencing a

substantial decline if compared to the deal value of 2019 ().

Passing on to Southern Europe, CP&S industry is well developed, especially the luxury
products sector which is also the most targeted by Chinese investors. Overall, until recent years,
the regulatory environment is favourable towards foreign investnmeméckent years, many
acquisitions in the energy sector have been carried on in this region, especially within nuclear
and solar. An example of this trend, with share purchase in Energia de Portugal by China Three
Gorges and the takeover of the Spa@asedEmpresarios Agrupados and Ghesa by the-state
owned China Energy Engineering Corporation (CEEC). Even though according to Deloitte
forecasts investments in this area are expected to increase also due to the BRI, Southern
European countries received slighdirgs from Chinese crodsrders acquisition in 2020

probably mostly due to the impact of the Covid pandemic on such operations.
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1.5The investors: between the mighty Statewned Enterprises and the Private sector

After having framed the subject and intwod ed Chi nese governmentaos
policies, it is now useful to have a closer look to who are the main economic actors

implementing them: national companies.

When investigating into Chinese economic landscape, three are the main type ofieesmpan
that we can find: State Owned Enterprises (SOEs), Private companies and State Powered

Private Enterprises.

1.5.1 State Owned Enterprises: SOEs

After the establishment of the communist rule in 1949, Chinese Stated Enterprises were
conceived asrganizations leading to the adoption of a centrally planned economy molded on
the Soviet Central Planning motfeNowadays, relevant examples of Chinese SOEs are China
Ocean Shipping Company (COSCO), which, for example, is now the majority owner of the
Greek Piraeus port, or SinoChem, the Chindsanical giant which also undertook many

acquisitions in Europe in recent years.

Originally, the context in which SOEs operated into was extremelyddéam and the
compani esd output was directly managed by pa
outputs and allocating resources. The role of company managers was not considered relevant,
and the focus was put on output targets rather than on products quality or an efficient
managerial and organizational framework. Strict production targets ga/praduction rather

than processesd efficiency.

With Deng Xiaoping openingp reforms, more margin of negotiation was given to such
organi zationsd® managers and more emphasis wa
companies having then become tiaferential model. Research and Development departments

also started gaining importance.
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SOEs have been surely crucial for the implementation of the going out policy at the beginning
of the XX century, since they have largely been deployed as mairs doto€hinese FDI

strategy*.

As long as theifinancing mix is concerned, SOEs expansion has been mainly, if not solely,
relying on statdueled debt. When Andrew Collier reviewed the finances of five SOEs in 2016,
he found that they collectively held roughly $106Bn of debt on their balance “She#ts
compared to nofChinese firms investing overseas,il@se companies scored way higher

gearing ratio.

Such high debt accumulation could arise concern and suspicion among foreign observers. This
is reasonable considering that China has reached unprecedented levels of debt in the last five
years: by 2018t was estimated that total debt held in China was 329% of‘&DP

But i f we have a deeper | ook at who i ssues a|
have been national state policy banks, namely China Development Bank (CDB) and the China
Investment Corporation (CI&) This means that the solvency of such companies is ultimately

granted by the Chinese government.
But how are the two entities, namely SOEs and the central government intertwined nowadays?

This connection is mainly displayed by investigating who the UlerBaineficial Owner (UBO)

is within these entities. The main criteria to be considered as a SOEs, thus, is by having an
ownership structure leading back to the State Council, in general via theB8ted Assets
Supervision and Administration Commissiorhi§ link sometimes can be hidden by several
layers of ownership: the State Council can make use of-etated intermediaries or

investment vehicles to ultimately control an enterprise.

To better understand the role of Chinese SOEs in Chinese econonmggetyy thave a clearer
understanding of their presence abroad, it is useful to briefly outline the different stages of
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reform which State Owned Enterprises have gone through since the launch of marketization

reform in 1978.

- 19781984 : i mpr o veacy th@eEaspiannedfetonomy

As in every socialist country, also in China SOEs before 1978 were considered as production
units which solely responded to centralized economic planned needs. SOEs were both state
owned and stateperated, this meaning thaeth st at e both detained the
the operating rights of SOEs. Production plans were shaped at the governmental level and the
only role for these companies was to implement them, together with other strategic decisions
spanning from persorhrecruiting, financial control, or safés

I n the planning conducted at the central | ev
was considered. Over more, all profits made by SOEs were remitted back to the state and, at
the same time, if losses happened, these were also backedshgtéhéInder this framework,

managers really had little margin of action and were not stimulated in supporting internal

operations. This is one of the main reasons

Throughout the modernization reforms lauediby Deng Xiaoping, attempts to improve SOEs
performance have been made. The first step t

decisionmaking right4°.

Throughout a pilot reform conducted in 1983 in Sichuan, SOEs started to be dtboengge
in economic activities beyond the stateds

conducted export activities, it began possible to retain some of their foreign exchanges.

Further operational autonomy was granted to SOEs when it was corthenddese entities
could start keep part of their profits and remit the rest back to the state in the form of taxation.
Even though tax rate was as high as 85%still can be considered as a major change from

the previous model.

BWAYINRY3I [AY YOI [ dzownddentétiisey il ChiNab A reviel 8fyi@Eyearsdbreseéafchi I G S
FyR LINI OGAOSES [/ KAYL W2dNYLE 2F | 002dzy (%53 wSash NDKS

49 |bid.
%0 |bid.

22



The expansioro f SOEsd autonomy cul minated at this
Ordinanceson Staeper at ed Enterpriseso by the State
is a milestone in the sense that, fosonsthe fi
with the right of independent production and operations.

- 19841992: the establishment of the contract responsibility system (CRS)

Being the state the sole actor in charge for

it sometimedacked information on the entity to implement pondered decisions.

A shift was therefore necessary and in 1984, the third plenary session ofti@ed®al
Committee of the Communist Party of China (CPC) made clear the need of starting separate
ownership from operating rights. The policy that first tackled this problem was the Contract
Responsibility System (CRS) issued in the same year.

Throughout this legislation, managers of SOEs were allowed to retain part of the excess profit
of the companyand were also assigned operating rights of SOEs throughout employment
contracts. The duration of these contracts was from three to five years.

The main goal of such faeaching policy was to improve operating performance of SOEs.
Nevertheless, the ConttaResponsibility System had its shortcomings: managers were granted
contracts which only lasted from three to five years and this-sfrontengagement gave little

motivation to them to invest i n-lastimgrstgbiit er m pr

- 19922002: establishing a modern enterprise system based on the market economy

Although the Contract Responsibility System reform was to some extent, there were still
improvements to be made. Among these, one crucial element to be implemented was the
promotion of the market in economic development. This is consistent with the statement that
market the 1% National Congress of the Chinese Communist Pdirty:h e g o al of Cl

economic reform is to estlablish a socialist
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In this sense, the creation of markepporting institubns could ease the separation of
ownership and operations within SOEs. To this end, a new round of reforms was launched to
shape a modern enterprise system. This process is called corporatization and consisted in the
restructuring of the internal governansystem of SOEs which were still kept under the state

ownership.

Another important change was brought about by the establishment of the Shanghai and
Shenzhen Stock Exchanges. These could provide SOEs with channels that could enable them

to dispose of &trnative financial channels throughout the capital market.

Another milestone in that timeframe has been the drafting of the Company law which came
into effect in 1994 and provided a legal framework for the establishment of a steady governance
structure ® Chinese SOEs. Thanks to the new law, since 1994 the general meeting of
shareholders, the board of directors and the board of supervisors have become the three main
distinct bodies of Chinese companies.

- 20032012: the creation ofntsystemSOEsO6 assets 1

After 2003, the ongoing reform on SOEs was mainly revolving around improving large SOEs
operati onal efficiency. By then there was t|
establishing a statewned assets management system. This happinoughout the work of

the 16" National Congress of the CPC in 2682which formulated that central and local
governments were the direct owners of SOEs. Particularly, the central government should be
regarded as the responsible for |a8§2Es operating in key sectors for national economy. Local

governments instead were the owners of smaller SOEs operating in less crucial fields.

This principle became operational throughout the establishment in 2003 of the@tat

Assets Supervision dnAdministration Commission (SASAC), entity which become the
shareholder of important and large SOEs on the behalf of the state. The SASAC launched the
reform of central SOEs board of directors. Before that moment, the board of directors of central
SOEswa embodied by the companiesd6 top managen
prejudice to the monitoring and advising activities towards the management team. The reform

brought about by the SASAC, introduced the rule of hiring external directors whitth cou

52 |bid.
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participate on strategy, funding and investment decisions and, of foremost importance, evaluate

SOEs managersdé performance.

- 2012present: reorganizing SOEs

The 18" Congress of the Communist Party was convened in November 2012. It was followed

by a emarkable anttorruption campaign which also led to a further reform of SOH&is

stage of the reform was anchored on the AGui
owned Enterpriseso published ims2hbh®. ATHFN pPo
systemo due to the fact that the reform has
based on the principle that SOEs needed to be reformed according to their classification. This
principle defines that SOEs are to be classifiscommercial SOEs or public service SOEs.

The one falling within the first category can be further differentiated between SOEs operating
into fAiperfect competitive sectorso or into 0
can arbitrarily @cide how to allocate resources among SOEs. For instance, because of their
nature, it could decide to let commercial SOEs compete freely with the private sector and to

devote more resources to public service SOEs.

Another important objective of this refarhas been the strengthening of the role of the CPC
leadership within SOEs. This goal was reached by mandating the board of directors of SOEs

to hear opinions of the CPC committee of the company before deciding on important issues.

Lastl vy, t hte Malst Nh gpdo Itilcey rol e of reorgani zing
2018, the SASAC promoted the merging of 20 central SOEs. This reorganization process was
mainly geared toward the fulfil ment of t he
implementation n t he alreadysimeertri ofneerdmd.SuTplpilsy mer ge
adrop in central SOEs in China from 189 in to 2002 to 96 at the end 0f2018

But at present, what is the role of SOEs wit
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Especially in recent years, there seemto be signsofd oughening up of SOE:¢
than a shrinkingwithin the national econom$ There seem to be the tendencynafeasing

their prominencavithin the country rather than to soften it.

Throughout the different stages of reforms of public firms, there was a pervasive sense that
China was committed to an extensive reform of the public sector, aiming at making the

economy more liberalized.

After the 2000, though, these hopes slowly started to vanish. Even if it is true that SOEs started
looking more like companies rather than direetriches of the government, it is also true that

the creation of the Statewned Assets Supervision and Administration Commission of the

State Council (SASAC) left less margin to further opgerand liberalize the economy. It was,

in turn, an evident shifowards a tighter control on state owned enterprises. The reform put in

place during previous years granted public companies with consistent targets in productivity
and efficiency to increase these gimeméresd pr o
evident and private companies became an important force within the corporate landscape as

well as beginning to displace SOEs in many key areas of the economy.

I n the early 2000, in order to renewot&OEsO I
huge merging between state owned companies throughout-theadol ed campai gn

fangxiaod namely to get a grip on the big on
shut down. The outcome of the campaign was the birth of enormouswtate d c ompani e

conglomerates.

The national reform of SOEs stared slowing down with the rise of Xi Jinping to Yoke

new chairman envisioned to reinforce the Chinese Communist Party and boosting Chinese
assertiveness abroad by the means of Stateed enterprises and their role within national
economy. I n Xibds Vview, SOEs are a imspfor sou

volatility, they are the prime tool to drive the government industrial policies and goals.

Nowadays, under Xi Jinping rul e -oven esresehitphoe

strategy, a decision aimed at boosting the role of-stateed capital ash at the same time,
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make it more efficient. In essence, it promotes the injection of private capital intoo®tatd
enterprises to make them more efficient and competitive. The first two SOEs to implement
pilot mixed ownership reform schemes have b€kma National Building Materials Group

and China National Pharmaceutical Group Corporation (Sinophafm)

The deployment of #se giants is geared towards the development dfourse key
technologies or towards the implementation of the Belt and Road Initiative throughout the
world. Similarly, during the recent Covit® pandemic, Chinese SOEs have constituted the
main economic agine within the country so to avoid a massive shrink in economy and ease its

recovering.

Nowadays SOEs accouior around 25% of the Chinese econdflput are still at the forefront
in national key industries such as the energy, state grid, aviation, and defence field in which

they are dominant and almost operate under monopoly conditions.

Over more, not only Chinese SOEs enjoy substantial&talied financial aid, they also play
ahuge role in Chinads e qgacdountyfor A0%r df the mavkett h i n
capitalization of Chinese compamnies

However, even if the goals enshrined within by past reforms are sensitive, SOEs which have
been included in the restructugirprocess seem to have changed little in practical terms.
Furthermore, the | ack of transparency around
contributed to the rise of growing concerns both within and inside China about the government

goals.
Strengths and weaknesses of Chinese SOEs

Since China openingp and reform process, and according to data disclosed by the State
owned Supervision and Administration Commi ss

is growing significativelytheir totd asset reached RMB 51,711 billion and they sold more
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than RMB 52,200 billion in goods and services in 201 These figures can make us perceive

the relevance of these companies not only within the country but also worldwide.

Nevertheless, Stat@vned Enterprises are often regarded to have lovegroseic performance

than private companies. The sheer Chinese economy, which growth ranks among the top in the
worl d, substantially relies on public compan
in essence, questions about why the country sbtilles relevant growth rates even without the
presence of markefupporting institutions and while leaning heavily on sfaadled

investments.

To further analyse this kind of enterprises, we could briefly outline some advantages and

disadvantages characizing Chinese SOEs and their role in the economy.

As far as advantages are concerned, the state intervention can indeed grant SOEs with liquidity
which is needed especially for capitalensive industries. These large subsidies provided by

the state cagrant resources mobility and quick infrastructure construction which would be
impossible to achieve just by relying on market, or at least not at this rapid pace. Another
advantageous element is that SOEs are seen as means through which the statescamagiran
stability because, when the latter is low, SOEs are an efficient way to absorb excess labour

force by absorbing it when unemployment ratetise

Over more, through SOEs the state can maintain control over key elements of society like
ss rategic firmsdé outputs and productivity an

overall interests.

On the other end, SOEs are said to have lower economic performances if compared to non
SOEs. A prominent i ssue c alnkerentgefe& OfS®®Bs. unde

SOEs are public goods subject to various externalities, impairing their operational efficiency
Company casd NXP RF Power Units (Ampleon) Acquisition 2015

An eminent example of acquisition conducted IStateowned company within Europe, is the
one which saw the acquisition of a division of the Netherldrad®d NXP Semiconductors

company in 2015. The division was RF Power Units (Ampleon) which main activities are the

OWAYINRY3I [AY Y@ [ dzownddentétiiseyidl ChiNab A reviel 8fyi@Eyearsdbreseéafchi I G S
YR LINY Ol A OS ¢ Accouniing Rdseandt2 \daNafd: 18, Is@u& 1, March 2020, Pagés 31
61 1bid.

62 |bid.
28



manufacture of products and compomerior mobile broadband infrastructure, particle

accelerators as well as video and radio signal equidfent

The chips produced are to be used in a wide range of consumer products like mobile phones or

also in military equipment, like radar systems.
And who is the investor?

The investor at stake is Jianguang&ddanagement (JAC Capital), a statened investment
fund which, through different layers of ownerships, links back to China Investment
Corporation (CIC).

The deal was concluded with the takeover of
Bn®4. The remaining stake was acquired by an offshore special purpose vehicle (SPB), namely
Wise Road Capital.

After the transacti on, the RF Power Uni ts I
companyin the Netherlands under the name of Ampleon. The 2000 employees and the
management were kept. All patents and intellectual property, along with-ebdck

manufacturing sites in the Philippines were also transferred to the acquirer.

Why is this case relew#? Despite being one of the most heated area of competition, when it
comes at semiconductor manufacturing China is still hugely dependent on foreign supply.
Becoming seksufficient in this kind of production and all the niches involved could take
hundred of years, considering the complexity of the manufacturing processes and the varied
manufacturing inputs that chips require. Despite that they represent a key industry for Chinese
ambitions, as stated the 14th fiyear plan outlined last year throughaie goal of
Atechnol ogy independgeaspedodby t he end of the

Being JAC capital a stat®wvned company, is committed to specific portfolio acquisition within
the semiconductor manufacture and affiliated industries. In this view, the acquirénean
target displayed clear synergies. We can say that the acquisition is aligned with the government

broader policies and lorigrm objectives.
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1.5.2 Private enterprises

Chinads private sector began t @riveenentergyises under
have played more and more rel evan-tppnmoamdise i n
and have been at the core of Chinese activities and influence in outbound direct investments
worldwide®. They resemble their counterparts worldwide when it comes at the operational side,

and as far as theownership structure is concerned. They also mainly conduct their business
activities in the pursuit of their commercial interests and to satisfy and attain internal corporate
goals. This is the main difference with public companies. Despite their irdiepsn if their

production strategy is in line with parameters set by the central government and the companies
prove to be commercially efficient, they can also receive subsidies and substantial financial

aids in order to boost their expansidn

They also have proven to be the most innovative domestic enterprises and their transaction
abroad have proven largely successful. Since they first came into light during the reform period,
they could fill the gaps in the market in which SOEs, due to tiesimtith central government,

failed to modernize and adapt.

They can be regarded as an answer to the American Silicon Valley. The domestic BATS,
namely Baidu, Alibaba/ Ant Group, ad Tencent
Netflix and Goog|&’.

For these reasons, throughout the decades, these companies have been able to generate profits

that outperform SOEs with much higher returns on investments.

| mentioned that also private enterprises can, in some circumstances, access subsidies and
cheap financing options from Chinese state banks. Nevertheless, is also true that in times in
which the Communist Party imposes stringent controls on capital, private enterprises are also

the last to have access to this financing option.

5] Seg22R |/ ® DO 4/ KestyidhtirSEurerecNSrerds/& TendenBes, linvestyt Risk
tNREFAESa: YSe {GNIGS3IAO LaadSa F2NID2OSNYYSyd t2tA08¢

% Ibid.
57 Ibid.

30



At the same timehey can be listed on foreign stock exchanges. According to the Organization

for EconomicCeo per ati on and Devel opment (OECD)6s |
2019, Chinese companiegre able to raise almost US$ 60 billion from Initial Public Offerings

(IPO) in capital markef®. Nevertheless, is also true that recent episodes as the cancelation of

the Alibaba IPO can give us an idea of the State massive influence and reach even over private

businesses.

Company case KUKA Robotics Acquisition

The target, KUKA Robotics, is a German company and world leader in the manufacturing of
robotics and in industrial production automation,-sabtor in which the firm can boast a
pioneering role. It was established in 1898 in the German city of Augdi$tess 25 subsidiaries

worldwide?®,

The acquirer, Midea Group, is a Chinese private company established in 1969 in Beijiaozhen,
Foshan. Its original scope ®dlsiness was the production and sale of electrical consumer
appliances. Today it also comprises other fields such as the robotics and production automation.
At present, the group generates over US 40.5 billion | annual revenue and employ almost
150,000 peple worldwide®.

The takeover of the German KUKA by Mide&zok place in 2016. To carry out the deal, the
acquirer exploited its position within KUKA
Chinese company already held 13% of KUKAOGS s
it was able to force the diston within the board to place a tender offer for the 82% of the

remaining stock in August 2016.

& |bid.

OgY! Y1 ®& 2A1ALISRAF® 2A1AYSRAI C2dzyRIFI(iA2y3 ! dz3dzad ™mMZ H
N Seg22R |/ ® DPI 4/ KAYSasS aecNBrerds/& Tenklended, lnvestgr Riska 0 YSy G Ay
t NEFAESas YSeée {(NIXGS3IAO LaA&adzSa FT2NI D2OSNYYSyid t2fA0es

31



After the transaction Midea Group promised to grant the integrity and independence of KUKA

for the following 7 years, until 2023 In the acquisition agreement the acquirer committed to

the independence of the executive board, the
and the business data of its partners. Over more there was the commiuitrtentonduct any

company restructuring and to retain the German headquarters together with its employees.

The original shareholder of KUKA regarded the operation as advantageous since Midea offered
euro 115 euro per share. This constituted an appetibiaipm of 60% on the closing stock

price of the comparty.

After the takeover, Midea Group was faithful to the terms of the agreements by not holding
any position on the executive board of KUKA but instead being present only in the supervisory

board of the company.

Important changes that may suggest the beginoingn increasing importance towards
operations carried on in China. The evidence would be the establishment of a KUKA robotics

pl ant at Mideabds Shunde manufacturing site I

1.5.3 State-Powered Private Enterprises

Far from being alel to make a clearut distinction of what can be defines as statmed or

private, within Chinese economy and corporate landscape we can at least identify another type

of entity which Gareth Christopher Heywood in his report on Chinese Foreign Direct
InvestmentinEureTe ch report defines as fState power e
This kind of companies are characterized by a more obscure ownership structure if compared

to the other two kinds of companies. They appear as Special PMgloistes mainly geared

for overseas investment and domestic equity investmentfunds
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Eminent examples of Stapeowered private enterprises can be the HNA Group which
originated from and is now involved in investments in numerous sectors suliadion,
financial services, real estate, and tourism. In 2015 only it purchased dollars 40 billion in assets
worldwide’>. From 2016 and with subsequent more stringent controls over subsidies granted
to domestic companies, the State Council decided to curb this kind of investmentsotlipe G

filled bankruptcy and debt restructuring in early 2021.

Statepowered enterprises, as a company category, emerged in the past five years after an audit
of Chinabds Policy Banks from which emerged
Corporation (ClIC), which since 2007 has had
reserves, had carried out 12 lgsaking overseas investments mostly because of lack of due
diligence in the transactioffs

The Statgpowered private enterprise thus are mainly subsidiaries of Chinese government
organiations that engage in foreign direct investment activities and are strictly related to the
central government. However, their ownership structure is more layered than the one of a state
owned enterprise. In fact, the entities are tied to the central gogatrihrough the control by

other entities, and this signals a certain degree of separation in the detagimg between

the CCP and the executives managing these enterprises.

As far as the financing mix is concerned, the Spaw@ered private enterprisereceive
financing from policy banks but also through equity funding from national and local authorities.
We can also find some listed entities among them, and which are thereby able to raise funds

from capital markets worldwide in the form of bonds anairss.

Company casdé Imagination Technologies Acquisition 2017

An acquisition that may exemplify a takeover of a European company by a Chinese State
powered private enterprise is the one which concerned the acquisition of the British

Imagination Technlogies by Canyon Bridge in 2016.
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Starting from a brief description of the target, Imagination Technologies was established in
1985 i n Brsemicarductor ahdtsoftivase desigriicompany that develop and license
silicon and software intellectual pperty for systeron-chip devices that serve mobile,

consumer, automotive, enterprise, infhastruc

Moving on to the acquires, Canyon Bridge is described as a Silaltay based private equity
firm that Dbarglabalgprvate equstyefirnt thataeguipgitechnology companies with

capital, strategic expertise and access to higbwth Asian marketg®
Despite this branding strategy, the company is registered in Beijing.

The deal between the two companies was concluded with the purchase of the entire stock of
Imagination Technologies (Imgtec) by Canyon Bridge at the price of dollarsnidon.
Subsequently, Imgtec was delisted by the London Stock Exchange and-makiee into a

private company structuf®

After the acquisition, evidence of synergies between the acquirer and target can be the creation

of the Imagination University Programme together with Peking University. Togrgmme

provides Chinese students in the field of engineering with a toolkit for the mastering of Imgtech
hardwares and technologies. This is a clear example of export and absorption dfodmow

el ement that shoul dndt bkChnadriees orsAl Supresmaey d @ 1 1
and technology selufficiency, being able to dispose of-Bterate engineers is of uttermost

importance for the country.

1.5.4 Differences in acquisition behavioural patterns

After having displayed the main features of thete e pr i nci pal economic 8
corporate landscape, | will try to outline the main trends and behavioural patterns concerning

TALYF3IAYFGAZ2Y ¢SOKy2f23ASadé 2A1ALISRAI® 2A1AYSRAF C2d
https://it.wikipedia.org/wiki/Imagination _Technologies

8 Home, Canyon Bridge. Accessed September 22, 20®%.//canyonbridge.com/

Pal NIAYEX .Syo a/lyeéz2y . NAR3IS AR FT2NILYFIAYFGAZ2Y ¢SOK
Reuters, November 2, 201 7ttps://www.reuters.com/article/ukimaginationtechnologiesdeat
idUKKBN1D22FQ.
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Chinese companies creberders acquisitions abroad and try to show whether it is possible to

spot differences amagrthe different type of companies that have just been discussed.

Taking the study <conducted by Fuest C. et

di f f é%astimetmaid reference, we can spot some relevant trends in this respect.

Starting from transaction size, the study finds out that if compared to private companies,
Chinese StatOwned investors tend to conduct larger deals when venturing abroad. Another
important finding is that in the surge in acquisitions abroad before 2008 the main actors
involved where private companies, while from 2011 public enterprises started takiagdhe

and scored the most relevant acquisitions abrohai. could represent a manifestation of the
desire for a closer control on cresgrders acquisitions and transactions abroad by the central

government.

Another relevant trend to consider is the petage of stake acquired. Following the statistics
conducted in the study, Chinese statened enterprises generally engage in full acquisitions
(44.6% of crosorder deal by Chinese SOESs). If they do not engage in full equity acquisitions,
they predominaty opt for majority acquisitions more if compared to private enterprises. At

the same time, private companies tend to increase their influence and stakes gradually, figures
show that 30% of total transaction concluded by Chinese private enterprises iavolve
progressive stake incredde This is an indicator of a more cautious approach towards
investment abroad which perfectly makes sense considered the more restrained financial
resources that they can tap into.

Beside the influence exercised within the targets, also the sector plays an important role in
relation with the investor type. If Chese private enterprises are more focused in investments
into the finance and insurance industries, SOEs tend to approach more the manufacturing sector

or industries which are tied with natural resources like mining and agriculture.

Other differences conaeithe presence into tax heavens: Chinese private companies tend to

carry on said transactions into tax heavens, probably to escape from the home country control

80 Fyest C., Hugger F., Sultan S., Xing J. (2019), Chinese acquisitions abroad:diferthey Center for
Economic Studies, University of Munich (CESifo), Germany

81 Fuest C., Hugger F., Sultan S., Xing J. (2019), Chinese acquisitions abroad: Are they different? Center for
Economic Studies, University of Munich (CESifo), Germany
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over capital. On the other end, Chinese SOEs seem to target more rembucoentries when

conducting investments, private companies do not seem to have such preference.

Over more, if compared with ne@hinese investors, Chinese ones tend to purchase targets
with | arger assetsd pool &nSo, frenhthetutyitbhppeas a | o
that the main significant difference between Chinese SOEs an@lmarse one is the size of

the company acquired, while as long as Chinese private investors are concerned, compared to
nonChinese ones tend to purchase targets with gignily lower return on investments and

in financial distress and with more patents. This could be an indicator of an attempt to access

technology and knowledge.

Overall, Chinese investors both statgned and private ones, if comparettmChinese ones
tend to invest and acquire companies in industries different from their own, with lower

profitability, larger size, higher level of debt and more pafénts

Another important question: are Chinese soes different in M&As aesvitcompared to state

owned acquirers from other countries?

Governmemed acquirers, both Chinese ones and@bimese ones, generally are more geared
towards research seeking activities and to acquire targets that could potentially enlarge and
differentiate their company portfolio. The stifdgonclusions show thus that the two actors are

not different in these dimensions, | can still argue that state control and influence over cross

border acquisitions have specific implications in China.

Following this line of thought, Chinese acquisitions, compared teGfonese ones appear to
be more influenced by the main strategic policies at the cegavarnment level. The two
main policies in this sense ar bha$areadyveene t he
di scussed i n previous paragraphs and the AM

which will be discussed further within the next sections.

82 |bid.
83 |bid.

84 Ibid.
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By having the main aim of improving economic relations, infrastructure construction and
investment activities among the involved countries, the BRI could change focus of Chinese
investments abroad. The countries that took part to the initiative are 65 at present and stretch
from Central, South and Souéast Asia to Europe and the Middle eastldodh Africa.

To summarize the findings, it is possible to say that when Chinese SOEs acquire the control of
a company it is not unusual to observe an influence from central policies as far as the location
and industry decisions of the acquirer are comed Their acquisitions seem to mirror

government intentions. In contrast, Chinese private acquirers do not seem to be particularly

affected by policy guidance.

Statistically, taking the transaction value as main indicator, it is observable that Chivatse p
firms usually pay less for the takeover of a company if compared to theiCmopese peers.

There might be different explanations for this.

In the first place it can be possible that Chinese investors pursue smarter investment tactics or
prove to kave better negotiations skilfsOver more is important to mention that given the fact

that Chinese investors frequently target companies affected by higher debt this could allow the
Chinese party lower acquisition prices. This is also dietoof significant competitors. Other
acquirer may avoid targeting companies with high debt. This does not seem to be the case for
Chinese investors which can also have access to cheapeiustite financing in multiple

cases and thereby does not seerne particularly affected by higher ROASs ratios concerning

the tobe acquired company. Finally, it is also arguable that some foreign acquirers might
decide not to compete with Chinese ones since this might have a bad influence on their existing

operatims in China.

Other interesting observations have been made by Heywoo#f.Gn @ct, if we consider the
distribution of the capital invested by differentiating investor types, it appears that private
companies invest into a wider range of sectors if compared to@&vaed ones. Out of the

eight subsectors id¢ified, namely telecoms, semiconductors, robotics, ai, big data, cloud

8 |bid.
8] Seg22R / ® DPI 4/ KAYSasS aecNBrerds/& Terklended, linvestyr Riska G Y Sy i
t NEFAESasS YSe {(iNFXGS3IAO LaadzSa Blishad DeIBNYYSyid t2fA0
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services, internet and fdot her &. Thewnlyionedodtbe act o
left out being telecoms. Statevned enterprises and stgtewered private darprises are

instead more specific in their purchases, with a bigger emphasis on telecom. It is important to
mention thatSOESs invested in a significant spread of semiconductor companies and cloud
computing while SPPs invested exclusively in artificiateiligence besides telecoms.
Examples can be found in the NXP Voice and Audio solutions experience, now Nexperia, who
supply components and license patents to almost every electronic design in the world spanning
from automotive and 5G to consumer prodietd cloud computing services. Also relevant is

Imagination Technologies, whose artificial intelligence products are licensed to Apple.

Due to the width of target industries for private companies, it is possible to argue that this
acquisition pattern reftds the fact that, for those actors, commercial motives take precedence.
EU market access is a factor in at least 50% of the acquisitions or investments in the European

technology sector made by private compdiiies

On the other end, as va&ready mentioned, companies which have links with the State Council
prioritize national strategic objectives when conducting M&A activities abroad. These are in

line with industrial plans drafted by the Chinese Communist Party.

If we are to consider thevel of control exercised by each kind of investor over the target,
overall, all of the three types of investors identified in the previous section try to get absolute
ownership over the acquired company. a@Gontr ol
to the acquisition of 61% of a companyo6s tot
of total equity, with 9% the investor instea

over the target if less than 9% stake is acqfired

As mentioned, there is a clear trend towards the attainment of absolute ownership across all
three investor types, but State Powered Private Enterprise constitute an exception regarding the
proportion of capital spent in investments abroad andchfheshce deriving from those. These

entities are often involved in higralue but minority stakes (no more than 2%). Clear examples

are the acquisition of 2% stakes into the It

of China with a combined traastion value of dollars 620 milion.

87 Ibid.

8 |bid.
8 Ibid.
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These operations are to be considered as geared towards a transfer of assets offshore from
China, and this is especially true in the case of SPPs who largely operate as special purpose
investment vehicles for these tygpef operation¥. The reason to employ such vehicles rather
than party branches is the need of professional aner@adbned investments to maximize the
performance and avoid financial losses. These investments are the main mean of depletion of

the countrybés foreign currency reserves.

Heywood C. &also showsshataChimeke investors show a preference for majority
control when investing into Ewwdech companies. This is both true for SOEs who are mainly
informed bybroader national policies in their overseas operations and for private firms which
seek market access into Europe.

At the same time, there is no evidence yet that these outright acquisitions represent an attempt

of dismantling target companies in partsloect transfer of acquired IP back to China.

In most cases we can see the attempt by China of integrating the acquired assets into a broader
technology ecosystem (as seen in the Acquisition case of Ampleon division by JAC Capital).
This trend is to beaticed in the evidence that after the acquisition of controlling stake in an
entity in Europe, the target company maintains a high degree of autonomy and its asset preserve
a certain degree of integrity too. In this respect, there seems not to be aatiewt of

coordination of overseas acquisitions from the Chinese State Council.

Focusing now on the other face of the coin, European companies, when they are targeted by
Chinese investors, they are primarily concerned with the commercial opporturati¢sdyby

such investment. This is because it represents the opportunity to partner up with a Chinese firm
which could subsequently grant them the opportunity to enter the Chinese market with its huge

potential.

At the same time, these investments ardiahle source of liquidity for big companies, such
as NXP.

These alleged mutual beneficial acquisitions often lead to the advantage of establishing lasting

relationships with investors, a preferential venue for entering the Chinese market afterwards.

0 |bid.

% Ibid.
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Ther is also the case of acquisitions of companies in dire circumstances, to which Chinese
companies have offered the possibility of refinancing since the acquirer not only acquires the
target for its intrinsic value but also takes over any debt. This wastlsmg that Imagination
Technol ogi esd management probably had in min

in order to make up for the comBanyds no | on

Evidence of synergies between Chinese companieBwagean ones is that, especially before

2017, European companies longed to enter the Chinese market and were also experiencing
strategic divestment campaigns in order to align with the developing global technological
environment. At the same time , Chieemvestors were already equipped with financial
resources to match the blocds aforementioned

To summarize, during the last two decades until 2017 we noticed a favorable environment for
Chinese investments into EU. As previguahalyzed, from the Chinese side several factors
pushed domestic compani esd invest menddgei nt o t
technology and IP, acquisition of advanced management and organizational skills and talents,
increase of markethare and integration into a global technology ecosystem. From the policy
perspective, this approach is the tangible e
Out Policyo and the more recent @AMadee in Ch

national future technological development.

2017 was also a turning point and marked a relevant shift in Chinesebordss acquisition

trends. As also reported by MERICS in their overview on Chinese FDI in Zillfiese

outbound foreigninvestmentuisn d er goi ng a decl ine since 2018
of Capital Control mechanisms which make approval process for overseas spending more
complicated both for SOEs and private compatiies This also resulting in more strict
regulations on private capital to leave China. Furthermore, the ambition to pleveldoost

internal hightech manufacturing also makes China focus more on internal production and

economic activities rather than the one happening outside of its borders.

9 bid.
B NOS&FGA wodr | FySYLYyy ¢O@BLI dzg i DNMNR &Y WNMDI | LIREGSERA
Apr 08, 2020, available at: https://merics.org/en/report/chineb-europe-2013-update
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From the policy perspective, there has been an adjustment ogovieenment industrial
strategy diverting attention on large scale production and instead trying to promote the

development and, subsequently investment, in key industries like the semiconductor one.

Instead, from a European perspective, the-&i8drade var has let the union to balance Asian
Market aspirations against USA interests. This created some frictions and contributed to slow

down SineEU investment relations.

From a political angle, the EU Commission has introduced a more compelling Investment
Screening mechanism which has been operational from 11 October 2011. This legislative tool
has also a coordinative role: it requires Member states legislators to hold a harder stance on the
matter by adopting more rigorous investment screening practiceésesd decisions have been
primarily implemented in order to better shelter EU member states national economies after
domestic companies have been left angry for external investments, and thus vulnerable, due to
the impact of the Covid 19 Pandemic.

155The Chinese communist partyods presence

Trying to navigate and making sense of the intricate corporate landscape present into China
can be sometimes a tricky task. This is especially true when it comes at categorizing the

different avnership type afferent to different companies in China.

Il n previous sections | triedownedatefBrivat

ASt-mawered privateo clusters. I argue, t houi

definewhether a company is purely private or staened. The main reason is that in China,
especially in recent years, the expansion of the Communist party presence into the private

sector is a visible trend, confirmed by a nationwide survey on private esésrprto Chind.

Apart from empirical surveys, there is also formal evidence of this phenomena. This can be
seen with the CCP central Commi tteebs 2012
displayed the ambition of rebuildifCCP branches in private enterprises. Already 8 years ago,
the ambitious goal of this campaign was for the patége to extend its presence within every

private Chinese firm.

p

U AGAYyTaltz2zys {O2GGd Ga¢KS / KAYSaS /2YYdzyAad t+FNIHE& ¢ NH

Targets the Private Sector | Center for Strategic and International Studies, October 8, 2020.
https://lwww.csis.org/analysis/chineseommunistparty-targetsprivate-sector.
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Just two years after the issuance of the mentioned document, ini2@d4, estimated that
1.579.000 private Chinese firms established some form of connection with tfe IB@Eher
terms, at the time, around 5%lof Chinese private companies had ties with the Chinese

communist party.

Despite several studies demonstrated that a burgeoning private sector should ease the
emergence of a middle class which is supportive to political democratization, in China
traditiorally the state has always held relevant control on economy and entrepreneurial
activities and, thereby, private business have always been interested in maintaining good
relationship with the regime to be able to have access tecstatelled resources tteer than

actively questioning the statgsio®®. Under these circumstances, the entrepreneurial class
whi ch materialized after Maods death in 1974
of affairs rather than questioning the pastgterole in society and within the economic
landscape. In this context, both party officials and entrepreneurs can thrive. The interaction
between the state and the private sector unfolds in several clientelist ties of private firms with
local administrationsand surveys demonstrate that Chinese most successful private companies

can boast tight relations with local politicidhs

This is why it is extremely hard to precisely determine and point out at what elsewhere can be
defined as the private secin China. This interdependence between the entrepreneurial world

and party officials fades the boundaries between state and private comzomethy( soligney

To quote Margaret Pearsosince the reform era the Chinese government tried to form a
beehve of business associations to represent and guard the interests of the newly materializing
entrepreneurial class. This mechanism grants a certain degree of autonomy but also hinders the
formation of horizontal ties between entrepreneurs and ultimatelemise class formation.

Since the early 2000, many entrepreneurs have entered the party and other public institutions.

It is a relevant phenomenon to be aware of given the fact that just few decades ago
entrepreneurs wer e ¢ o0nsiesdTaisirctlisioa san lteltansideradi n p &

as a strategic move from the state to increase the stake of the new emerging business actors in

BIAPGAYAal2ys {O200d a¢KS / KAYySaS /2YYdzyAad tIFNhHe& ¢ NH
Targets the Private Sector | Center for Strategid &mternational Studies, October 8, 2020.
https://www.csis.org/analysis/chineseommunistparty-targetsprivate-sector.
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the partystate framework and thereby reducing the risk of putting the existing system in doubt.

Of similar relevance i fact that, throughout the decades, the new business elites have failed

to create an independent social identity among them, this is why Margaret Pearson refers to

t hem as Acapitalists wiutidenditywithiatheehtmeneudal Thi s
circle and among its components, also substantially hinders, or at least softens, contestations

towards the CCP&6s monopoly on power.

After Dengds travel to the South China in 19
sectoraccelerale. Subsequent | y'natiomal comgressimd99Paarestrugtiing 1 4
process of state enterprises started. Since then, many SOEs were transformed into private
enterprises so to increase their performance efficiency. This led to an enormotsajrine

nation private economy by the end of the century. Nevertheless, this growth was mainly
happening outside the statebs control and t
government level. The preoccupation towards the independency andgresveto the private
economy, | ed to the i s ®pnomsgncorfductng pardyrbwdlamgr k d o
work in individual householwhichaimedtmnaa assedise an d
party-building campaign into private sector. Bed this document, the state foremostly sought

control over Sineforeign joint ventures within China and, in general, over foreign investment

into the country. The goal now was to extend such scrutiny to the private sector as a whole. For

the first time ado the role of party branches into business was clarified, in fact in the document

was specified that those were the Apolitical

By the way, the goal of establishing the CCP
asexpected. The main obstacle to the campaign was the lack of recognition and inclusion of
private entrepreneurs within the communist party. As a matter of fact, until then private
entrepreneurs were banned from becoming party members. This limitationetvagtes

Ti ananmen square protests in 1989 when the <c
orthodox Marxism. It is only with the speech given by Jiang Zemin in 2002 in the occasion of

the 80" anniversary of the party, that the theory ofifhe hr ee r epresent so had
and supported the idea of recruiting fAadvanc
Chinabds new business elites. The theory of
orthodox Marxism according to wti the party should be representative of the proletary®nly

%8 The three represents theory: Kwan C. H., "Three Represents Theory" aims for "Peaceful Evolution", Research
Institute of Economy, Trade and Industry, Published on: August 23, 2002, available at
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With this new theory, the party has become expression of the advanced productivity, advanced

culture and the fundamental interests of the overwhelming majority of the people of®China

Thistrendwasst r engt hened even further with the i
strengthening and i mproving party building i
Throughout those lines, a fegaching objective was outlined: in the sherim all privdae
businesses with party members were also asked to establish party branches, and the ones which
still di dnot have any party member within
organizational reach. This meant that local authorities at county lexelengtled to establish

special agencies to execute party building activities within private enterprises.

To better uncover the subject of the interconnection between-giatey and private
enterprisesé the studyé t alkexamplehAahuiCafter I982s e An
was among the most rapidly industrializing regions and it is important to mention that,
nowadays, in the region the private sector a

The study conductetly Yan et al.points outthei by t he end of 2012, G
enterprises in Anhui had established party cells representing an increase of almost 50% since
2 0 1'% &or this incredibly faspaced infiltration of the party within private economy, it is

worth it to spend few words on how the state

In Anhui the party buildhg campai gn r evol ved-staeaEicamdmyc ar ou
Organi zations and Social Organization Wor kin
agency purposedly created for that aim. The Committee was set in September 2012 and is a

senioklevel party agecy'°~.

What is important to mention is that the NEOSOWC was tightly tied to other departménts tha
can claim a huge control over the provincebod

ABureau of l ndustry and Commer ceo, an inst.i

https://www.rieti.go.jp/en/china/02082301.html#:~:text=The%20Three%20Represents%20Theory%20emphas
izes,0%020the%20people%200f%20China

% Ibid.
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administering private firms and the Provincial Federation of Industry and Cammvéich is

an association of private enterprises in the province and which, can exert more influence within
the private sector i f compared to the CCP t
private sector.

As mentioned, the MBOSIOWOI!|wad otro Aemdhue 6and s p
in the private sector. To this end, a target responsibility system was employed in order to assign

a Asub targeto to each municipality. The spe
signedwih t he committeeds municipal branches. A

private firms to promote CCPOs organizati ona

i mposed by the central government .yamdmg s was
entrepreneurs.
To make up for this shortfall, the party st a

) to facilitate the process by providing host firms with meaningful services and d€hefits

Still, the main obstacle was private firm oy
fact that those entrepreneurs wafiaid of losing their authority within the firm. The issue was

tackled by the government by recruiting private entrepreneurs into the Communist party. It is
simple to imagine why this could facilitate
the memberdéds obligations is to support the p
entered the CCP could not oppose the party b
has been shown thlay the end of 2015 more than 50% of lasgale privatdusiness owners

and more than 20% of all private entrepreneurs in the province had obtained Communist party

membershiff®,

In some cases, these measures involved granting of prestigious political appointments (
) for firms6 gsowepevats businessesevensrecoutdde granted posts like

parliamentary membership, party congress membership as a result of their efforts in the
alignment between party branches and private
huge acknowledgemet for firmds owners which coul d i

society and largely benefit their businesses in many ways such as political protection,

102yan, Xiaojun, and Jie Huagb I @A I GAYy 3 !y y26y YdziS&A Yt E KB NEAYSaSt
AY GKS tNAGFIGS {SOG2NJ ®¢ ¢KS / KAYyl wS@ASé> WdzyS HnamTd
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favourable policies and access to relevant information. We can thereby conclude that these
incentives promoted by the state were optimal in the attempt of building a party network within

private companies in the province.

Over more, private entrepreneurs were also incentivized to lad the party organization within
their firms and, according to a natiésarvey,7 0 % of pri vate compani es:
at the head of the party organization within their firtffs.

But, ultimately, once the settlement process has succeeded, what are the functions of party

organizations within individual companies?

Unlike their role within stat®@wned companies, in which these agencies can enjoy relevant
decisional power in a broad range of areas, within private enterprises CCP organizations may

not be allowed to exercise the same functions. The party is well aW#rs,cand, for this

reason, it has tried to depoliticise its branches within enterprises making them more business
oriented. Foll owing this trend, party <cell s
management or production planning as it is thesecwithin SOEs, they rather support
production and employeesd wel fare. Totally i
of CCPG6s politburo standi ngfpearnmm thwiel, dicrognmi
enterprises cannot be conductedhaut consideration of production and businesses activities.

It should be carried out around the central missions of enterprises and be conducive to business
devel opment . 0o

Chinabés economic devel opment is embedded int
party member which is also a private business owner has the duty of facilitatimguhe ¢ r y 6 s

economic rise throughout production.

To further uncover the subject of the interconnection between -giatty and private
enterprises the research conducted by Yan et al. takes the Chinese Anhui experience as an
example. The main reason is tAahui, after 1992 was among the most rapidly industrializing
regions in China and it is important to mention that there, nowadays, the private sector accounts

for al most 60% of the provincedbs GDP.

104 i,
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The study carried on byan et al. points out thaby theend of 2012, 91.6% of private
enterprises in Anhui had established party cells representing an increase of almost 50% since
2011 For this incredibly faspaced infiltration of the party within private economy, it is
worth it to spend few words on how the state

In Anhui the party buildingc a mpai gn r evol ved nstaiertogomiar ound
Organi zations and Social Organization Workin
agency purposedly created for that aim. The Committee was set in September 2012 and is a

seniorlevel party agency

What is important to mention is that the NEOSOWC was tightly tied to other departments that
can claim a huge control over the provincebod
ABureau of l ndustry and Commer c eiagensingaand i nst i
administering private firms and the Provincial Federation of Industry and Commerce which is
an association of private enterprises in the province and which, can exert more influence within
the private sector i f ¢dspgseaact eldbletlioks withiretheCCP t

private sector.

As mentioned, the main role for Anhui éds NEOS
in the private sector. To this end, a target responsibility system was employed in order to assign

a Nwmrgdbo to each municipality. The specific t
signed with the committeebds municipal brancl

private firms to promote CCPO6s or gwasratzeat i on a

i mposed by the central government . This was
entrepreneurs.
To make up for this shortfall, the party st a

) to facilitate the process by providing hfists with meaningful services and benéfits

Still, the main obstacle was private firm oy
fact that those entrepreneurs were afraid of losing their authority within the firm. The issue was
tacked by the government by recruiting private entrepreneurs into the Communist party. It is

simple to imagine why this could facilitate

06 L yy .Al22dzyE FYR WAS 1dzky3d abl SAILGAYI yly2ey 2|
in the Private Sectoé. ¢ KS [/ KAyl wWS@ASES WdzyS HamT ®
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the memberdéds obligations i s t oanysowpesaovhidh t he
entered the CCP could not oppose the party b
has been shown thly the end of 2015 more than 50% of lasgale private business owners

more than 20% of all private entrepreneurs in theince had obtained Communist party

membershif?®,

In some cases, these measures involved granting of prestigious political appointments (
) for firmsdé owner s. I n essence, some pri va

parliamentarymembership or party congress membership because of their efforts in the
alignment between party branches and private
huge acknowl edgement for firmbébs owners whic
socigy and largely benefit their businesses in many ways such as political protection,
favourable policies, and access to relevant information. We can thereby conclude that these
incentives promoted by the state were optimal in the attempt of building anpawtyrk within

private companies in the province.

Over more, private entrepreneurs were also incentivized to lead the party organization within
theirfrmsandaccording to a national survey, 70% o

at the head of thegpty organization within their firm&®°

Ultimately, once the settlement process has succeeded, what are the functions of party

organizations within individual companies?

Unlike their role within stat®@wned companies in which these agencies cgoyarlevant

decisional power in a broad range of areas such as finances management or management staff
appointment, within private enterprises CCP organizations may not be allowed to exercise the
same functions. The party is well aware of this and, fierréason, it has tried to depoliticise

its branches within enterprises making them more business oriented. Following this trend, party
cells do not specifically intervene in the <c

is the case within SOEsghy r at her support production and

with this principle, Xi Jinping, t hen me mb
commented in 2012 thditpar ty buil ding in private enterp
108 |pid.
109 | pid.
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considerationof production and businesses activities. It should be carried out around the

central missions of enterprised®and be condu
Chinabés economic devel opment i s embeasdda d i nt
party member which is also a private busines

economic rise throughout production.

The most recent wave of partyé6és incursion W
i S s uan c@piniorfon Strangthening the United Front Work of the Private Economy in

t he Ne by Géneral Office of the Central Committee of the Chinese Communist Party

(CCP) on September ¥5. With this document, the party aims at increasing its ideological

footprint and presence into the private seiétor

According to the document, private enterpri s
system with Chinese characterrist s 0 . The tone and style are s
Jinping when in 2016 announced that it was t

Nowadays there seem to be analogies between Xi Jinping ambitions over the public sector and
what Ye Qing, Vie Chairman of the AlChina Federation of Industry and Commerce, desire
of buildingai moder n private enterprise ¥HKoowiegn wi t h

this rational e, the CCPO6s presenceexttndedo t he
giving partyés <cells the control over humar
branches to conduct company audits. The form

sector appears to be geared toward the ambition of having aradgr of businesses willing

to cooperate in the achievement of national strategic goals.

't is important to note that this tendency
international trade partners will probably be more cautious about iagstss degree of state
intervention that they are willing to tolerate when doing business with Chinese companies.

10 pid.
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(CESIS), Published on: October 8, 2020, availaliéad://www.csis.org/analysis/chineseommunistparty-
targetsprivate-sector
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1.5.6 Governance theory and establishment mode

Within the scope of this research, | decided to foremostly describe Chinese acquisitions into
Europe in the form of mergers and acquisitions. This is because | deem it to be the most relevant
type of inbound investment happening nowadays from China into Europe. This view is
underpinned by the fact that, according to public statigfibsjeseM&As deals increased by

30% to us dollars 734 billion in 2020, the highest since 2816

Throughout relevant literature review, in this section | will try to explain the rationale behind
this choice and trying to describe why merger and acquisition appear to be the main way

through which Chinese inviegs establish themselves within the European market.

Throughout the year s, many schol ars have acc
establishment modes. This refers to the strategic choice implemented by a company about
whether to buy an exisig business abroad or create one from scratches. | would suggest
analysing the Chinese companiesd6 establishme
host mar ket governance environment and acgq
internationalizatios patterns. This would help to define and outline a trend of Chinese

investments into the continent and better disclose the rationale behind the mode of entry choice.

As Alon et al. point odt®, a ¢ @avernamcg éngronment will have a crucial role when

deciding to opt for an establishment mode instead of the.other

Rule-based governance environments tend to attract more M&As thanfopleenvestment.

The main reason for that can be the existence a more reliable due diligence on investments.
Countries with relatioffbased governance environments, instead, are more likely to attract
greenfield investments since they will provide the stgewith full control over the established
business and thereby more reliable fivand information which lowers the risk of information
asymmetry. The choice of M&As, instead, could be justified by the need to quickly catch up

with local companies, acqe knowhow and already dispose of a customer pool. Chinese

WHhFFAOSEASE YR /NI [Ad dag! WSLERNI HAHMY [ KAYIl ®¢
Financial Law Review, March 18, 2021. https://www.iflr.com/articlefkidbpgyf24l/mampaeport-
2021-china.
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enterprises venturing abroad, belonging to a reldiesed country would maybe choose

M&As over greenfield investments to better cope with institutional environment difference
abroad. Theseprici pl es seem to mirror Chinese compar
activities when investing into Europe. The latter can be considered ashaseld environment

due to the main presence of constitutional d

Over more, when assessing differences between Chinese Outbound foreign investments (OFDI)
and norChinese ones, of important note is the peculiarity of the logic behind investments

abroad.

Evidence show that Chinese investors seem not to follow an incrénasmtagradual
internationalization process. It is more common among Chinese companies to internationalize
before having a competitive advantage (i.e Geely or Lenovo), to internationalize too fast and
also in highrisk countries thereby following a differeinternationalization pattern if compared

with western firms.

As Ramamurt.i i Devdiopirsg caumtriesand MNIES: extendiilg and enriching
theresearchagenda poi nted out, the globalization con
firms. Especially after 2016, companies venturing abroad come from mature industries and
thus wish to escape overproduction and dome

element could deeply affect and shape Chinese Outbound investments in Europe.

The governance environment theory

As defined by Li et al.the governance environment theory is the one that divides countries

into two main clusters: relation and ruleased societie$!® This can be of uttermost

i mportance in defining oFrboervdeenr sféo riencvaessttimegn ta
defining a countryo6s gbasecormelaichassd ittishpessiblepin me n t
theory,toas sume what a domestic companyo6s establ.

least, should be in order to maximise the profit.

e f2ys LElys {GSTlLy2 9f Al I Finstutighdl an@ earying PeksgectitelNS Sy F A St
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Firstly, in order to make sense of thtee gover
macro social, political,legal and economic institutions that shape and constrain micro
governance behaviour in social, political and economic exchanges, namely, what means an

investor can resort to in a givef social env

Throughout e research, | will consider the two main types of governance environments,
namely the ruldased one and the relatibased one.

A rule-based governance environment is characterized by a transparent legal infrastructure
under which laws are enforced follong the rule of law principles and free and reliable public
information. In this context, economic exchanges are conducted with a recognizable party
throughout verifiable contracts. Withinartlea s ed gover nance environme
barriers tad to be low and there is a high level of generalized trust in the business environment.

Vital to this, is the existence of an efficient information pool and infrastructures.

A perfect rulebased society is hard to obtain, but the best approximation aafultl be
constitutional democracy, where law is enforced universally and impartially and in which there
are frequent and transparent elections. Over more, in this kind of societies power is spread
equally between the three separate powers: judiciary, exeeund legislative.

Trying now to provide a general description of what a reldb@sed governance environment
looks like, it is possible to define it as an opaque and intricated system relying on partial and
selective law enforceméent. A third party trying to invest into this specific environment might

find obstacles. These can be summarized in: a lack of reliable and transparent information, the
existence of private connections and intricated social network within which is hard to position
oneself without personal ties. This system revolves more around loyalty and hierarchies rather
than trust and compelling information regarding the business activities which are carried on
within the country. Accounting and auditing professionals for thetrgdso tend to enjoy less
independence if compared to rMidased environments, to an extent to which even listed

companies disclose unreliable information sometimes.

In this context, business activities thrive because of personal relatiohm&eaase of private

information that an actor might be able to acquire because of its position within the social

17 1bid.
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network. This allows insiders to boost their socioeconomic exchanges and to protect their
economic interests. For these reasons, as Li et ialt @at, corruption in such environments

could be seen as a symptom rather than a cause for the existence of this specific governance
structuré®®. For this reason, in order to conduct business activities and be competitive in such

sy st ems pwneristometiméssnduced to resort to bribery.

Within this network it is not necessary to make heavy investment and establish elaborate legal
infrastructures. It is arguable then that fixed costs appear to be lower than in other kinds of
societies. Bythe way, the cost of doing business increases as the transaction scope enlarges.
This is because in these governance environments being able to follow up with each and every
business partner it is of uttermost importance. For this reason, as the ecoxcimaicges
expand from a local basis to worldwide or, simply, to unfamiliar environments, the expected

costs increase accordingly.
And how does this theory relate to a company

Studies point out that a relatidbased governance environment could be particularly risky for

an external actor wanting to invest within its borders. The reasons for that can be diverse. Good
examples could be the lack of public information, accounting and auditing standards which
tendto be lax and more flexible, and the easiness through which financial information is altered
by companies. In these societies there tend to be an autocratic political system with a strong
central government which mainly favours local and big businesggsed without saying that

in relationbased societies personal ties are relevant and strangers are thereby disadvantaged in

transactions.

The situation changes if we consider greenfield investments. Through the latter, the investor is
directly and almossolely involved in the settlement of its business abroad, which he or she

has to build from scratches. This reduces the risk of information asymmetry and the exposure

to an inefficient and blurred |[|-Bogandgsasegicst em w
assets under other circumstances. This because the owner can creat®\knand an asset

basis from scratch through the creation of a separate and almost independent entity.

In contrast, a rukbased governance environment can facilitate M&A @t Throughout
the latter, a company engages inthetakeer of a f orei gn company?o6s

market. This establishment mode requires a-tegbl of internalization commitment and risk

19pid.
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exposure apart from the deployment of a huge poaksburce$. Because of this, the
availability of firsthand and trustable information that can be found inlaked societies is

of relevance. This is the only way an investor can easily and effectively assess the target
c 0 mp apoterdiad and trustworthiness, thereby reducing the risk involved in this kind of
transactions. Of important note, the efficient legal infrastructure that can be enjoyed within a
rule-based society, grants the investor impartial and effective disputetresahechanisms.

This constitutes a steady legal basis against the risk of property rights theft and a good legal
shield for the buyer.

Conversely, the ease in the assessment of the target process withibasadesnvironment
makes an investor less kei@ato opting for a greenfield investment. The main reason lies behind
the fact that a greenfield investment is slower and riskier than a merger with or acquisition of
an already existing business. So, if the cost of acquisition and prospected benéfitgyres

from the transactions are equal, an investor might prefer to choose an acquisition due to the
speed to market process and the lower uncertainty linked to M&As. Over more, the reliability
of information inherent in rukeased markets and the effeetiegal enforcement generally has

the benefit of lowering costs and risks of transactions.

Indeed, c ountryo6s specific institutions alone <cs&

different establishment modes within a coustty

An eminent example of two companies coming from the same country but deciding to employ
different entry mode is the one of Huawei and China National Bluestar Co. When deciding to
enter the European market the former decided to opt for a greenfield investment while the latter
decided to enter the market via acquisitions. In more detail, Huawei Technologies decided to
establish a subsidiary in Norway in 2007 to better serve the Toslehor and Netcom
companies with telecommunications equi pment.
(a branch of the huge stad@/ned company conglomerate SinoChem) acquired the Norwegian
Elkem which produces silicones and other méfalsThis acquisition gave the Chinese

company the opportunity to acquire strategic assets, establish their footing in the market and to

1201bid.
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absorb knowhow and management practices to be implemented worldwide or to be applied

into China.

This is a clear example dbw two companies which have the same country of origin decided

to employ different establishment modes even if within the same host country.

There might be different causes for this. In general terms, a company which ventures in a
foreign market might bable to increase its market knowledge more quickly and absorb
technologies through the contact with other business partners. This ultimately may lead to

innovation and competitive technological skills.

The reason to choose M&A or Greenfield may be diveyseerally it is true that by expanding
abroad a company may decide to embark in a M&A process to rapidly make up for
technological gaps or to better adjust to the new market. At the same time, the rbasatch

view informs the internationalization stegty of a company by emphasizing the fact that a
company, through international experiences,
managerial practices that can better be exploited by greenfield investment rather than by

acquiring an existing ecopany.

Anot her relevant theory that might inform a
one of Al ntewmiach onanh Wepddfdined as a firmbds

particular host country, as measured by the number of subsidiarithe counti?®

Following this theory, the more a company is integrated within a country, the better it will be
able to overcome gtnmesabi alteinltietry | ofcaf ormeit wc
intracompany fl ow of information and capital
new market. This is possible through engaging in multiple investment within the same country.
Having more subsidiariesithin one country enables the firm to become more familiar with

the different institutional context and therefore be able to manage differences. This would result

in putting less stress on the establishment mode abroad.

Following this rationale, Chineg¢&MNESs will be no longer forced to undertake M&As to have
a better access to the local market. This is because through different investment the company
might already have accumulated enough resources to compete with local firms. thasade

2Wrf2ys LElys {GSTly2 9fAlT FYR {KI2YAY [A® GDNBSYTFASH
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environmentsuch as Europe, Chinese companies can overcome cultural and institutional
differences through committing in different investments and therefore rapidly becoming

familiar with the rule of the game. This decreases the need for a company to undertake M&A
as away of establishing itself within a market.

Even though the depth strategy is supposed to give more confidence to a Chinese firm which
invest into Europe, it is also true that Chinese M&As are the major financial activities into
Europe and remain the peered entry mod&*. Despite that, the cumulative learning
happening at the firm level when it engages in multiple investment into a country, might
explain the huge variation in the Chinese investments abroad. Examplasegesdreenfield
investments abroad can especially be found in the English capital where at least 9 large
greenfield projects can be pointed’8tit Other investment projects are the $24 billion Hinkley
Point C nuclear power station, of which China is fundingthirel, and a massive $3.4 billion

mall ouside Paris that Chinese real estate developer Dalian Wanda Group Co.

This might also help demystify Chinese compeé
possessing fixed characteristics, are mainly shaped according to the institutional governance
environment to be encountered in the host

experience.

Therefore, even if it is true that Chinese investment abroad appear to follow common trends

and logics, it is also true that just considering the phenomeaagbp | yi ng t he fA Wes
AEasto | abel to transaction would be too sinr
accurate to refer to relatidmsed versus rudleased environment and heterogeneous versus
homogeneous international experience.,S what we refer to as AEuUT
rule-based market and eastern countries, in turn, seem more prone to adopt a more relation

based institutional governance framework.

24Kratz, Agatha, Max Zenglein, and Gregor SebastidnK A Yy S&S CE b HAY | RENENSIS ¢
Group. Rhodium Group, LLC, June 16, 20@ds://rhg.com/research/chinaeurope-
2020/#:~:text=Headwinds%20t0%20Chinese%?20investment%2@iains%20an%20attractive%20investment
%20location
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1.5.7 New tendencies: the Made in China 2025 and the "4ive-year plan

New envisioned trends in Chinese crodsorder direct investment

When considering Chinese crdssrder activities abroad it is not possible to overlook the

mo st ulti mate version of Chinads i ndustrié
(hereinafterre er red t o as AMIi C20250). The | atter d
to transition from its current role -as nf a

tech manufacturing goods both in internal and in external market, to acquiringttiseast
a Atechnol ogi cal power houseo posititecmi ng i 1

products manufacture.

Being considered as Xib6s signature projec
enshrines ten industries in which China envisiongttome competitive worldwide. These
are, namely, aerospace, biotech, information technology, advanced rail, electric vehicles,

electrical equipment, new materials, pharmaceuticals, and robotic manufaéfuring

It is true that the narrative surrounding the project has been softened in recent months to
mitigate criticism coming from foreign observers, but the goal of building China into a
technology superpower has not been abandoned in any way.

And how is China trying to reach its objective?

The McKinsey Global Institute (MGI) provides us with a relevant framework which

displays the key elements to actively climp the global innovation Wae chain.

1. Investment at scale: the possibility to tap into financial resources such as state held
foreign currency reserves, cheap financing products and goverfurediat subsidies

specially targeting companies operating into strategators.

2. Effective acquisition of technological knelmow throughout patents acquisition,
partnering up with foreign firms to establish joint ventures both in China or abroad to
absorb knowledge by doing and M&A activities to acquire intellectual pngpert

management skills and synergies between Research and development departments.

2gal RS Ay [/ KAYLlF HAaHp ®adatok AvgusiDRA21.® 2 AT AYSRAI C2dz
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3. Seek the entry in new and large markets to enable domestic companies to set their

footing within them.

4. Encouragement of competition and innovation by creating an emv&noinwith less

state intervention and planning.

In this view, both private and stab&vned companies mainly strive towards the completion

of stated objectives. There yet are discrepancies and overlaps in the run towards the
attainment of thesaspirations. Nevertheless, there still seems not to be a common
framework guiding Chinese companies in the expansion of the country innovation footprint

in the global technology value ch&ih

The made in China 2025

The Made in China 2025, (hereinafter referred to as MiC2025) is a major national policy
aimed atmaking China less dependent on foreign countries in key industries, and to

promote technological advancement within the country.

The main rationale laying behind this 4&aching policy is the recent stagnation of the
countryo6s ec on othelater has taken ehdownwand pdthairc recent years,
especially after 2016/2017, moment in which Chinese private consumption as part of GDP
stagnated at about 1188, Anot her factor of concern is
population which is swiftly causing the viborce to shrink.

To better tackle these major issues, the Chinese leadership aims at improving national
industries competitiveness in the worldwide arena, by building the country into a
technological powerhouse by 2025 and becoming less dependent gm fkmeiw how,

pre-eminently by spurring #mouse cuttingedge technology development.

27 S8 p22R |/ ® DI 4/ KAYySasS agecNBéndsy TéndeNRS) investoy IR G YSyYy i Ay
t NEFAESAaT YSe {dGNIGS3aIAO La&adzSa F2NI D2OSNYYSyid t2fArdes
B AL 2YFGE £ SEAA [ SIISNRA F2N ¢KSO 62 KHGI (NEBREISY & (2

Diplomat. for The Diplomat, October 29, 2020. https://thediplomat.com/2020/10/whappensto-the-ccp-if-
chinaseconomiegrowth-falters/.
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To be able to reach an edge within the global market and build its competitive advantage
in terms of skills and knowow, the government set specific development targebset
attained within a specific timeframe. In fact, the goals set into the plan do not just stop in

2025 but also try to go beyond.

The first step consists in letting China match technologically advanced countries and
becoming a fimajoro maymwu2Z @25 uriThegnpolwegr 2035,
becoming a fAgl obal manufacturing power o an
turn 100 years old, China wishes to become a technological superpower and to be at the

forefront of t hedvanceméndds technol ogi cal

Within the MiC2025, ten are the core industries to be targeted and developed. The
industries enshrined within the plan are considered as the main economic growth driver
within modern economies and, by the time the project has been launcketiSinhave
constituted the main fields of experimentation and industrial development within the
country. In all likelihood, they are also the domains in which the government aims at better

positioning itself and thus to which it will grant more financ&dources.

Throughout the implementation of the said policy, in the first-fi®ar time slot, China

aims at starting to compete directly with

Of course, the country is not equally lagging in all these sectors. atesfields in which
China is substantially ahead other foreign countries, such as the one of transport and
advanced railways-spkedfaat) CHSRa63 sHitdple

speed railway network and t*Ae worl ddés most

By the end of speedrdilway @twbrkhaascountedydrtwo third of the

worl doés total high® speed rail way networ ks.

These achievements notwithstanding, the same cannot be said for the information

technology and new materials industries. For exangple,s pi t e Chi nads ec:

299 MABKSSR whtAf AY [/ KAYF®é 2A1ALISRAIF® 2A1AYSRAI C2dzyRl
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throughout the years been fuelled mainly by expeitactivities, the suindustry of

semiconductors is still one for which China is still relevantly dependent on irmports

At the same ti me, China constitutes the wc
earlier this year, Chinese state media reported that the national rover that last year landed
on Mars was 100% madeth domestically made semiconductors. This already signals a

huge devel opment in Chinabds microchip manu-

Nevertheless, every year China imports around US$ 300 billion of semicondifctBisth
Tencent and Alibaba, two of tileost relevant Chinese tech giants, heavily rely on imports
and highly owe their success to foreign microprocessors. By the way, it is also true that
Chinese central policies have been beneficial towards foreign investors operating into the
computer chips mnufacturing field by providing a huge pool of customers, markets, and
lower production costs. This also to attract cutting edge technology manufacturing
activities into China.

Being semiconductors a heated area of economic contention worldwide at,dreserhd

like to provide a broader insight of how the Chinese semiconductor industry looks like
currently and what are the main challenges the country faces in this sector. By assessing

the competitivity of China in the semiconductor industry, it is ptsssible to have a clearer

idea of what it the horizon in terms of in

are the investment strategies that the country is pursuing both domestically and globally.

It is important to specify that, when it comegha semiconductor value chain, no country

can define itself as completely independen
the one of semiconductors is particularly complex and layered and relies on hundreds of
inputs from different industrie¥he tools, processes and materials needed to obtain a single

chip are outsourced all around the world and are rarely fully present within one single
country. Not only the manufacturing process is strictly complex, also the products deriving

from those arextremely diverse spanning from optical sensors to server CPUs or battery
management modules. All these categories of final products can serve different purposes

and markets. The complexity embedded within the semiconductor value chain creates

Bl K2YF &Y / KNRAG2LIKSNI ! & (ol G 9 32A% I roAdgll tad G{AVF AGB2RYYR dedKiS2 N
Brookings, January 8, 202tttps://www.brookings.edu/techstream/lagginbut-motivated-the-state-of-
chinassemiconductotindustry/.

1321pid.
60


https://www.brookings.edu/techstream/lagging-but-motivated-the-state-of-chinas-semiconductor-industry/
https://www.brookings.edu/techstream/lagging-but-motivated-the-state-of-chinas-semiconductor-industry/

multiple niches and few companies worldwide have been able to position themselves as

leaders in a particular production process and thereby reach an edge in the market.

As a matter of facts, China hugely contrilk
massivelyinputting smartphones, computers, cloud servers and telecom infrastructure into

the market, and constituting 36%320f the wo

Not only this, with a population on 1.7 billion people, China is the second largelsttm

for semiconductors after the &%

Looking at figures provided by the Semiconductor Industry Association based in the U.S,
in 2020, China has imported US$ 378 billion in semicondutforgroduced 35% of the
global total electronic devices, and domestically consumed about one quarter of all the

chip-based electronic devices.

At the same time China internally just produces 7.6% of the semiconductors to be sold

wor |l dwi de. This is mainly due to the relat
industry.

Atpresenii Chi na st i | | anced pgc faumdry prddection, iEDAatablg, chip
design I P, semiconductor manufactur®.ng eqlt

Currently Chinabds supply chain revolves ar

on older technologies.

Despite these shortcomings, the ratio of global chip saleSHmra is rising consistently
also thanks to an ewgrowing internal market demand.

Over more, the country can account for some important achievements already since
domestic firms in 2020 scored an 16% within the global fabless semiconduatket,
ranking third after the U.S. and Taiwdah

133 | bid.
134 |bid.
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Also due to the need to quickly serve a burgeoning market, China is nowadays an important
frontend waf er manufacturer with Chinese and
countrytoensurerpo x i mi ty to final consumers. This

installed wafer capacity to be located within Chinese bottfers

Throughout the last decades, China has deployed huge efforts and resources to the building
of a national andelf-sufficient semiconductor industry. Indigenous SOEs played a huge
role in this respect and had been granted substantial financial resources for them to be able
to compete with their foreign peers. Nonetheless, despite the great leaps forward, Chinese
semiconductor companies still score a relatively small percentage of sales within the global

semiconductor market.

Unsurprisingly, semiconductors are included also within the scope of the Made in China
policy. The latter has been crucial to determine thestepe of the national strategy within

the semiconductor industry. In fact, the policy sets the goal for the nation to achieve 70%
selfsufficiency in semiconductors by 2025. Key in this sense is the National Integrated
Circuits Industry Development Inget ment Fund, al so known as t
constitutes the prime financial fund for this end. The fund has been established in 2014 and
has immediately been fuelled with US$ 21 billion deriving from staieked financintj®.

In 2019 there has been a second round of financing, through which US$ 39 HaNien

been invested into the fund. Almost 70% of the spending was devoted to the development

of fronrend manufacturing with the final ai m
semiconductor productidff. This nationalevel fund is coupled with 15 others local
government funds. The financial resources to be geared toward national chip manufacturing
development now total around US$ 73 billion, a sum whichimadt been reache
other country*!. Of important note,43% of the registered capital in the Chinese

138 |pjd.
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semiconductor industry seem to be linked to the Chinese government, this sire concerns
towards the influence and control of the state over the development of this industry and the

threat to neutral competitivess.

The state support is not only limited to granting local companies with abundant
governmenbacked financial resources. It also consists of grants, reduced utility rates,
favourable | oans, tax breaks and ldpmencount e
in the sector. These elements can generally make indigenous companies shield themselves

from market logics when competing abroad.

According to the Semiconductor l ndustry As
government issued policies torfiuer expand preferential tax policies for semiconductor
firms, which, among others, establish a up tey&@r corporate tax exemption for

semiconductor manufacturershich could equal $20 billiofi2

Equally astonishing is the increasemfmber of semiconductor companies in China. In
2020, the number of national semiconductor firms has increased by 195% from 2019, with

22,800 new companies having been establi$fed

Indeed, some notable progresses can already be spottedafdesepecially visible in the

field of backend manufacturing, which constitutes the most labour intense process through
which semiconductor wafers are split into individual chips. Important in this context is
HiSilicon, the semiconductor producer contedllby Huawei. In fact, this segment seems

to better suit Chinads consolidated compet

operational efficiency.

As | will further explain in the next section, the 14th fivear plan launched early this year

has @anong its main goals the attainment of technological independence ameliseife.

As Thomas C. A. postulatéd this goal is not to be achieved easiiyhin an industry such

the semiconductor one. Especially if it involves the establishment of a wholly national and
solely controlled by China supply chain to serve all Chinese consumers and which only

elies on the knovhow developed within the country. Tieéore, it is arguable that, at

142 | bid.
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present, striving to become a technological powerhouse in the semiconductor industry
wonodét necessarily give China an advantage
could be that of partnering up with foreign comiganfinding synergies, cooperate in the
development of new technologies throughout R&D centres worldwide and focusing on
global customers. This is not a utopic scenario, many Chinese companies such as Vivo,
Xiaomi and Lenovo already based their businesdehon pursuing international sales and

customers.

Chi n a'®fave-yéa# plan: a shift towards conservative GDP growth target and

technological independence

Anot her i mportant document to be screened

development trends, is for sure the fredalynched 14th fivgyear plan.

The fifth plenum of the Chinese Communi st
part in Beijing on October 29, gave birth to China 14th-fiear plan, the blueprint and
political outlook of how China top leaders conceive the country economic and social

policies to be and the goals to be attained in the space of 5 years from now.

The document, which has been the most scrutinized item on the agenda during the gathering
of the Nato n a | Peopl edl M&ah 2@R1),ehassamanpdst its main pillars the
attainment of per capita GDP growth, a more efficient and higher quality production, the
completion of the run toward a moderately developed country within 2035 and the increase

of internal demantf®,

In order to display briefly the content of the plan, | would like to focus mainly on two
elements and postulation entailed within the document, namely the envisioned gross

domestic product (GDP) growth targetd the stated goal of higher quality production.

WKl yy2y ¢ASTTAS G/ KAYlFIQa CATGK tfSydzyy 2KIFG |, 2dz bSSH
available ahttps://thediplomat.com/2020/10fchinasfifth-plenumwhat-you-needto-know-2
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Chinads GDP forecast in 2021

The new plan constitutes a historical mil es
a decadetong tradition, within its fiveyears plan which was first published irctGber,

China omitted a GDP growth target. Only af
the National People Congress of March 2021, a growth target of above 6% by the end of

the year has been announced.

This might sound surprising for two reasorssit low and below the estimated range of
GDP forecasts of-8%'“¢ and secondly it excludes a cap and a floor as long as the growth
rate is concerned, granting more flexibility than a fixed objective, strategy in accord with

the aim of reaching a moderately developed society in 2035 ().

The announced threshold of 6% should be seen as a new bottom line, the lowest growth
expected and acceptable, in a country in which, from 1979 reforms onward, economic
development has been seen mainly through the gross domestic product lenses. The decision
of setting a more flexible target for the coming years allows observers to easitythe

shift in strategy: other objectives are now prioritized over sieomt growth and this
attempt is crystallized in the statement of a more elastic and adjustable GDP growth

objective.

Focusing on policies aimed at improving social welfare, gresasition, ddeveraging,

and tech independence, undoubtedly the government still wishes to boost productivity, the
only new variable at stake now is the time horizon. In this respect, within the country there

is significant evidence of a transition fronslaort term perspective towards a lotgym

one. Pursuing the goals included within the plan, requires the bearing of considerable
transition costs and the government is well aware ofthetafldd . By st ati ng an

4612 88 WBKEy3 I a2KFG G2 9ELISOG Fa / KAYLFQ&a 902y2Yeée 9y
at https://www.china-briefing.com/news/china2021-economicoutlook-foreigninvestor
expectations/#:~:text=China's%20GDP%?20forecast%20in%202021,0n%2Dyear%20in%2001%202020.&text=Ec
onomists%20estimate%20that%20China's%20GDP,was%20revised%20t0%20six%20percent
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in Global Times, 4 November 202®tps://www.globaltimes.cn/content/1205617.shtml

65


https://www.china-briefing.com/news/china-2021-economic-outlook-foreign-investor-expectations/#:~:text=China's%20GDP%20forecast%20in%202021,on%2Dyear%20in%20Q1%202020.&text=Economists%20estimate%20that%20China's%20GDP,was%20revised%20to%20six%20percent
https://www.china-briefing.com/news/china-2021-economic-outlook-foreign-investor-expectations/#:~:text=China's%20GDP%20forecast%20in%202021,on%2Dyear%20in%20Q1%202020.&text=Economists%20estimate%20that%20China's%20GDP,was%20revised%20to%20six%20percent
https://www.china-briefing.com/news/china-2021-economic-outlook-foreign-investor-expectations/#:~:text=China's%20GDP%20forecast%20in%202021,on%2Dyear%20in%20Q1%202020.&text=Economists%20estimate%20that%20China's%20GDP,was%20revised%20to%20six%20percent
https://www.globaltimes.cn/content/1205617.shtml

growth target, the Chinese leadhip implicitly accepts to hamper growth today for future

development and stabilits?.

A prioritized high -quality growth over rapid and quantitative growth

While being cautious igetting a GDP growth target for the upcoming five years, on the
other hand China started to emphasize and lean more toward@uiailifly growth instead
of quantitative and rapid one, one of the main pillars in the newyéaes plan. The main
goals wil be eliminating excess and backward production capacity, technological

development, sefufficiency and national security.

The decision to increase security investments in Research & Development by 7% annually

is the practical and empirical evidence oftfarreaching objective.

I n line with +fhe cudlatai édmodebwhdhiseehs b expand
Chinads i nt et anaounced orMay 2039 tby Rrasident Xi Jinping, high
gual ity productionds wultimatev@gloabf r€mManhat

sufficiency, while facing internal issues as a working age population shrank and yuan
appreciation which inevitably increases production costs and threatens price competition

in international markets.

The direction to follow is to ifferentiate on quality and to do so China needs to devote
huge investments to R&D to develop hitgth products like semiconductor chips on which
manufacturing process China has not reached independence yet.

This does not mean that China will hamperntparts, on the contrary, it will seek to have
access to global suppliers and ultimately become a technology powerhouse on the long run.
A sign of international cooperation and-gaing openineup, reflecting the external
circulation strategy, can be seeithithe agreement on Regional Comprehensive Economic

Partnership (RCEP) by AsRacific economies and negotiations on Sktd bilateral

M8 Kl dzy w2l OKSS da/ KAyl Qa 902y2YAO DNRBgGK ¢ NBSG wSTf S«
Available athttps://www.linkedin.com/pulse/chinassconomiegrowth-targetreflectsnew-priorities-shaun
roache/.
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investments leveplaying field throughout the Comprehensive Agreement on Investments
(CAI) concluded on the 30th of Dember 2020.

Will the goal of reaching a robust internal market and technological autonomy make China
abandon its previous status of Afactory of
entailed within the 14th fivgears plan will be, its contentsre unprecedented and
ambitious. This change i n pemrla@Exeisdgoingte and
reshape willingly or unwillingly -t h e ¢ o u n-bordgr® comnueercial sekations and

should inform foreign ciodalte i ecustmrywdegi es

158 The fAtechnology transfer peril o expl.

Throughout the previous sections | provided an overview on Chinese corporate
landscape and a description of the motives and behavioural patterns concerning

domestic companies crebsrders acquidibn activities within Europe.

Ulti mately, | described the chall enges an

industrial development, emphasizing the role of the semiconductor industry.

The last section of this chapter will be devoted taaalysis of what we refer to as
Atechnol ogy transfero, why is it consider
an important indicator when it comes at assessing the péswghg field in investment

activities.

A

It straightforward to postulate th&thi nese compani esd® main out
foreign knowhow and knowledge absorption are the acquisition of foreign firms and

the settlement of a partnership with a foreign firm seeking to enter the Chinese market.

Following the same line of though,is easy to argue that in many cases clussler

M&As can be driven by the wish of “cquiri

To better frame the subject efchnology transfer, | will thereby provide a definition of
the term AMergers and acquisitions (M&A) ¢

this specific form of investment is key for tackling the concern over kKmouw

Bogt FdSyd wAiaKdGa Ay [/ 2NLIR2NFGS ¢NIryalOdAz2yay aSNAHSNE |
January2017.https://www.taylorwessing.com/synapse/fundingatent-rights-in-corporatetransactionsm-
and-a.html.
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absorption. M&A is the general tarreferring to complex economic transactions which

can generally span from a merging of two existing companies to form a new entity to
an acquisition in which an actor, the acquirer, purchases and obtains the control over
another firm. However, the term M in its shortened version is often used
indistinctively when corporate entities are involved in purchase or sale activities of the
entire or part of their businesses. These transactions mainly consist either in the selling
or acquisitiomrefs;aocommarnydes sl |l ing or
asset®L,

For the scope of this research, is important to understand that when a target company

is acquired as a whole, all its assets including patens, intellectual property rights and
liabilities pass on to the acquirer. So, all licenses which have been purchased by the
new owner will remain tied to the target firm. On the other hand, in an asset sale, the
acquirer just purchases the assets that it would like to acquire from the target. In this

| atter case, the buyer does not necessar.i
liabilities. In the case of patents, the acquirer must identify the patents to be transferred

and purchased and register the related rights. The new ownership ofightsenust
subsequently be recorded within the releyv
asset happens, licenses not automatically transferred. When deciding to buy a-licensed

in intellectual property, the acquirer needs the approval of the ¢icefise latter is not

always open to the transfer and may, in turn, decide that it does not wish to license the

purchasing business and rather prefer to terminate the license.

Despite the complexity of such transactions, it is possible to say that tegpphiralasfer
through the acquisition of a companyés st
common and sometimes constitutes the main driver for a company when deciding to

engage in M&A activities.

Patents are one of the ways a company owner oatieqb its inventions, such the
creation of new technology. The patent owner has the right to protect others from
producing, using, distributing, or importing the protected item. Essentially the patent is
a property right that can be licensed, sold, naayégl or assignétf.

151 bid.,
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| n t h eTechriology yranéfer to China: A StudySirategy in 20 EU Industrial
Companies Bennet et al . give a definition o
mentioned paper, technology is definedfias h e -hkw forwnaking a product or

operating a process which may be embodied in equipment, cbdifirandbooks,

blueprints, patents and other records and knowledge and skills which are held by
persons or groups of people, and which may or may not be easily transferable to

ot hé*® s . i

Therefore, technology transfer can be described as the transfer ofhkmowand
company intellectual property from the parent company to an external entity. This can
take place in various and multiple ways as, for example, throughldnef a machinery,

designs, technical consultancy services and related traifiing

When referring to product technologies, the transfer in this case can happen through the
supply of prototypes, drawings, technical support, and key componemsk®e a

product. In essence, it is about the transfer of some processes and particiihoknow

It is misleading to think about technology transfer as a single action. First of all, it stands
to reason that a process involving the use of technologytgomggh different layers

of technology capability which, in order to be developed, require long term
collaboration between the transferer and the transferee. Thigdongcollaboration

does not make the technology transfer an immediate process. As hygBednet et

al., the surveyed firms in the study stated that of their technologies transferred to China,

83% were not transferable without proper training and assistance ovEftime

This percentage could give us a better clue of how misleadirig think about
technology transfer as an immediate process. Over more, the technology transfer can
also happen patrtially, as the original owner might try to shelter his own position in the
mar ket and dondét be pr on e logical khotwledge. Tthis| t r a

is mainly explained by the fact that, Eur

153 Bennett, David, Xiaming Liu, David Parker, Fred Steward, anél Kik R& | ® a ¢ SOKy 2f 238 ¢ NI y 2
{GdzRe 2F {GN} G838 Ay H mationdt JduyiakaziethNdlobytMaragenidmt 2, hdS & © & L v
1/2 (January 2001): 15https://doi.org/10.1504/itm.2001.002899
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how could run the risk of raising technological capability of foreign companies which

could in the future start constituting a treat to their cemaml activities.

Referring once more to the study conducted by Bennet et al. about technology transfer,
from surveys proposed to 20 European Industrial companies resulted that among the
products of processes transferred to Chinese fRG%,included reent innovation and

30% of the technologies to be transferred could potentially provide a competitive edge
to the transferee. On the other side, 57% of the technologies were comparable to the

competitorsdéo and 30% already used technol

Interesting to nte, the surveyed companies deemed that 83% of the technologies to be
transmitted required practical training and learning which involved a quite lengthy

period. This indeed constitutes a barrier to the technology transfer within China.

All these hurdles nwithstanding, when it comes to technology transfer, the main
perceived risk is that the Chinese firm, once obtained the Jkmow could start
constituting a relevant competitor in the world market of the European company which

was source to the technicapability.

Turning to the motives for the technology transfer, which also include the motives for
investing in China, companies were invited to indicate the reasons for that. From the
survey emerges that 80% of the technologies were transferred wigheggtto obtain

market acces#lowever, there was a wide spread of other reasons which were pointed

out, including cost advantage (57%), globalisation strategy (48%), a response to
competitorsd moves ( 33ettecknalabical dieenmeratat t | e me
alliances (39%%°%. Also important were favourable policies and incentives in China

which have already been discussed in the previous chapter.

Within this section | would like also to briefly divert the focus from téehnology
transfer happening through acquisitions within Europe and tackle the subjects of the
Forced Technology Transfer (FTT) that could happen through the settlement of a joint
venture agreement between a European (oiGtunese) and a Chinese partaged the

trade secrets divulgation which the foreign actor might be subject to when investing in
China. This topic is of uttermost importance when assessing thepleyatg field
between China and EU in the scope of their economic relations.

16 bid.
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More in detd, FTT can be defined as informal government practices that require the
foreign investor to transfer its technology as a precondition for the envisioned

investment or market accéss

Being it an informal practice, in most cases it is also hard to be proven. In China, once

the country firsbpenedup under the rule of Deng Xiaoping, regulations which called

for fAmarket for technologyo followed al on
be granted with market access, had to provide indigenous companies with advanced
technology. This mads sense in a moment in which the nation was trying to modernize

itself through the reform process and, in this context, external expertise andémnow

was a key element and precious resource.

The Amar ket for technologgeboregChaniadéss aw
into the World Trade Organization (WTO) in 2001. Nevertheless, it is possible to say
that, in practice, requirements for technology transfer when investing in China continue

nowadays through equity restrictions and administratiyecsals 8

Although the preferential way to enter the Chinese market for a foreign entrepreneur
remains the settlement of a Wholly Foreign Owned Enterprise (WFOE), the national

Foreign Investment Negative List, with its latest version beingtigeissued in 2020,

still hinders foreign access to certain industries by setting the requirement of entering a

form of cooperative agreement such as joint ventures with a local partner.

When a foreign party establishes a joint venture with a Chinesespat¢chnology

transfer and share of confidential information happen almost automatically in order to

make the business operational. Furthermore, since the local government approval is
necessary for the settlement of a joint venture, local institutionsenayre the foreign

actor to transfer part of its technology to the Chinese partner. According to experts,
these practices have hugely facilitated technology transfer from abroad and thereby

|l ifted Chinads technol ogy stheaantammtive the e s p e ¢
aviation and higfspeed rail.

199 Wo!'s aChw/ 95 ¢9/ 1 bh[ hD, ¢w! b {yesdywoutndl of Gdiedce& ! { 9 h C
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The limitations to foreign investment into China have been formalized throughout the
years within the Special Administrative Measures (Negative List) for the Access of
Foreign Investment. Its latest varsiis the one which have been issued on June 30 by
the State Development and Reform Commission and the Ministry of Commerce.

It is important to note that all the current limitations to foreign investment do not apply
to highttech industries. The focus segto be the sheltering of national industries which
are more related to national critical infrastructures such as water supply, nuclear energy,

airports and basic telecommunications.

Despite important relaxations have been put in place, the indicatioteresd in the

Negative list are sometimes blurred and communicated by vaguely worded provisions.

Another legislative landmark that contributed to the relaxation over barriers on foreign
investment is the national Foreign Investment Law (FIL) which cartedffect on

January 12020 with the main aim of protecting the rights and interests of third
countriesd investors and grant them with
regulation is of uttermost importance also because it constitutes thegatstiocument

to tackle the problem of forced technology transfer. The current law on foreign
investments replaces the previous national laws governing foreign investments, namely

the law on Sind-oreign Contractual joint ventures, the Law on Stooeign Equity

Joint Ventures, and the Law on Forei@apital Enterprises all issued between 1979

and 1990.

The document is of extreme relevance and with ftsadticle it stipulates that the
Atreat ment given to foreign ieniwessnenbr s an
access stageéis not | ower than tohastetdilv e
the base for the implementation of a more balanced-fdaging field when it comes

at bilateral investments activities. And foremostly, it also implicitly mandates that non
transparent practice such as the Forced Technology Transfer will no longer take place

in the country.

159 ¢Foreign Investment Law of the People's Republicof Edina b | G A2y I f 5S@St 2LIYSyd I yR
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Furthermore, Article 22 of the FIL provides thatT h e St a the intpllectudl e c t s
property rights of foreign investors and foreigivested enterprises, protects the
legitimate rights and interests of intellectual property rights holders and related rights
holders, and holds intellectual property rights infringers ggaccountable in strict
accordance with the law. The State encourages technical cooperation based on the
voluntariness principle and commercial rules in the process of foreign investment. The
conditions for technical cooperation are determined by eqagbtiation between the

parties to the investment in accordance with the principle of fairness. Administrative
agencies and their staff are prohibited to use administrative means to force any

technol og®¥ transfer. i

Both the articles can be deemed of historical sigmfiessince they tackle the issue for

the first time by formalizing its solutio

It is also true that the Administrative License Law tackled the trade secret protection
during the administrative process of establishing anless into China. Nevertheless,
there are major differences between the two laws. First, the new Foreign Investment
Law is specifically geared towards a better management of foreign investment into
China, while the Administrative License Law has a broatdepe and regulates all
administrative applications, entailing also the one required by Chinese nationals.
Secondly, the legal liability for violations of the Administrative License Law is
administrative whilst the Foreign Investment Law foresees thecagiplh of both the

administrative and Criminal Law in case of infringement.

In order to keep a neutral approach in the research, it is important to mention that
technology transfer has been a crucial element for many developing countries when
trying to foster economic growth and technological development. China can be taken
as an eminent example of this, having been able to benefit from external investments

into the country and from foreign knelmow.

The only element that causes concern in tegpect is the management of informal
practices that facilitate technology transfer which, in some cases, can cause distortions

to trade activities and threaten the lepklying field when it comes to Sifforeign

160 ¢Foreign Investment Law of the PeopRe&public of Chidaz b GA 2y f 5S@St 2LIYSyd I yR
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investment transactions. Before in Chinavas common to induce technology transfer

in exchange for market access. This practice, which allegedly continues also nowadays
to some extent, derives from a fAquid pro
policy which was popular in developirgguntries in the 1970s and was promoted in

China since its opening up in 1979.

From a trade law perspective, the requirement for technology transfer by a host country

to a foreign entrepreneur can be consider
the precondition of purchasing local raw materials, employing of local workforce etc.
Thereby, performance requirements are generally accepted specifications within a

contract which governs a foreign investment.

Especially in recent years, such practicesehbgen scrutinized and tackled in the

shaping of bilateral and multilateral trade agreements. A perfect example for that is the
North American Free Trade Agreement (ANAF
technology transfer. Under the WTO, only then€wl Agreement on Trade in Services

(A GATSO0) as a treaty specifically targe

document®®,

In this sense, some trade law experts maintain that China by entering the WTO in 2001
already committed to not force foreign companies to transfer their technotogy
investing into China. It is also worth saying that until such practices will be carried out
without being regulated by a written rule, evidence on them will be hardy collected.

At the same time, it is sometimes difficult to define whether techndi@msfer is
mandated by the host country or is voluntary. Following this line of thought, some may
argue that Joint ventures are a common international business agreement implemented
in many countries worldwide. In the context of a Joint venture agreemeetnal
investors sometimes provide their IP rights as equity rights in exchange for access to
the local market and other local resources. Foreign firms are often eager to provide the
host country with their unique technology in order to acquire knayeleabout the

foreign market and overcame the liability of foreignness. It is arguable that the

1199 Wo!s 4Chw/ 95 ¢9/ 1 bh[hD, ¢w!b{C9w Lb ¢19 /!'{9 hC
Technology Law, Vol. 28p. 2, 2020 The Chinese University of Hong Kong Faculty of Law, Research Paper No.
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technology to be transferred is not traded for free, the foreign actor can also acquire

relevant benefits from the agreement.

Some observers claim that technglogt r ansf er should be bett

foreign investment into China.

Nonetheless, things might appear under a different light if technology transfer is the
sole way a foreign entrepreneur can settle his business into China. In this case we could
without doubt refer to mandatory knevow transfer. In fact, there can be a fine line

between forced and voluntary technology transfer.

We can define the first as a mandatory performance requirement for foreign investors
which, if not implemented, coul@d to the impossibility to invest in China or a lack

of alternatives for the firm to penetrate the market.

Even if throughout Joint Venture agreements negotiation on licensing fees are possible,
this does not imply that the technology transfer is volynggther. The reason lies in

the fact that in many cases the foreign companies will set a cooperation with a Chinese
company because it is specifically required by the national law rather than for
commercial motive'$? As it appears from the Nega List for Foreign Investments,
foreign businesses are still not allowed to establish a Wholly Foreign Owned Entity
(WFOE) into China in several sectors. In many cases, the only way they can seek it way
into the Chinese market is to establish a Contedclaint Venture (CJV) or an Equity

Joint Venture with a local partner. Since many foreign entrepreneurs are reluctant to
share their direct experiences regarding technology transfer practices into China due to
fear of retaliation or of loss of their shargo the sheer Chinese market, the main
evidence we have for such kndww requirements is represented by the existing

limitations on foreign investments into the country.

As previously mentioned, with the issuing of the new Foreign Investment Law which
became operational on the 1st of January 2020, regulation on external investment in
China seem to have taken a more liberal turn. In fact, it seems that the new norm has
the specific aim of communicating to th

position against Forced Technology transfer into China along with more favourable

162 | pid.
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conditions for foreign investors. The government seems to be interested in rooting out

the informal practice of FTT throughout the use of official laws.

The FIL was also coupled witthe 2020 edition of the Negative List for Market
Access®3 which substantilly lifted limitations on foreign investment into specific
sectors. This also alleviates preoccupation over FTT, because under this new regulative
framework, foreign entrepreneurs will have more chances to form WFOE within

Chinabds territory.

Even if it is true that the FIL and the new Negative List represent a normative milestone
and an i mportant achievement for the f ore
of such laws is still opaque due to the vagueness of the wording included in the

provisions.

An example can be represented by regulations regarding the automotive industry.
Under the new framework, ownership restrictions in the auto sector will be completely
removed by 2022 (The impact of China removal of foreign ownership restrictions in
autosecto) and foreign investors operating in
settle joint venture agreements with local entrepreneurs when entering the market.
Nevertheless, in practice, notable restrictions are still present. These are represented by
market access conditions that a third party has to comply with when entering the market.
Among the negative list provisions, we can read fhdt he est abl i shmen
traditional fuelpowered motor vehicle enterprises is prohibited. Increasing production
capaity for traditional fuelpowered motor vehicle enterprises by existing auto

companies shall meetf  the following condit

These conditionsaré&t he wutili zation rate of automob
years has to be higher than the industry average for the same product category and in
the province where tharoject is located there is no fuel vehicle enterprise of the same

product category specifical%y disclosed b

183 y§S3INI DNRdzZLJd &/ KAYlFda 9y O2dz2Ny 3SR /I GFt23dz2S ' yR bS:
2021. https://www.integragroup.cn/chinaencouragedist-negativelist-2020/.

%41 91 ¢NIF RS bSgadéeé ¢NIRSP® ! O0OSaaSR {SLIISYOSNI HNZ HAHMC
https://trade.ec.europa.eu/doclib/press/index.cfm?id=2237
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Further vagueness is conveyed to the text throughout article 39 of the Foreign
Investment Law in whicmentions to the administrative and criminal liability are made.
The article provides both administrative and criminal liability for government official
who infringe the FTT provision. Nevertheless, the exact administrative liability is not
described in théaw. This results in broad discretion in imposing the liability. The same
apples for criminal liability, article 39 provides the application of criminal law without
being specific on the criminal liability to be established if an official violates inditat

on FTT transfer.

To synthetize, we spot notable steps taken by China in order to tackle the problem of
Forcer Technology Transfer within the country. At the same time, FTT still happens in
the form of informal practice and the requirementkobw-how transmission as a
performance requirement is bound to continue until clearer provisions are included in

present and future regulations on the matter.

On the other hand, it is fair to say that sometimes foreign investors may also benefit
from thistacit practice which, in most cases, can grant them with the bright perspective

of being able to enter the evexpanding Chinese market especially in times in which

their own countriesé economies are staghna
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CHAPTER TWO

The European normaive tools to regulate foreign direct investments
(FDI)

1. European Framework on Investment screening:

Background:

Chinads enormous economy rise since 1979

worl dés secont® | argest economy

In the EU, asn the rest of the world, concerns towards the huge amount of Chinese
investment have grown consistently since the great investment surge of 2008. For the
first time in 2015, the value of Chinese outward direct investments exceeded the value

of inward investments-é”

They ear 2016, i n turn, has represented a
transaction value and number of deals into EufSpén fact, during 2016Chinese
investment into the continent surged to US$ 200 billion in a year, almost 50% more

than within the last ten years combiné®.

BgeRS 0a NBAKRY K SRNRaAIS VI SL y @S & theyERrgpgan T hinkkhk(N&iogk OrF
China, published on: December 2017, url: https://www.ifri.org/sites/
default/files/atoms/files/etnc_reports_2017_ final_20dec2017.pdf, retrieved on 26 July 2020

w2 Ky {SFYFyYy SG Ifdx W KAYySasS ishdeawirkdd China, DgcentbdzNE LIS Q T
2017, https://www.ifri.org/sites/ default/files/atoms/files/etnc_reports 2017 _ final_20dec2017.pdf (retrieved
on 26 July 2020)

168 Cerulus, Laurens, and Jakob Hanke ey 4 SNJ G KS 5NIF 32y ®¢ th[L¢L/hd th[LE¢
https://www.politico.eu/article/chinaand-the-troika-portugatforeigrnrinvestmentscreeningtakeovers

europel/.
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The same cannot be said for the reverse case, namely European investments into Europe
which value justscored US$8 billion in 2016 from 11.8 billion in 201%. These
numbers clearly give us a clue of the imbalances egistimen it comes to SirBU

bilateral investment relations.

The surge in Chinesecrebsor der i nvestment value is the
Strategyo policy previously discussed. w
| aunch of theninBeati aed, Roapgi t al spending
even further by the central government, as explained in the first chapter. Furthermore,

of important note, the One Belt and One road initiative has granted the country with

new investment vehicles s as the Silk Road Fund (SRF) and the Asian Infrastructure
Investment Bank (AlIB) to ease investment abroad. The creationttd@mvestment
instruments has been coupled with major national guidelines on development such as

the Made in China 2025 anceth 3" Five-year plan (2012020) both revolving around

the principle of innovatiomriven growth.

In the eyes of Chinese investoErope still constitutes a preferential destination
having reached 35 billion euro in 2016 alone with an increase of 7@fbtine previous

171

year’~. The three main receptors of this huge flow are Germany, the UK and France,

al so known as AThe Big Threeo.

Among those, Germany was indeed the main recipient, accountir8i% of total
Chinese investment directed to Eurbige

Those investments, despite being benefici
also causing concern among EU citizens and entrepreneurs. This is mainly due to the
alleged Chinese state involvement in the discussed takeovessa@uiditions. Another

risk is represented by the potential kabew and technology assets loss and transfer

to economic actors which dondt necessari.|l
the transaction involved, the investors might acquire a fabtei@osition within EU

business environment which could also result in political control within EU member

170 bid.
171 bid.
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states and a threat to the bloc

(@}
(7))
QD
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—
<

field of Foreign Direct Investment.

Thereby, since severaggrs, the debate around the need for Europe to equip itself with

a coordinative foreign investment screening framework has gained vigour. In fact, EU

is the worldds main recipient of Foreign
open than the US ar@hina.

We can assume that European institutions are aware of the risks involved in such
transactions. This is signalled mainly by the number of regulations that have brought
forward the last and current year by the Commission. The three regulations to be
discussed in this chapter are td foreign investment screening mechanigsraNew
Regulation to address distortions caused by foreign subsidies in the Single Muatket

the Comprehensive Agreement on Investment

| will start this chapter by describingeiirst normative tool and provide a background
to it.

One of the main reasons in support of the implementation of a coordinative framework
for FDI screening, is that legislative tools at the national level might not be enough to
tackle the problem of g involvement in FDI taking place in the Union. Thereby, in
order to convey more transparency and fairness to tackled investments, a solid and
comprehensive response at the EU level was needed.

The issue of the lack of a common process on investmennstyesas first brought

forward by a letter sent by France, Italy and Germany in February 2017. In the letter

the countries asked the Commission to provide the Member states with an enforceable
legal tool at the Union level which could improve and coordintite different
investment screening practices existing in the bloc. They held that the current situation
coul dnot grant reciprocity to investment
underselling Member st-fdwes6 strategic ass

Witht he European Commi ssion reflection pap:
Gl obali sationo, there has been the recogn

doubts on the effectiveness of singil e cou

Ba@Ft SOGA2Y tFLISNI 2y | I Ny SaaAy JeuddeahConimission, iAdglsy1p ¢ 9 dzNR |
2018.https://ec.europa.eu/info/publications/reflectiorpaperharnessineglobalisation _en
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2.1 The EU foreign investment screening mechanism

The European Union framework for Foreign Direct Investment screening has become
fully operational as of 11 October 2020. It is, at present, one of the main coaalinati
t ool to promote a better risk assessment

while assuring, at the same time, the Union remains open to external investments.

The regulation on FDI screening was first issued in March 2019 enabling the &urope
Commission and EU Member States to coordinate their actions on foreign investments.
The legislative tool become fully operational in October 2020 affest stage which
sought the implementation of operational requirements for the full applicatitire of

Regulation’
These included:

- The communication of EU coursdreenings 6 e X

mechanisms to the European Commission

- The establishment of ad hoc channels at the national level to facilitate

information sharing and analysis

- The development of necessary and effective procedures for Member States and

the European Commissioa tespond to FDI concerns and issue opinions

Under the Commission guidance, Member States have agreed to jointly cooperate on a
common FDI screening mechanism and several EU countries already started reviewing

their current screening mechanisms or adopieg frameworks.

As mentioned in the introduction, the EU hugely benefits from foreign investments.
The objective of the new coordinative tool is thereby not to hinder such activities but
rather to foster the cooper adtoenablethenong t |
to quickly exchange information on specific investments happening on the EU soil. The

tool also gives the Commission the power to issue opinions when a takeover or an

et NBaa [/ 2NYSNWé EdedhRanISdmyhissios, Datober 8, 2020/
https://ec.europa.eu/commission/presscorner/detail/en/ip_20_1867.
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acquisition by a third count thg fearitycobanpany
Member State. The instrument also sets specific requirements on screening practices at

the national level and promotes cooperation among members.

Under this framework, each country will be required to adopt its own regulations and

enforcenent mechanisms and Foreign Direct Investments involving sensitive industries

wi || be scrutinized in order to prevent |
and knowl edge, and shelter Me mber St at e
takeovers.

The new regulation has the potential to increase awareness on external investments,
emphasizing the need of protecting national economies from acquisitions or takeover

of companies operating in sensitive sector such as the transport, health, energy. This

especially 1 f the transaction has the pote
It i s important to note that in this case
to block the takeover s, singl e damhloat ri es

suspect acquisitions through domestic procedural’fdles

Important to mention, the Regulation on FDI does not constitute a comprehensive
screening mechanism and it does not oblige Member States to adopt national screening
systems neither. It rather has the functibsetting common standards to promote and
ease member countriesdé6 adoption of their

establishing a system under which cooperation and information exchange is facilitated.

The EU investment policy

The Europearsingle market is considered as the most open worldwide in terms of
international capital inflow and, at the same time, EU Member States have the less

stringent restrictions for FB°,

Since the conclusion of the Lisbon Treaty
Common Commercial Policy has been enlarged. Since then there has been the inclusion

BageKS 9! C2NBA3IAY Ly@dSaiadyYSyid aSOKFYAAY La b2ég htow! ¢LI
McKenzie. Accessed September 24, 2021.
https://lwww.bakermckenzie.com/en/insight/public&ans/2020/10/euforeigrninvestmentmechanism.
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ofFr ei gn Direct I nvestment into EUG6s exclu
on the Functioning of the European Union (TFEU) is deemed to be the most
straightforward in the definition of the

internal market

For this reason, to provide the bloc with a common and comprehensive screening tool
to be applied on foreign investments, the EU legislative body decided to choose Article

207 TFEU as the legal basis for a common EU regulation on the matter.

It is justin 2016, after having reached a peak in Inbound FDI transaction value, that the
Commission started feeling the pressing need of adopting a legally binding mechanism
for i nvest ment screening, so to concrete

unfair trade practices.

Nevertheless, some Member StatesoO r-eprese
reaching screening process could be in contrast with the free movement of capital

principle which is peculiar of the EU Single Market.

Among thefundamental freedoms and principles which underpin the EU Single Market,
the free movement of capital is of uttermost importance given the fact that is the only

one to comprehend tHe Athird countryo el e

According to the definition provideby the Court of Justice of the European Union

(CJEU), crossorder capital movements include foreign direct investments, real estate
investments and purchases, securities investments, granting of loans and credit, and
other operations with financial insttions'’®. Over more, article 63 of the TFEU

forbids limitations on capital movement both among EU Member states and other
countries outside the EU when a free trade agreement exists between EU and involved
countries. The only limitations to saidiqeiple have been defined by the CJEU
regarding S 0ome Me mber St ateso gol den s h
arrangementso refer to a statedewvnedwner s|
enterprise. The shares held by the state in said compani¢ésgti@amal governments

to exercise special powers and control over the organisation and management.

177 bid.

178 | bid.
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In this context, the European Commission acts as a supervisor and monitors that the
principle of free movement of capital is respected and put in plasadty member

state.

Despite the relevance of the free capital flow principle within the TFEU scope, EU
countries are allowed to provide themselves with independent legal measures to avoid
that FDI activities endangametimdthe EtJocannt r y 0
independently restrict the free capital I

and emergencyo.

Throughout the introduction of Article 207 in the TFEU by the Lisbon Treaty, the EU
monitors FDI activities based on its exclusivenpetence as defined by article 3(1)(e)
of the TFEU and is thereby not subject to any other form of control by national

parliaments.

However, according to the principle of best practice, proposals regarding the EU
exclusive competence on Common CommerBialicy can be brought forward by
national parliament to grant a multilateral dialogue on the subject within the Conference
of Parliamentary Committees for Unions Affairs (COSAC), in order to allow an
exchange of views among national parliaments, the EarogParliament and the

European Commission.

Foreign direct investment and the free movement of capital are without any doubt

crucial to foster and promote economic growth within the EU.

At the same time, lack of transparency in the transaction can lsadke of pressing
concern among EU institutions. When the terms relating to these activities are obscure,
the level playing field is threatened and FDI can start constituting a risk rather that an
opportunity for member states. This is especially truenmiescribed investment
practices involve a third state investor which internal economy is sheltered from market
forces, if the transaction involves the acquisition of national strategic assets, or if the

investor is a statewner firm.

When the investorsia statowned company, common when a Chinese company is
involved, threats to the level playing field can be represented by the fact that the state
can provide generous subsidies to its controlled companies to make them more

competitive in the global maek.
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According to CELI S6 analysi s, from 2015
concerned machinery and equipment and 30% went into utilities and automotive, whilst

Chinese investment in France was mainly in the energy $€ctor

Nowadays, Chinese investments into Europe shrank to 17.3 bn EUR, going baek to pre
2015 levels and there is consistent evidertbat the investments were mainly
undertaken by private companies rather than by -stateed companies. All this
notwithstanding, it is clear the importance attributed by China to its investment policy

and the footprint that its investment activities heafeworldwide.

Over more, as described before, China is not giving signals of wanting to open further

its economy. When a foreign entrepreneur wants to invest on Chinese soil, regulatory
approval requirements remain applicable withirtamsiderable number of sectors

which are partofthesoal | ed ANegative |isto. Even if
in the access parameters into automotive and financial sectors have been put in place
recently, the central government still hindemsarket access in sectors like

telecommunications and healthcare.

Even if the Chinese Foreign Investment Law (FIL) released in January 2020 constitutes

a huge shift toward a more balanced level playing field in the investment field, details
on the implemetation of the law are still vague, especially in the case of interventions
when fnational security interestso (art
situation happens and national interests are allegedly in danger, state intervention

remains posble without possibility of appeal from the foreign investors.

We can boldly say that, especially for small and medium size foreign companies,
market access into China is still an intricated process. On the contrary, Chinese
investors enjoy the most relaxewestment regime having access to all sectors within

the countrybs border.

Before the work on foreign direct investment screening started, the main question was
how to tackle these unbalances. And not only the ones deriving from the competition
with China but from all the investment carried out by certain countries or SOEs which

enter the EU Single market with specific national, public interests.

19Hindelang S., MobergA. & , { 9/ . S |-B¢bnangic|Coratiutions22d20, Common European Law
2y Ly@SaldySyid {ONBSyAy3a 6/9[L{0£ZX {LINAYISNI OHANHANL D

85



Among the proposed solutions at the-EEdel we can list the push for the settlement

of free trade agreementd$TAs) or bilateral investment treaties. l.e Hlina
Comprehensive Investment Agreement (CAl). These were and are regarded as an
optimal tool to improve market access opportunities for investors by eliminating

existing imbalances.

Other solution was to dmmonize and setting up a common investment screening

framework throughout Europe.

Since the risk of an excessive intrusiveness deriving from Foreign Direct Investments
had been perceived, the legislative procedure was quick, only in September 2017 the
proposal was published, negotiations between the EU commission, the European
Parliament and the Council of the EU were concluded in November 2018 and the EU
screening regulation entered into force on 10 April 2019 and is applicable from 11
October 2028°.

The main takeaway from thisprc ess i s the creation of a
between commission and Member states, allowing the Commission and EU states to

raise and share concerns related to specific investments.

Despite it being mentioned several times in the document, then® idetailed
description provided for Anati onal secur
Regul ation on definitions. 't is also tru
ordero often appears within thanUhioneaty o
(TFEU) since they both constitute important justifications for the Member States to

have their freedoms restricted in several cases.

An important indicator for the EU Commission to determine whether an external
investment is likely to affect pulsl order is to verify if it is has effects on critical
infrastructures such a&nergy, water, transport, and health, or on critical technologies,
including artificial intelligence and robotics; on food security; on access to sensitive

information, includimgy personal data; and on the freedom and pluralism of the rifédia

180 NBaa [/ 2NJYSNIP¢ 9 HupdaitGoyimigsianyOttoleEoa 28230.
https://ec.europa.eu/commission/presscorner/detail/en/ip_ 20 1867
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At present, the creation of the Cawvation framework in the scope of the FDI screening
mechanism does not seem to implement excessively intrusive practices. The
Commission can intervene by means of notifications, opinions, sharing of experiences

and best practices.

On contrary, there isifita considerable lack in the definition of procedural standards
on topic such as confidentiality, disclosure, and deadlines. Observers still consider them
as too vague and unclear, this is likely to cause a lack in predictability, a necessary

element whe it comes to the closing of economic transactions.

Another problem is that companies are the unique object of the procedure and have to
comply and follow set requirement standards i.e information sharing (art 9 para 4) but
they are not part of the proag@ which is on the contrary mainly implemented by

single governments.

An assessment of the FDI screening mechanism from a business perspective:

As to now, it appears that the business <c
procedure oninvestment screening. This is mainly because, despite being FDI
extremely beneficial for national economies in the sense that it facilitates free capital
movement, provides employment and spurs innovation, some FDI need to be monitored

and scrutinized espally if those happen in key national industries.

This is one of the reasons why the business community has generally welcomed the
implementation of the new procedure. Over more, before the new mechanism was
brought into light, 15 Member States already ltheir own FDI screening mechanisms

which, nevertheless, were widely diverging in the provisions contained (). It is also

worth reminding that the Commission provides the coordination outlet but that the final
decision on investments remains in the hasfdsember states. The new coordinative
mechani sm hence doesndt appear to be too
some concepts contained |ike the threat t
two main risks which might trigger the statzutiny and intervention within a proposed

transaction.

When talking about public interest, there is not consented definition of it under the EU
| aw. Al so reverting to the CEJU jthei spr uc
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normative definitionsésa bl i shed for the internal mar k¢

vis thiPd statesbo.

The fallacy and legal uncertainty which could result from the new procedure is thus not
beneficial to the business environment which, in turn requires deep transparency and

legal certainty.

Another imporant issue deriving from the new procedures, is represented by the
potential delays on the conclusion of relevant transactions. For this reason, some EU
companies started questioning the distortions which could potentially arise from the
abuse of the coopation mechanism. In fact, it still does not appear clear how,
according to art. 6 of the Regulation, th
opinion, and which specifically are the information to be disclosed by the company for

the EU legislativebody to provide comments. Business associations know from
experience that when new procedures at the Union level enable the Commission to
intervene in trade, also for information only, this is likely to create new bureaucratic

hurdles and slow down busgsactivities.

Il n short, the business community support
with a new screening tool but, at the same time, is still doubtful about the efficacy of

the procedures to be applied.

Thereby, there is still hopgmong the business community that the EU will make the
procedure clearer and assure EU companies more legal security in investment, which
process should be facilitated rather than restricted and overly scrutinized. Also,
circumstances in whichinvestmente ul d be judged as fHagai nst
be better defined, since fipublic order o,

of assessment.

1B2Wernicke SFG LY @Sa i YSyid {ONBSyAy3ayY ¢KS wSidzNg, {207 t,NRINDRRA
of SocieEconomic Constitutions 2020, a Common Europeand gv Ly @SadYSy d { ONBSyAy3a o/
(2020).
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New assessment criteria introduced by the new EU mechanism for investment

screening

The intraduction of the new investment screening mechanism has facilitated the
creation of a common platform within the Union through which member states can
easily report the Commission whether an acquisition is being screened by national

authoritied®s,

This represents a landmark in the EBMestment policy because grants the Commission
with the power of accessing relevant information. In this view, both the Commission
and Member States have the possibility to require additional information to the involved

companies whenever a transactisteing screened.

According to the information collected, both the Commission and other Member states
can issue comments and opinions. In the end the final decision on the transaction
remains in the end of the national government but the EU regulaties staarly that

the concerned country must duly take in account the opinion issued by the Commission.

Nevertheless, it is still unclear what will be the consequences for a member state which
fails in giving notice to the Commission about the screenirsgspfecific investment.

The Commission has created a specific unit within the Directorate General for Trade
which will oversee the flow of information constituting the basis for the Commission

to be able to issue comments. At the end of May 2021, alre&dyilember states

notified the Commission of their screening mechanism. Some Member states like
Greece, Sweden s t-hot procedumevfer nséréening ent extearmal a d
investments. The Commission expects all the Member states to provide themdhlves wi

the needed regulations on the topic.

Some states were already equipped with FDI screening norms before 2020 and just
amended and reinforced existing legislation expanding the sectors in which the
screening on investment is required. Among these weimadiiGermany and lItaly.

185 dzOKF St > al §KASdzd a¢¢KS bSg [FyRaOILIS 2F Ly@dSaldySyi
Montaigne, September 1, 2021. https://www.institutmontaigne.org/en/blog/ndandscapenvestment
screeningeurope.
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Despite not all EU countries share the same provisions in the field of investment risk
assessment, the coordinative tool has had the merit of increasing the consciousness

towards the subject among member states.

The opinion to membestates issued by the Commission has to remain confidential but,
leaking concerning the attempted takeover of 70% of the Nbiéemed Lpe S.p.A by a

Chinese company can tell us something about the new position taken by the Union with
respect to the new ingement screening trends. The Italian company produces epitaxy
reactors for the semiconductor industry and is thereby considered as operating in critical
national infrastructure. The attention brewed around the news makes us perceive a
specific focusonthe hel t eri ng of EUO6 s c-how ttowards | tec

which European countries seem to have become more vigilant.

FDI screening procedures of Germany, Italy and Spain

After having provided a general background on the new EU investment screening
pd icy, | think it is wuseful to dive into

| decided to focus the research just on Germany, Italy and Spain for specific reasons.

First, Gemany seems to be a good example in my view given the fact that it results to

be as the main receptor of Chinese investments among EU countries.

| also decided to have a better wunderstan
procedures because during my graduation internship at the Dutch China innovation
intelligence companyDatenna, | have been given the task to explore business
development opportunities in these two countries. To do so, | had to specifically
research the two countriesodo regulations i
For this reason, | decided toclude them among the relevant country cases here

displayed.
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2.1.1 Germanyods investment screer

By the end of 2018, Germany tightened the applicable regulatory framework for the
scrutiny of foreign investment. The modifications regarde@xtension of investment
sectors to be subject to the screening and the lowering of the thresholds to trigger the

screening mechanism procedures.

The law has been amended also more recently, with the latest developments on 17 July
2020 in an attempt to alignational regulations on the matter with the new EU

Screening Regulation.

Throughout the new modifications, the German government widened the pool of
sectors to be open for investment review. Before 2020, the screening procedure was
implemented just whema f or ei gn direct Il nvest ment co
security and order. Now, a "probably impairment" of the public security and order of

the Federal Republic of Germany or another EU member state is enough for the German
Ministry for Economic Affais and Energy (Bundesministerium fur Wirtschaft und

Energie or BmWi) to investigate an acquisifitn

Generally speaking, Germany overall provides an open and positive investment
environment to foreign firm&°. According to UNCTAD World Investment Prospects

Survey, Germanysithe most attractive business location in continental EU.

German legal environment is transparent, and its regulations comply with international
standards. Over more, both domestic and foreign investors are treated equally and enjoy
the same incentives iterms of investment. Important to note, Germany has one of the

most efficient networks of bilateral investment treaties in the Wirld

Nevertheless, recently the German government has adopted a stricter approach toward

Chinese investors actiiats in the country.

B5 NP al NJdza Wd CNASRESX [[ ®Pad GDSNXIyeUya C2NBAIYy Ly@S:
November 26, 202Mttps://www.pinsentmasons.com/outaw/guides/germanygoreigrrinvestmentregime
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Within the German body of law, the screening mechanism on foreign investments is
centered on the German Foreign Trade and Payments Act (AWG) and the German
Foreign Trade and Payments Ordinance. The procedure to be followed in the
assesment of a foreign investment stems from the Administrative Procedure Act and
the remedies to be taken in this respect are regulated by the Code of Administrative
Court Procedure. The investment review tasks are in the hands of the Federal Ministry
of Ecoromics and Energy which has the power to veto the acquisition of German
companies and block asset deals within German entities by third countries. The
screening mechanism differs regarding the economic sector in which the target local
company operates int®kules on the investment review follow specific criteria and

thresholds when the company is operating in the military sector and IT techi¥élogy
Instead, other rules apply when the screening procedmeerns all other companies.

On December 2018, the German government has implemented important amendments
to the AWV, among which of important mention is the lowering of the threshold for
the screening of foreign direct investments. In fact, from thatidaestments into the
military and encryption sector and within companies managing critical infrastructures,
the screening mechanism will be implemented already when 10% of the voting rights

of a local companies are to be acquiféd

As mentioned, in Germany there is a sesjeecific and a crossector invesnent

control.

In the first case, if a foreign company acquires 10% of the stake of a German firm
operating in the IT, military equipment and weapon production sectors, the government
has legitimate reasons to start the screening process over the toamsacti

In the second scenario, two thresholds are set. In the case in which a third country not
belonging to the EU/EEA tries to acquire at least 10% of the voting rights within a local

firm operating in critical industries, a screening of the investmenddmailnitiated.

The following are the sectors to be considered as linked to critical infrastructure.
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- Telecommunications

- Energy

- Information technology
- Health

- Water

- Nutrition

- Finance and insurance

- Cloud computing services

Sectors which are particularly esfant and sensitive at a security level are, among oth-

ers.

- Media services (broadcasting, tele media, print products)
- Development and modification of software for the indusipgcific operation
of critical infrastructures within the meaning of the Acttbe Federal Office

for Information Security

The governmental screening still remains possible when 25% of the voting rights within
a company are to be acquired by a foreigl

into the mentioned sectors.

2.1.2 The Spanish FDI investment mechanism:

Spanish screening mechanism on investment is longeval and revolves around a main
regulation embodied by the Real Decreto 664 of 23 April 1999 which defines the main
rules on Inbound Foreign Investments aegulates Spanish investments abroad.
Previous regulations were focused on the
did not really comply with the liberalization of foreign investment which was brought
about by the Treaty on the European Union.réhg, the main result of the Decreto

was to confer a more liberalized approach to the national investment screening

regulation.
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How does the procedure work?

The screening on a specific investment is initiated with a declaration of the investment,
falling under the meaning of article 3 of the regulation, to be presented to the Ministry
of Economy and Finance. According to article 4, the declaration must be made after the
acquisition has been concluded by the two parties by the foreign investor (the party
which is not a resident in Spain). An exception to this principle is the case in which the
investment comes from a tax heaven. In such case the declaration must be made before
the investment. The screening mechanism has the objective of monitoring antl contro
inbound direct investments and guarantee that said investments do not affect the
countryos publ i c order , publ i c heal t h,
provisions contained in Article 10 (2), when an acquisition has the potential of
threatenig t he Countryés public safety gives

decide on the blocking of said transactfn

Peculiar is the case of investments in sectors which are linked to national defense which
always require the #ouorization by the Council of Ministers, at the proposal of the

Minister of Defense and following a report from the Board of Foreign Investments.

On 17 March 2020, Spain introduced the Royal Detsag 8/2020 through which the
national investment mechanishas become stricter. The criteria on investment review
have been reinforced in order to align Spanish law on screening with EU FDI evaluation

framework.

Alike the German law, the new amendment gives the power to the government to block
foreign investmets when involving the acquisition of 10% or more of the voting rights
within a company in the defense, energy, awadoial and telecommunication sectors.
With the latest review of the law, also critical infrastructures, technology and dual use

goods prodation have been enshrined in the regulation.

Despite the new amendment had the merit of introducing a more stringent investment
evaluation process in the country, we are still able to spot relevant acquisitions in
sectors which areodeEmedento dbeampleasi ali & ¢

the nuclear plant designer companies Empresarios Agrupados and Ghesa by China
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Energy Engineering Group Planning & Engineering and the takeover of Grupo Puentes
by China Road and Bridge on the 26 of June 2%20

Both companiesd business scope can be r
county s economy. Despite that the Chinese
the transactions. Important to mention, the two Chinese investors display a relevant
portion of state influence which could have made a proper evaluation on the investment

evenmore plausible.

2.1.3 The Italian Golden Powers:

Along with other countries throughout Europe, with the new framework on investment
screening also ltaly introduced newlaak rules to grant the national government with

more extensive powers on inboundeign investments.

The first application of the special powers for the blocking of the takeover of a national
firm has been seen on the™®Blarch 2021, when Prime minister Mario Draghi made
use of the Golden powers to stop the acquisition of 70% of tteeHdased LPE S.p.A

by the Chinese Shenzhen Investment Holditgs

To better understand the decision, which brewed much attention worldwide, it is useful
to provide a general background on the Italian Foreigecdinvestment screening

regulations.

The special powers granted to the Italian government in the field of FDI are also known
as the AGol den powerso and are about the
investments coming from third countrigsd which are deemed to constitute a threat to

national security.

The investment screening mechanism has been introduced with the issuing of Decreto
Legge 21/2012 which for the first time introduced the special powers to limit inbound

investments happemy in sectors like the energy, transport, and communication.
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In 2020 the law has been expanded further in order to align the country with indications
issued at the Union level. The amendment has been brought forward with the issuing

of the ALeqai whtghDbeas had the merit to
toolbox on fdi screening can be applied.

The Italian law on Golden Powers gives the state the power to veto takeover and block
equity participation in firms operating into sectors that areidersd as particularly

critical and sensitive for national interests.

This is due to the fact that acquisitions in these fields are considered as a potential
ground of expropriation of the national strategic assets. Among those sensitive sectors
we can see 5g technology and artificial intelligence. We can see a prompt application
of these powers already on the 25 of march 2021 when prime minister Mario Draghi
prevented the conclusion of a supply contract which sought to provide the Italian firm

Linkem wi th Huawei and 2teds 5G infrastructt

Another eminent example of the application of the reinforced framework on Foreign
Direct Investments is the stopped acquisition of LPE S.p.A by the Chinese Shenzhen

Investment Holding.

The transaction at stakeas considered threatening for two main reasons. The first lays
in the fact that the target company, despite being relatively small in size, produces
epitaxial reactors, it is thereby considered important in the nationaéhigiltechnology
manufacturingfield. The second reason which might brew concern around the
acquisition is the fact that the acquirer is part of a big swateed company
conglomerate, namely Shum Yip Group Co. Ltd which is directly controlled by the

Shenzhen Municipal Statewvned Asset Supervision and Administration Commission.

Despite the prompt application, by observing the Foreign Direct Investment Radar built
by the Dutch company Datenii3 we can spot relevant transactions in sectors which

could be equally considered as crucial, as the biotechnology one.
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All the possible criticism notwithstanding, in the light of recent episodes we can
consider the Italian Golden Powers as a flexibt#box able to extensively shelter the
national economy from the risk of strategic assets appropriation and to grant national
security.

The EU coordinative framework has had indeed the merit to put the subject under a
spotlight in times inwhichth€ovi d 2019 pandemic has | eft

companies hungry for external investments.

Given the fact that most European countries have just recently equipped themselves
with more stringent regulations on FDI screening, we still have to wait tosatbses

efficiency of the discussed toolboxes.

2.2New EU Regulation on distortions caused by foreign subsidies

Another important regulation at the EU level is represented by the new Law tackling
Distortive Foreign Subsidies. The new norm has been publishéted? May 2021
and followed the adoption a related White Paper in June 2020 which opened a

consultation process with the stakehol&¥rs

The new measures have the main objective of filling the gap in regulation concerning
the scrutiny of subsidies granted by fi6ld government to compaes aiming to invest

into the European Single Market. The law is shaped to prevent that such subsidies cause
distortions and lead to imbalances to the lglaying field and unfair competition. The
tackled subsidies can appear in the form of -zeterestloans, cheap financing, State

guarantees, tax exemptions and direct financial grants.

The new norm gives the Commission the power to edmskn on market distorting
state subsidies deriving from third countries. Following this rationale, it will be easier
for the Union to protect the internal economy from unfair competition deriving from
foreign capital inflow. In this sense, one of the main threats is constituted by Beijing
also due to the influence exercised by Chinese firms engaging in M&A activitten wit

EU6s border s.

Yigt NBaa / 2NYSNWé EdedhRanISdmyhissiol, May 6 2621.2
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The rationale behind the issuing of the regulation at stake is well summarized by

Mar grethe Vestagerds words:

AOpenness of the single market 1is our bi
For more than 60 vy eohgstate,aid eoetrol\toepreveat dubsedy s y st
races between our member states. And today we are adopting a proposal to also tackle
distorting subsidies granted by n&tJ countries. It is all the more important to ensure

a level playing field in these challengirtimes, to support the recovery of the EU

econ&myo

The application of the new measures will grant the Commission to hold an harder stance
towards Foreign Direct Investments by giving it thesal power to investigate over
statebacked subsidies granted to AB companies investing into Europe. In fact, the
state influence and financial aid directed toward the facilitation of such transactions is
detrimental to the level playing field and clanng about market distortive practices

threatening the Unionbés Strategic Autonon

The new measures will be implemented through the application of two notification
based tools and one general market investigation tool.

Regarding the first two, the EQommission will be able to scrutinize and investigate

over acquisition of | ocal companies whi ch
euro in Europe and procur e melftTheotbentbol act s
will enable the commission to initiate ad hoc investigation also over smaller

concentrations and procurement.

If the Conmmission finds any evidence of unfair competition behaviours, it has the
power to stop the transaction and require structural payments with the objective of

restoring competition and shelter sensitive industries.

As far as SineEU bilateral investment agities are concerned, one of the most eminent
examples of alleged unfair trade practices which froze bilateral trade relations, is

represented by the solar panel dispute which happened in 2012.

95 N} RAKSNE YSAUGKD® a/ KAYylF ¢A3IKGSya /2yiNBfta 2y h@SNARSI
York Times, November 29, 20hétps://www.nytimes.com/2016/11/29/business/economy/chirdghtens
controlson-overseasuseof-its-currency.html.

196/ dZAAYA adX a¢KS 9! ¢l DAY RASEPENGELUSYYCENBAE MHI HJ
https://lwww.datenna.com/2021/05/12/theeu-tacklingdistortive-foreignsubsidies/.

98



In fact, in 2012 many European companies operating in theowtitdic panels
manufacturing sector accused Chinese companies of illicit trade practices, namely

dumping and statbacked illegal subsidies.

The tension derived from the dispute sert
relations and, within Europe, stadtbrewing scepticism around Chinese croseder

investment activities.

The main reason which led the involved European companies to file the complaint at
the Commission was lined to the expstitmulating policies which accompanied the
Chinese governmentmedium and long term plan for Renewable Energy
Development®’. This, coupled with a burgeoning EU renewable energy market,
resulted in a notable flow of solar panels coming from China and exported in EU.
Figures show that, in less than six years, China was able to capture 80% of the European
solar panel markef he situation allegedly led forty European companies operating in

the sector to insolvency and brought Europe and China to the brink of a trade war.

The solar panel dispute experience could have constituted a precedent for the drafting
of the freshly ppposed regulation targeting financial aids granted by public authorities

to third countriesd companies seeking to
Single Market.

2.3The SincEU Comprehensive Agreement on Investment

Another key document whiatontent can inform this investigation of the investment
relations between China and Europe is indeed theChida Comprehensive

Agreement on Investments (CAI). In fact, negotiations were concluded on December
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30, 2020 and made EU stakeholders hope for rraresparent practices and a better

levekplaying field in investment conditiohs.

The agreement was mainly aimed at reaching a common understanding on investment
between China and Europe. Over more, the document grants European companies an

easier access and legal security witGhinese market.

It is important to mention that at present further negotiations and development on the
comprehensive agreement have been put at halt with some members of the European
Parliament voting against the ratification of an investment accord@itna on May

2021. This decision can mainly be perceived as in retaliation for the decision from
China to sanction some European human rights advocates. In fact, some members of
the parliament opposed the agreement on investment in the light of allegad hights
infringement within China and, in March 2021 the EU, along with the UK, USA and
Canada, placed sanctions on alleged human rights violations against the Uyghur

population in Xinjiang region.

Thereby China replied by sanctioning some Europeank ttanks, scholars and
European Parliament memb¥€fs

Another reason which might have led to the suspension of negotiations is the lack of
support of the recently elected US president Joe Biden, which expressed his unease
towards the envisioned investment deal between the EU and®®hina

All these tensions notwithstanding, the agreement could be still developed further in
future and there are still reasons to believed that negotiations wdbpened.

In the European vision, the drafting of this-faaching investment agreement does not

bring about a mere accord which could ease the European business into China, it can
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also be considered as a political act, through which the Union wislzevamce the
bl océs norms and values and assess the a

system.

I n this sense, it i's important to make
background and authoritarian driwich has never been siworough?®! since 1978.

The effects of this shift can already be
security law to Xinjiangds current situat
personality cult which has been further cemented throughout the constitutional
amendmeno f 2018, which introduces the wordir

the Constitutionds main body.

From a national economy angle, the agreement comes at times in which China was the
only country, except from Taiwan, which could score a GDP growth of a2riPavhich
could register notable success in the containment of the pandemic in 2020 if compared

to other nations worldwide.

Also, the Covid 19 crisis has enormously increased the demand for Chinese goods,
especially in terms of electronic devices. At thea me t i me , Chinabos
decreasing. This mostly at the expenses of Europe, which exports towards China only

increased by 2.3 in 2020 while in the US, exports towards China grew b3°9.8%

The CAIl document mainly revolves around three maingples which are, namely,

market access, levplaying field and sustainable development.

Throughout seven years of extensive negotiation cautial point was also discussed

and brought to the table, namely investment protection. Unfortunatetg, 2014, no
breakthroughs had been made in that respect. Thereby by the end of 2020, EU decision
makers had to choose betwegra c cept i ng the proposed | ib

access opportunities or postpone the negotiations of the investment protection t
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| a t?® indhe end EU stakeholders decided to renounce temporarily to investment

protection and to accept the two proposed opportunities.

Market access:

In the context of market access, the CAl includes a list of manufacturing sebtolns
are now open to foreign investment in Chi

spanning from agriculture processing, wearing apparel.

Also, regarding the automotive sector there have been important breakthroughs.
Throughour el axati ons of Chinads negative | i st
2014 for Special Investment Zones and then extended to the whole country) foreign
investors will be able to settle wholly foreign owned enterprises (WFOE) in the sector

in China sarting from 2022, even though, as mentioned in previous sections, relevant
market conditions still remain valid. In fact, foreign access in the automotive
manufacturing field in China is stilestricted. For example, electric car plangscept

in the @se of an investment exceeding USD 1 billiaslimited to provinces in which

where quotas for electric car production have already been exceeded. This means, in
other terms, that the access in the automotive sector is still relevantly hindered for

foreign startups and SMEs with a clear privilege is still granted to Chinese companies.

The sensitive lift on past limitation in the sector followed concessions made to BWM
and Tesla in 2019, accords through which the two multinationals could fully own the
plants established in China to produce their vehicles. This relaxation on market entry
has then been extended to all foreign investors with the issuing of the latest version of
the Negative list (2020).

It happened also before that China had granted coonosst& a single relevant actor
and then generalized them to other parties. An example of this can be found in the case
of the liberalization of financial services which was first discussed with the US

throughout the Phase One T8ina trade agreement. Afftthe bilateral accord, caps

203 |pid.
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on foreign ownership of securities amyestment fund management companies and

had been generalized to all companies wishing to invest in the sector #2020

Other items for which foreign investment will then berpigted are: long term leasing

of land, digital consulting services, research and development services (with the
exclusion of stem cells and genome research, social sciences and humanities), company
level market research, personnel firms, and, most imgtytamany telecoms and

digital servicesexcept for end user internet acééss

In the services sector, another major achievement is constituted by the right to create
wholly-owned private clinics in eight cities, and more gahgr'human health
serviceso. The relaxation on ownership <c

announced in March 2019 by Prime minister Li Kegiang.
On the other end, China doesndét obtain me

Thisisalsoduetb he f act that restrictions i mpose
as strict as Chinese ones. This is not surprising, since the main objective of the
agreement was to fArebalance EU economic r

Nevertheless, being sure that investtrgwportunities with China will remain open is
of uttermost importance in times in which China is trying to be moresaé#itient and

is trying to decouple its economy with th

Level-Playing field

Apart from market acas, in the CAl document we can repeatedly see mentions to the
levelpl ayi ng field. | Yin a8ditiandosr@ds againsotherforcedo r d s |,
transfer of technologies, CAI will also be the first agreement to deliver on obligations

204 bid.
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for the behavior oftateowned enterprises, comprehensive rules for transparency on

subsidies and commitments related to sustainable developfient"

EU regulators claim to have brought Chinato sigiitho st a mbi tteeeus agr
concluded wit®. a third country?o

This is formally true but to assess its efficiency we still should wait. This precaution

come mainly from past experiences in which China has shown a certain reluctance
towards commitment regarding nbmding or nonsanctioned, or noprecisely
defined commitments. An eminent exampl e i
to the WTO in 2001. Within the latter, China already committed to transparency on

activities economic involving subsidies and s&téerprises.

Within the current CAIl framework three areas can constitute relevant improvements.
One is mirrored by the Abinding and ratch
reverse its concessions and obligates it to mutualize ¢tatecessions to another
partnero. It can be regarded as convergin

In terms of technology transfer, there seem not to be improvements from-Gkikks
Phase One trade deal.

Sustainable development

Sustainable development represents the third pillar of the agreement. It specifically
includesprovisions on labour, climate, corporate social responsibility (E8Ryhe
rationale about including those principles within the document is also almbut
softening norms and rules with respect to sustainable development just to attract

investments.
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With the conclusion of negotiations on a common and comprehensive agreement on
investment, China has al so t mdkiegsusinedt er nat

and continuous effols t o recogni ze and i mplement 1LO

It is not clear what to expect from such ogmrd commitment in which no deadline is
set. It is indeed true that with the CAIl China, at least, has engaged omsatioreon

the topic. The main problem regarding th€ gillar of the agreement is that its
implementation is by no mean granted by any provision and its enforcement principles

is still to be defined.

Enforcement and Dispute resolution:

After having aalyzed the main achievement from an EU perspective, it is also useful

to point out at the agreement main envisioned shortcomings.

At first glance, the CAl reflects agreements which were previously concluded between

the EU and other Asiacountries like Japan, Korea and Vietnam.

European observers point out that one of the shortcomings deriving from the agreement
can be a lack of investment protection, in fact in the document text no related section

has been drafted even if it would beeseint in this context.

This also happened in the case of EU and Japan FTA which had a delayed investment

protection chapter.

The main reason for this is the decision issued by the European Court of Justice (ECJ),

which ruled that investment protectioraishared EU and member states competence.

Over more, the ECJ has ruled that traditional invetsi@tate dispute settlement is not

possible in this case. In fact, a legal process that opposes an EU citizen with a state that
does not implement the rule lafwv is not possible. Nevertheless, the ECJ promotes an
International Court System which is already operational in FTAs with Singapore and
Vietnam even though the two still havenot

On the other end China is disiimed to accept international legal processes and

basically accepted the WTO dispute resolution.

105



At present, trade agreements are not as enforceable as legal norms. In the context of
trade agreements, sanctions are unclear and trade behaviors are tsubjiteral
arbitration. This is even more a pressing concern with China which has committed to
making fAcontinued and sustained effortso
and sustainable development, this without setting a specific timeframe or

implementation criteria.

For investment issues that do not fall under sustainable development, in order to
implement dispute resolution, arbitration recourse to WTO and remedies a complex

mechanism has been set.

The latter revolves around stdtestate dispute resolution, similar to the process
carried out by the WTO.

For this purpose, arbitration panels of experts are established along with fixed deadlines
and a complaint process. If the decisions issued by the panel are not followed by due
remedies eacted by the target of the complaint, the complainant may in turn decide to
suspend other concessions under the CAl, in relation to the damaged caused by the
other party.

Another shortcoming to be mentioned is that this path for dispute resolution and

enfacement does not apply to items falling under sustainable development, such as
corporate social responsibility, environment, and labor. These items are subject to a
different arbitration and consultation mechanism, but which does not include sanctions

or enforcement mechanism.

A political solution has been obtained among EU negotiators regarding service
investment disputes and to implement a clearer resolution process for disputes
regarding sustainable development. To this end working groups will meetdwiear
at the commissioner for Trade and minister of commerce level twice a year and there
will be a highlevel dialogue requiring the presence of a apcesident of the

Commission and a Chinese ipeemier.

At present these are embodied by Valdis Dayabkis and Liu He.

106



Conclusion

Within the Commission opinions are split between who argues that a trade agreement
has no power to change Chinads system,
investment activities, and those who argue thatatireement is the best that Europe

could obtain in this short timeframe.

In fact, EU aims at making use of other legislative tools, to balance the level playing
field with China and promote EU values and principles in trade.

In exchange, it is possible gay that China has already made, or committed to make,
sectoral openings on investment, in what is a continuing process of investment

liberalizatiorf®®.
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Chapter Three:

Empirical study on acquisition motives:

3.1Introduction

After having broadly discussed the topic of Chinese acquisitions into the European
Union and having provided a description of the current legislative tools and norms put
forward by the European Union to tackle the subject, | would like tysa&lrther the
motives which drive Chinese companies to acquire in Europe. Throughout the findings,
| would like to assess to what extent Chinese companies are driven by the will of
acquiring European knowwow when entering Europe. The main goal is tesss
whether Chinese companies are mainly interested into market access or they
specifically takeover companies to acquire a particular technology to transfer back to
China after the investment.

Technology transfer and the absorption of kdmw are hard tonvestigate. As |
mentioned throughout the first chapter, kabew expropriation is considered as one

of the main concerns when evaluating an acquisition proposed by a third country actor.
This is even more true in the case of China, which opamingndeconomic growth,
throughout the years have thrived also thanks to the import of Western know how.
Technology transfer is a relevant element of contention when discussing:$ino
investment relations. This is also the reason why it is broadly mentiondtk in t
Comprehensive Agreement on Investment between China and EU and it is also
included among the articles enshrined within the new Chinese Foreign Investment Law
(FIL).

Unfortunately, it is hard to determine to what extent the perceived threat of technology
transfer is a real risk and to what extent the subject is merely put forward by western
governments to fuel the narrative of the

sheer economy.
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As mentioned in the previous chapters, technology transfer is Isiognétat happens
throughout time, is not immediate, and it is mainly brought about through tacit accord
between the two parties. Over more, in many cases, foreign investors are eager to
transfer their knowledge to business partners to grant themsellesaetigss to a
foreign market. Technology transfer is then beneficial also to EU entrepreneurs, at least

in the short term, and is often just seen as a legitimate performance requirement.

Data on technology transfer are hard to be found. Thanks to myexpeas an intern
at Datenna(), | had the chance to discuss the topic with experts in the field and conduct

myself datadriven research on the topic.

Datenna is a Dutch compabgsed in Eindhoven which delivers extensive intelligence

platforms on industrand innovation in Chirf°.

Thanks to their eveexpanding datasets and pipelines, users can soiwenation
imbalances when dealing with acquisitions coming from China. Besides providing its
customers with software for economic and innovation intelligence, Datenna is always
engaged in datdriven research on the topic of investment relations bet®@aera and
Europe in order to closely follow acquisitions trends and always be able to provide the

pl atformsd users with comprehenrtfive and u

| had the chance to enter the organisation as a China Industry Analysganhthe
opportunity to experience firstand the difficulty of assessing the potential threats risk

hidden behind a Chinese acquisition in Europe.

't is throughout this experience as an i |
degree thesis andecided to carry out empirical research on patent data in order to
better investigate the alleged threat of technology transfer deriving from M&As of

European companies.

¢

04/ KAYlF 902y 2YAO0 LyGaStfAaSyOS oéhttpS:hiwinB.gatemngbcom/O00Sa a S { S1
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3.2 Methodology:
In this section | will explain how | envision to conduct firesented research.

Firstly, I wi || make use of Datennads r ai
radar) which includes and tracks more than 750 acquisitions from China into the bloc.
The radar also includes information about the transaction hiecquired stake and

the State influence within the acquiring company.

Based on the list of the Chinese acquirers to be found within the platform, | will collect

a sample of 50 European companies acquired by a Chinese investor. Through the data

on patats available on Espacenet.cdml will then analyse what kind of inventions

the considered companidsi | e d patents for. Since Dat
acquisitions starting from 2010, | will just consider transactions carried out from that

date.

| will now briefly show how | will use the Espacenet platform to collect data on patents.
Espacenet is a feeonline service provided by the European Patent Gffige order
for subject to file applications for patents. Thanks to this platform | will have the

possibilityto have access to millions of patents documents.

I wi | | then start by conducting a qualit
patents. By collecting data on the target

technology and knovmow has ken transferred through the acquisition.

Another information that | will include in the study refers to the main IPC group,
namely the main type of patents that the acquirer files, so to understand what type of

technologies and field the company focuses on

The |l PC i1 s t he acronym for Al nternati ol
fihierarchical classification system through which is possible to categorize patent
documents into groups (patent applications, specifications of granted patents, utility

model s, etc.) according t% the technical

212Espacenet. Accessed September 28, 28fbs://worldwide.espacenet.com/patent/search

WHFFAOST 9dzNBLISHY tFiSydod a1l 2YSdé 9t hd | O0OSaaSR { SLI¢
24International patent classification: Frequently asked questions. Accessed September 28, 2021.
https://www.wipo.int/classifcations/ipc/en/faq/.
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The IPC system was conceived through the Strasbourg Agreement which was first
adopted in 1971 and, at the beginning, it was just signed by 15 states and officially

entered into force in 1975.

In particular, the IPC is used by pateffices in order to classify patent applications

and retrieve them easily. Through this universal and comprehensive system, whoever
can easily search for specific patent documents and related information. Nowadays, the
IPC is used by more than 100 caued worldwide and can thus be considered as the

Al i ngua francao of the patent <classificat

Through this information | will consequently be able to know what kind of technology
the Chinese actor aimed to acquire through acquisition, if after the takkewaequired
company is still active in the Research and Development field and thereby still files

patents to protect its inventions into Europe.

The first letter contained in the IPC code is indicative of the sector the invention belongs

t0215.

A - HUMAN NECESSITIES

B - PERFORMING OPERATIONS; TRANSPORTING

C - CHEMISTRY; METALLURGY

D - TEXTILES; PAPER

E - FIXED CONSTRUCTIONS

F - MECHANICAL ENGINEERING; LIGHTING; HEATING; WEAPONS;
BLASTING

G - PHYSICS

H - ELECTRICITY

=A =4 =4 =4 4 =4

= =4

Another parameter that | will take into consiaon for my research, is changes in
EBIT (Earnings Before Interests and Taxes) values within the acquired companies. |
will consider the target financial data starting from the date of acquisition and then its
evolution one and two years after the cortgdetransaction. If the income remains

stable or grows, | will assume that the Chinese party has taken over the EU company

25nternational patent classification: Frequently asked questions. Accessed September 28, 2021.
https://www.wipo.int/classifications/ipc/en/faqg/
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for market purposes. Whereas, if it shrinks or the companies goes bankrupt or dissolved,
I will then assume that the main purposetltd acquisition was asset extraction. |
decided to use this indicator because data on the Earnings before taxes is mainly
available for all the companies considered. The source employed to retrieve such
information is the platform ORBIS, developed by Baurevan Dijk and whicleollects
information about 360 million companies worldwitfe Being able to access such
extensive dataset allows meassess the financial health of the target companies after

the acquisition occurred.

Furthermore, through an analysis of the nature of patents filed by the target | will be
able to make a qualitative assessment of the technology invohastjunsitions. To
concl ude, through observation of the EU
conclusions on the extent to which the Chinese investor purely sought market entry
through the takeover. The financial information contained in the nds®dll entail
Earnings Before Taxes and Interest (EBIT), solvency ratios (calculated on total assets)
and value of producti on, in order to 1 n

business after acquisition and elaborate assumptions about M&As sotive

3.3 Conclusion:

Out of the sample of the 54 companies here analysed, 32 are still active, with a positive
balance and economic profits. The remaining 22 companies score either a negative
balance or have been dissolved. In particular, 15 shoegative balance whereas the
remaining 7 have either been dissolved, are in the midst of liquidation proceedings or
went bankrupt. Among the latter, two of them were already acquired insolvent (2, 44).

Therefore, the in the sample here represented, 5&%panies are still operative and
continue to produce value even after the acquisition occurred, 27,7% of them are still
active but show negative earnings before taxes and interests (EBIT). The remaining 13%

261 dzG K2 NY . dzNBl dz @y 5A21 aé¢ b2GSY /2NLIR2NIGS | dzi K2 N©®
28, 2021.
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is represented by those companies which went rogblafter the takeover by the

foreign party.

If we analyse further in the latter case, out of the 7 companies which are now bankrupt
or have been dissolved, 4 of them show low state influence, 2 of them display medium

state influence and the remaining draes high state influence.

Overall, within the sample of companies, 23 of the transactions at stake are
characterized by high state influence, whereas 25 of them display low state influence.

The remaining part is made up by 6 companies which show methtenrgluence.

|t i's i mportant to mention that the degr
transactions can be influenced by the industries taken into consideration. For this
research, just industrial sectors such as Health, PharmaceuticalsoéechBology,

Transport & infrastructure, Electronics & Electrical Equipment, Chemicals. Metals &

Basic Materials, Aviation, Information & Communications Technology (ICT) and

Energy have been taken into consideration.

Another interesting indicator to tak@o account is the solvency ratio of the companies.
Solvency ratio is a good indicator of a c
its longterm debt. The solvency ratio is an important parameter for an investor to better
understand whether@mpany will be able to meet its obligations with its resources,

and thereby assess its financial health. In this case the solvency ratio is calculated based
on the companybs assets. 't i ndi etam e s, i

obligationsthe company can cover with its assets.

For the analysis presented in this chapter, regardless of the industry in which the
companies operate, | will consider a gearing ratio of more than 20% as an indicator of

good financial health.

From the sample herenalysed, among the companies which are not bankrupt or
dissolved (47), 33 of them show a solvency ratio higher than 20%. The remaining 14
display a solvency ratio of less than 20%. Out of the 33, 21 have a high state influence.
6 out of the 14 display agn state influence. Among the other 7 companies, two show
high state influence. State influence is well distributed between the categories within

necessarily indicating higher debt when a SOE is involved in the acquisition.
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Another important situation toonitor regards the companies displaying an EBIT value
which is negative either before acquisition or after acquisition. As we can see from the
tables, 21 out of 54 companies display a negative EBIT value before or after the change

in ownership.

If we havea closer look, 14 of the considered companies already had a negative EBIT

value on date of acquisition.

Two of them worsened their financial situation in the following years. These companies
are Stjernberg Automation, SOLIBRO GMBH. The first one, alreaaly &n EBIT
value 0f-308.613USDin 2017 when it was acquired by the Chinese Tus Holding. The
same value reachetl.285.796 in 2019, when it went bankrupt. The second one already
had an EBIT 0f9.098.000USD when acquired in 2012 and worsened it situation. It is
now under liquidation proceedings.

|l nstead, four are the companies which di
acquisition and which then worsened substantially their economic performance. The
first i's the company Ee& aregative Bleaofeamiegs S. r .
before interest and taxes. It became negative two years after acquisition, when it shows
an EBIT of-7.011.918USD. Also, its solvency ratio is well below 20%, being 0.43%

in 2019 and 2.19% in 2020. The other company is NIMAK Gni). When the

German company was acquired in 2018, it had an EBIT of 2.09U800vhereas the

year after, surprisingly, it displays an EBIT-@019.000USD. At the same time, its

value of production decreased by 1.45% in the same period. The solvency ratio
increases to 83.50% after acquisition and the asset value remains stable. Therefore, the
worsening of financial situation is not to be explained by the issuing of new debt or
capital erosion.

The third example of a company which EBIT became negative aftgrisitton is
displayed by INLINE HYDRAULIK GMBH (40) which displays an EBIT of 342.000
USD on the date of acquisition which becomes negati¥86,000) one years later.
Despite thatthe value of production is still growing even after the acquisition. In this
case, from the financial statement, there is no evidence of a meaningful variations in

the asset pool.

The last case is represented by the company ROMACO PHARMATECHNIK GMBH
which displays an EBIT of 1.129.0Q05D on date of acquisition, but which becomes
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-2.249000 USD two years after. The value is consistent with a huge drop in the value
of production. In fagtthe company experiences a drop of 90.1% in the value of

production from 2017, when it has been acquired, to 2019.

11 of the companies are acquired witiegative value of EBIT which becomes positive
one or two year after acquisition. These values are in line with their value of production
which grows accordingly signalling an overall better economic performance after the

takeover.

Out of the 21 companiewhich display a negative EBIT value before or after
acquisition, there are 4 companies which showcase anomalies in their financial

performance. Below, | will dive deeper in those cases.

The first case is represented by the company GIMATIC S.r.I (8) whaistah EBIT of
-4,651,006 USD two years after acquisition. Despite that, the value of production is
increasing in 2016 from 26,418,193 to 39,127,6&D one year after.

By evaluating other financial indicators, it is possible to see that the company in the
yeas has almost quadrupled its assets: from 89,243,018 USD in 2016 to 371,293,002
in 2020. Accordingly, the solvency ratio is high (62.07% in 2016 and 93.88% in 2020).
Despite that, we can notice also that the return on assets becomes negative in the same

yeas showing a worse management of the resources.

What can this situation tell us? The company has considerably increased its assets after
acquisition, but it hasndét been able to
year. Despite that, thealue of production grows steadily. It is hard to make
assumptions under these circumstances. Neverthalesason for the earnings value

to be negative could be that the acquirer decided to transfer the economic result to
another entity at the end oflfiscal year. This could be done in an attempt of avoiding

income tax by transferring assets abroad to an offshore company or trust.

The second example is constituted by the company PERMASTEELISA SPA (9), which
EBIT is already negative on the date of@isgion and decreases even further two years
after, reaching459.085 USD. Despite that, the value of production increases from
1,378,535 USD in 2017 to 1,603,329 USD in 2018. In this case though, the assets also
decrease between the years: from 152.3#410SD in 2017 to 111.039.000 USD in
2020. Even the solvency ratio is well below 20% (11.04% in 2020).
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Thethird case is represented by the company MAVILOR (43) which is acquired with

a negative EBIT -06.560) but which becomes positive after one year .3&533.
Despite the improved value, the value of production decreases: from 11.170.368 USD
in 2019 to 9.223.275 USD in 2020. The solvency ratio also decreases from 45.22% to

39.56% in the same years.

The return of assets of the company, already low on afagequisition, becomes
negativein2020¢ 4. 90%) . This can be an indicator

assets related to the change in ownership.

The last anomaly is represented by the experience of the company ORKA SP Z.0.0
(26) which is acquirg with an EBIT 0f-66.642 USD. Nevertheless, the EBIT grows to
-33.779 USD one year after. At the same time the value of production is decreasing in
the considered years: from 1.016.862 USD in 2016 to 929.595 USD for the year after.
Despite that, the follwing years the value of production remains stable whereas the
EBIT remains negative4.257 USD in 2020). This could indicate a transfer of Earnings

to a foreign entity as in the case of GIMATIC S.r.l.

Overall, evidence show that most targetnpanies remain active and display a stable
(18) or substantial increase (13) in the value of production. Therefore, it is possible to
say that most of the investors do not engage in M&As activities in Europe with the sole
objective of acquiring knowow. In fact, the flourishing of the business even after
acquisition displays that analysed companies might also be driven by other motives like,

for instance, market entry.

It is true that many of the transactions here considered involve state influeooeeto s
extent (23 transactions show high state influence and 11 show medium state influence)
and this might be linked to the fact that SOEs generally dispose of more abundant
financial resources and are facilitated in crossder M&As. This fact could trigge

some doubts about neutrality in terms of competition.

When taking the value of production into account, a substantial part of the sample (13)
wor sened or, at | east, hasnot i mproved i
display a considerably highvalue in production if compared to gaequisition levels.

For this reason, it is not possible to assume that the main driver for acquisition is merely

know-how absorption. Even if the complete takeover of an entity automatically
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involves the incorporain of IP rights among all other the assets, it is not necessarily

true that the acquirer solely engages in the purchase for this reason.

Among the companies which experienced a decrease in value of production of more
than 5%, 8 of them are active in thiachinery sector, 2 of them operate in the aviation
sector, one in the Electronics & electronic equipment field, one iAgih@motive and
transportation sector, one in tlieansport& infrastructure sector and the remaining
one in the Chemicals, Meta& Basic Materials. The 4 companies considergdll

togethethad patents portfolios includiraytotal 0f18718 patents

In conclusion, he fact that many of the companies in the sample are still active and
financially healthy proves us that the new investment has not affected thetwod

of value, it has in turn helped the business in many cases. It is indeed true that Chinese
acquisition into Europe can genuinely be led by a desire of market penetration and can,
in many cases, stimulate the competitiveness of European manufaatusengeral
industries. Over more, Chinese investment sometimes have the merit of repaying
European companies R&D processes, as acquirers often pay premium prices to have
access to local developed technologies. This can contribute to interconnected
technobgy ecosystems.

At the same timgthese results do not automatically imply that technology transfer is

not a risk or that it should be underestimated as a phenomenon. In fact, as mentioned in

the previous chapters, it still constitutes a threat to Europeammp ani es 0
competitiveness worldwide. The fact that Chinese companies can have access to cutting
-edge technology throughout the interactions with European companies means that
those investors could in the future start mastering the considered-Howevand

outperform their European peers in the future. The erosion of the competitive advantage
embodied by European technology constitutes a heatbpbctof discussion. The

subject is even more delicate when the k#mw absorption happens by the hand of
companieslinked to the central government and is accompanied by a lack of
transparency. In the sample of companies considered in the last chapter, 53.7% of the
acquirer entail some degree of state i1infl
peculiar institional context in which athoc policies are adopted by the central
gover nment to support SOEs® <cross bordei
Preferential policies include special loans from the siateed norcommercial banks
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like the Exportimport Bark of China?!’ European companies might not enjoy the
same financial support when deciding to invest into China and this alters the level

playing field in bilateral economic raions.

Overmore, fromthe study conducted in the last ctept is visible that 14 companies
after beng acquiredexperiencean erosiorof thevalue of produton by more than 5%

This fact makes us wondetetherthetakeoverwas underpinned by a will of gaining

a portion of a new market or simply because of the appeal constituted by foreign
technology As mentioned before, technology trans$enard tgprove and these finding

can justhelp obgrvers make assumpti®on the matter.

Nevertheless,fitechnology transfer cannot actively be avoided in those kind of
investment relations, European institutions can still be aware of other factors
concerning the takeovers, like unfair competition deriving from-$tatéked subsidies

or links to defence and military sector. Hence, European member states should be able
to set up efficient investment screening procedures. Thessuresnust enable them

to analyse the transaction thoroughly without affecting the free movement of capital

principle whch has provemo bebeneficial to the internal market since its creation.

4. Conclusion:

Chinese M&As activities in Europe have steadily surged in the past decade despite
hitting their 13year low in 20288 due to the global pandemic.

Despite the halt in transactions, European policy makergguasttly started to take
concrete steps to adopt legislative tools to better regulate inbound direct investment into

the continent.

A7¢ Yy 1 dzZA X YR VA ! Ad &/ KAYlFUa hdzighNR aSNEHSNAR | yR ! ¢
FYR GKS w2td 2F (GKS /KAYS&aS D2@SNYYSydoé ! yAGSNEALGS
1970.https://pure.northampton.ac.uk/en/publications/chinasutward-mergersand-acquisitionsin-the-21st

century-motiv.

28 I GKIF YN GT &/ KAy SasS Mercs Jureyls, 20@ANR LISY Hnun ! LIRE GSdé
https://merics.org/en/report/chinesefdi-europe-2020-update.
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Even if it is true that Chinese inbound investments just total a part of all foreign
investments into Europe (U.S total @stment value in EU in 2020 scored US$3.66
billion), European institutions are particularly concerned about the distortion that those

economic activities could potentially bring to the market.

In particular, the main concerns regard the different marlgtdadfollowed by the
acquirer back in China and the threat of kAlmaw absorption that an acquisition could
entail. The latter constitutes a heated area of contention since the acquirer, after having
obtained and mastered the relevant technology, coutdstiaet representing a threat to

EU companiesd6 competitiveness worl dwi de.

It is important to note that technology transfer can happen in many ways other than
through M&As. A relevant example is the establishment of a joint venture in China
with a local ator. In that respect, there are still some fields for which foreign investment
is still hindered. Sometimes joint ventures are a specific requirement for foreign
entrepreneurs aiming at becoming suppliers of certain components into China. An
eminent examg is constituted by the joint venture constituted in 2012 between the
aviation company SAFRAN and Comac to work on the wiring system of the C919
narrow body!®. The Frenckbased SAFRAN holds 49% of the shares within the joint
venture, while COMAC (Commercial Aircraft Corporatiasf China) holds the

remaining 51%.

The C919 is a singlaisle aircraft and is for 85% built through the supply of
components provided by foreign suppliers. With the C919 COMAC aims at acquiring

the Chinese market share of Airbus and Boeing in China.

My research aims at acting as a magnifying lens into the topic providing a guideline of
the most relevant factors to consider when dealing with Chinese investors and display

some of the main European regulations and trade policies which tackle the subject.

Especially through the third chapter, readers can have a glance into actual M&As
transactions which took place in the last decade and which involve the takeover of a
local company by a Chinese acquirer. Through the sample of the acquisitions

considered, it rmbeen possible to draw some conclusions about the motives driving

MWe2KE al @Aad a/ 2YFOX {FFNI Yy C2N) W2AY (FlightSieliabgzNE T2 NJ / ¢
December 27, 2019. https://www.flightglobal.com/comaafranform-joint-venture-for-c919swiring-
systems/105892.article.
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Chinese direct outbound investments into the bloc by assessing the financial situation

of the target company after the change in the ownership structure.

The analysis also comprehendstheens ur e ment of Chi neseds st
proposed transactions and information about the IP portfolio of the target, to better

evaluate the technology transferred through acquisition.

Amongst the findings, we can see that a relevant part of thet teompanies scores a
negative EBIT after the acquisition and some of them (8) went bankrupt or were
dissolved afterwards. Nevertheless, the other companies considered (33) are still active
and operative suggesting a desire from the Chinese party togieriee market rather

than merely target the acquired companyo6s

With my research | thus envision to enrich existing studies and provide a different angle
for future analysis of the phenomenon enabling at the same time an unbiased view into
the sulfect.

Further research may entail an evaluation of the changes into the management of the
target companies after acquisition combined with financial data and economic results

of the entity.

The subject of Chinese direct investment into EU is ever evolandyit will be
interesting to observe how it will transform in the future after Covid 2019 shock for
international supply chain and the stated goal by the CCP of building China inte a self
sufficient powerhouse in the next fiyear term.

On the other hah the increasing awareness among European institutions about the
subject and the pressing need to establish a betterdiawahg field while restoring the
competitive neutrality in investment relations with China, is also an important element

which will undoubtedly define the size and number of future M&As activities.

Indeed, the new EU framework for investment screening will have a relevant impact

and transform single member stateso6 bil at
Throughout this reearch | tried also to dive into the tetichnsfer threat. The total
takeover of EU companies this wil/ aut ome
total assets and thereby also all its IP portfolio. It is arguable then that in such
circumstancesechtransfer automatically happens. In my view the discussion should

then revolve around the extent to which such acquisitions are just geared towards know
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how absorption or are also driven by other motives. This is partially visible through an
extensveanal ysis of the companyés financi al h

after the takeover, as proposed through the third chapter of this research.
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Qualitative analysis of the target IP rights:

Target Acquirer Number of Main IPC Industry
patents on date | group
of acquisition
1. | Thyssenkrupp ;Z‘;:;g;rg; fgg)smd Cor- 19910 B62D1 Machinery
2 ilt;fn;s;zj?stha f Chinacquity Investment 161 A61P35 i}ejl];l;;)g;iﬁi?g;;ticals
3; Axiogenesis Donghai securities 161 CI2N5 zfglg;ég:iiz?ggﬂcals
4. |NIMAK GMBH ﬁggﬁf“ Hagong Iuielligent. | o) B23KIl  |Machinery
5. '?‘gjl\];:[il'l\“ll%ENRG AU- Tus Holding 3 g%)?)CM Machinery
6. |LISAPHARMA SPA ig‘f‘;’;y"“g e AGIK31 ?nejlgzéil;‘l‘ligi‘g;“m's
7. CLIVET SPA Midea Group 3 F24F3/00 | Machinery
8. GIMATIC SRL AGIC Capital 18 FI5B Machinery
9. IS)]EEMASTEELISA Grandland Holdings 11 F24F Machinery
10. g/g;:STERWOOD KDT Machinery 18 B23Q! Machinery
1 [massoetecn. | cummemim ey o i
12. [ Floranova Ltd ChemChina 18 B23Q! Agriculture and food

Data retrieved from:
Bureau van Dijk." Note: Corporate author. URL: https://orbis.bvdinfo.com/*
Espacenet. URL: https://worldwide.espacenet.com/patent/search

Accessed September 28, 2021
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Target Acquirer Number of Main IPC Industry
patents on date | group
of acquisition
13. | Avancis Gmbh CNBM IniRmanonal Cor- 24 HOIL31 Energy
poration
14. | Beneq Oy SRI intellectual technology | 792 czicty | evmonics Gisloctrical
equipment
. Information and
15. | Anteryon BV tsrgfllilgsu dinfag Opioeles: 12 G02B7/02 | Communication
Technology (ITC)
16. | AXTLONE Plastique |CITIC 76 Afspag | PR DIEIKISY
services
17 Corlma International Suzk_lou SLAC Precision 17 C25D13 Wisshiiisiy
Machincery Equipment
18. | SOLIBRO GMBH E;“C““gy Holding Group |, HOIL31  |Encrgy
RMG MESSTECH- | Dalian Energas Gas-Sys-
[
19. NIK GMBH e 21 F16K17 Energy
20, BREAS MEDICAL e 128 A61P35 Hcalth. pharmaceuticals.
AB and Biotechnology
o1, |coresaompr | AdvancedTechnology& |44 B29C70 | Aviation
Materials
2 | InflaRx Staidson (B?l_]lng) Bio- 46 AGIK31 Hea]tl?. pharmaceuticals.
pharmaceuticals and Biotechnology
Information &
23. [ Promethean World NetDragon 50 GO6F3 Communications
Technology (ICT)
Information &
24. | Progman Goldon Software 61 GO6F3 Communications
Technology (ICT)

Data retrieved from:
Bureau van Dijk." Note: Corporate author. URL: https://orbis.bvdinfo.com/*
Espacenet. URL: https://worldwide.espacenet.com/patent/search

Accessed September 28, 2021
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Target Acquirer Number of Main IPC Industry
patents on date | group
of acquisition
25. | Renonorden Urbaser n/a n/a Was'tc Tanageret
services
Jiangsu Lantian Aerospace L
26. [ORKASP.Z0O.0 . 65 A0IN43 Aviation
Industrial Park
CAV AEROSPACE | Shaanxi Ligeance Mineral 5 e
2 =2 ;
27. LIMITED Resources 150 CO8L77 Aviation
: Jiangsu Lantian Aerospace
28. POISI?IC Zaklagy Industrial Park Manage- 5 B21D22 Aviation
Lotnicze
ment
29, M-Tec Mathis Tech- Zopmxhon Heavy Industry 77 B28CS Matliiticy
nik Science and Technology
SCHIESS
WERKZEUG- Shandong Guochuang ; :
30: | MASCIINENFAB- | Wind Briergy Beuipment | V> A MaEdmery
RIK GMBH
CARL CLOOS
SCHWEISS-
TECHNIK GE- Nanjing Estun Automation % 2
31 | SELLSCHAFT MIT |Techonology 18 B23K9 Mgelicery
BESCHRAENKTER
HAFTUNG
OERLIKON NEU-
32. |MAG-CARDING ([ Jiangsu Jinsheng Industry | 10 D02Gl Machinery
BUSINESS
ROMACO PHAR-
33. [MATECHNIK Truking Technology 111 B30B11/08 [ Transport & Infrastructure
GMBH
34 EVOLUT SERVICE | EFFORT intelligent equip- il i Machinery
S:RL: ment
35. |Magex SRL Haugzhon. Zhongya Keeh- |, GOTF11 Machinery
uang Investment

Data retrieved from:
Bureau van Dijk." Note: Corporate author. URL: https://orbis.bvdinfo.com/*
Espacenet. URL: https://worldwide.espacenet.com/patent/search

Accessed September 28, 2021
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Target Acquirer Number of Main IPC Industry
patents on date | group
of acquisition
MAKA SYSTEMS | CSG Smart Science and :
36. GMBH Teohslopy 43 A61K47 Machinery
BROETIJE-AUTO- . . .
o - 2
37. MATION GMBH Shanghai Electric Group 112 B21J15 Machinery
PUTZMEISTER "
38. HOLDING GMBH Sany Heavy. CITIC 30 E04G21 Machinery
VERMES MI- :
39. | CRODISPENSING gh“h"“ TpregrCisle 62 B05C5 Machinery
GMBH o
INLINE HYDRAU- [ Jiangsu Hengli Highpres- |, o .
40, LIK GMBH surc Oil Cylinder 2l HOALL2 Mfcckiinety
41. |SEPURALIMITED |Hytcra Communications |97 H04Q7 il seimaiics, dollemmied
Equipment
4. |ESAOTESPA Beijing Wandong Medical 656 A61BS Elec'tromcs & Electrical
Technology Equipment
03 MAVILOR MO- Guanzhou Haozhi Indus- e i Electronics & Electrical
" | TORS SA () trial ‘ : Equipment
44, | SOLUTRONIC AG n/a i Elec_tromcs & Electrical
Equipment
SALCOMP MANU- | . .. Electronics & Electrical
45. FACTURING OY Lingyi itech 9 HO02M3 Bepipmient
16, |FeRmETmsps,  |SREndoneHevyidishy |, GIORIL | iansport & Tnfrastructure
Group /178
47. | Emarc Baosteel Group 26 AO0IN43 Chc_mlcals. MCMIS s
Basic Materials

Data retrieved from:
Bureau van Dijk." Note: Corporate author. URL: https://orbis.bvdinfo.com/*
Espacenet. URL: https://worldwide.espacenet.com/patent/search
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ING GMBH

tional Holding Limited

Target Acquirer Number of Main IPC Industry
patents on date | group
of acquisition
48. |Elix Polymers SLU | SinoChem 516 neigay | SHomicals. Metlé
Basic Materials
CHEMATUR TECH- . Chemicals. Metals &
Q 2
49. NOLOGIES AB Wanhua Chemical 25 BO1J19 Basic Matstials
50. |GRUPOALDEsA | CRCC Intemational In-— 1, GOSB5/38 | Transport & Infrastructure
vestment Group
; Automotive &
51. |PIRELLI & C. SPA [ ChemChina 8562 B29D30/00 / ;
Transportation Equipment
QUMELHOMEELIR: Consumer products &
52. |EKORNES AS NISHINGS GROUP 407 A47C1/032 | -onsumer produ
COMPANY LIMITED SESEES
SILVER CROSS ;
53 | NURSERIES LIM- FQSgn International 20 AOLHS C onsumer products &
Limited services
ITED
sa. SCHOLZ HOLD- Chiho Renewable Interna- 1 BO7B9/00 Chemicals. Metals &

Basic Matcrials

Data retrieved from:

Bureau van Dijk." Note: Corporate author. URL: https://orbis.bvdinfo.com/*
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Evaluation of financial performance after acquisition:

TARGET DATE OF EBIT ON DATE | EBIT ONE EBIT TWO LATEST DATA | STATE IN-
ACQUISI- OF ACQUISI- YEAR AF- YEARS AFTER | ON EBIT FLUENCE
TION TION TER ACQUI- | ACQUISITION | AVAILABLE INTHE
SITION TRANSAC-
TION
I. | Thyssenkrupp 2014 2.930.581 2.879.171  |2.728.864 Active High
Active
2 KTB Tumorfor- 2015 sl il ik léut under T
schungsgesellschaft insolvency
proceedings
3. | Axiogenesis n/a n/a In liquidation | Low
4. | NIMAK GMBH 2018 2.097 -2.019 N.A Active Low
STJERNBERG -308.613 -1.285.796 .
5 2 a o
3 | AUTOMATION (2018) (2019) e Bankruptey | High
6. IS‘;SAAPHARMA 2019 -7.224.390 -4.868.126 |N.A Active Low
7. | CLIVET SPA 2016 430.033 -1.110.815 |394.573 Active Low
8. | GIMATIC SRL 2016 2.618.860 2.238.390 |-2.985.573 Active Low
9. IS)EEMASTEEUSA 2017 -31.845 -27.206 -459.085 Actove Low
10. I;/;iSTERWOOD 2018 459.263 -1.857.411 |-958.302 Active Low
BASSOE TECH- : ;
2 ) 2 2 .
11. NOLOGY AB 2013 1.504.873 2.346.121 |266.207 Active High
12. | Floranova Ltd 2018 1.161.521 7.982.332 [n/a Active High

Data retrieved from: Bureau van Dijk.*
Accessed September 28,2021
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TARGET DATE OF EBIT ON DATE | EBIT ONE EBIT TWO LATEST DATA | STATE IN-
ACQUISI- OF ACQUISI- YEAR AF- YEARS AFTER | ON EBIT FLUENCE
TION TION TER ACQUI- | ACQUISITION | AVAILABLE INTHE
SITION TRANSAC-
TION
13. | Avancis Gmbh 2014 n/a n/a n/a Dissolved High
14. | Beneq Oy 2018 -4.175.151 -6.160.140 |-3.811.077 Active High
I5. | Anteryon BV 2019 995.122 n/a n/a Active High
16. ;?(ﬁICLONE Plas= o019 28.538.629  [19.479.177 |48.143.627 | Active High
17, | Corima Intemation= | ;o 122.027 106909 | 130.742 Active Low
al Machinery
18. | SOLIBRO GMBH |2012 -9.098.000 2.734.000 [-31.601.000 In liquidation | Low
RMG MESSTECH- Active .
2 5 2
19. NIK GMBH 2017 455.000 127.000 3.386.000 Mecdium
20. IZEEAS MERICAL 2017 -1.340 -8.151 -9.140 Active High
21. | COTESA GMBH 2018 n/a n/a n/a Active Low
22. | InflaRx GMBH 2016 n/a n/a n/a Active Medium
23. | Promethean World | 2015 -52.122.868 -36.898.617 | 1.172.799 Active Low
24. | Progman 2014 765.581 484.933 419458 Active Low

Data retrieved from: Bureau van Dijk.*
Accessed September 28,2021

Note: Corporate author. URL: https://orbis.bvdinfo.com/ **
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TARGET DATE OF EBIT ON DATE | EBIT ONE EBIT TWO LATEST DATA | STATE IN-
ACQUISI- | OFACQUISI- | YEARAF- | YEARSAFTER | ON EBIT FLUENCE
TION TION TER ACQUI- | ACQUISITION | AVAILABLE INTHE
SITION TRANSAC-
TION
25. | Renonorden 2018 6.771.000 4.250.000 [ 5.357.000 Bankruptcy Low
26. |ORKASP.Z0O.0. [2016 n/a -66.642 -33.779 Active Low
CAV AEROSPACE j 2 e ;
27, LIMITED 2017 n/a n/a n/a Dissolved Medium
gg, |PolskdeZaklady |6 33.600.000  |22379.000 [28.695.000 | Active High
Lotnicze
29, | M-Tec Mathis 2013 -141 n/a 668 Active Medium
Technik
SCHIESS
WERKZEUG- ; ;
2019 / ; .
30. MASCHINENFAB- 2019 n/a n/a n/a Active Low
RIK GMBH
CARL CLOOS
SCHWEISS-
TECHNIK GE-
31. | SELLSCHAFT 2019 17.205 n/a n/a Active High
MIT BES-
CHRAENKTER
HAFTUNG
OERLIKON NEU-
32. |[MAG - CARDING [2011 -1.630.421 -397.109 -1.353.148 Active Medium
BUSINESS
ROMACO PHAR-
33 | MATECHNIK 2017 1.129.000 3.736.000 [ -2.249.000 Active Low
GMBH
EVOLUT SER- . .
7 % ) 7
34. VICESRL. 2016 214.881 7.011.915 |-2.933.963 Active High
35. | Magex SR.L 2018 -448.633 64.881 691.710 Active High

Data retrieved from: Bureau van Dijk.*

Accessed September 28,2021
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TARGET DATE OF EBIT ON DATE | EBIT ONE EBIT TWO LATEST DATA | STATE IN-
ACQUISI- OF ACQUISI- YEAR AF- YEARS AFTER | ON EBIT FLUENCE
TION TION TER ACQUI- | ACQUISITION | AVAILABLE INTHE
SITION TRANSAC-
TION
MAKA SYSTEMS :
36. GMBH 2018 n/a -3.168.000 |n/a Active Low
BROETIJE-AUTO- ' .
2 = y y
37. MATION GMBH 2016 6.107.000 17.843.000 | 317.000 Active Low
PUTZMEISTER : : :
2012 2 b o
38. HOLDING GMBH 201 29.752.000 11.678.000 |[28.651.000 Active High
VERMES MI-
39. | CRODISPENSING |2017 11.853.000 6.277.000 |4.050.000 Active Medium
GMBH
INLINE HY- ) . .
40. DRAULIK GMBH 2015 342.000 -186.000 -626.000 Active High
41. | SEPURA LIMITED | 2017 -19.012.039 1.559.007 14.253.885 Active High
42. | ESAOTE S.PA. 2018 -101.081.796 [-2.347.906 |13.112.783 Active Low
43. | MAVILOR 2019 -96.560 -568.363 n/a Active Low
44. | SOLUTRONIC AG | 2014 In liquidation | Low
SALCOMP MAN- .
2 7 ;
45, UFACTURING OY 2019 1.025.664 n/a n/a Active Low
46. | FERRETTI SPA 2012 -48.433.853 -96.981.068 | -54.870.062 | Active High
47. | Emarc 2017 -4.864.745 -777.432 367.103 Active High

Data retrieved from: Bureau van Dijk.*
Accessed September 28,2021
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TARGET DATE OF EBIT ON DATE | EBIT ONE EBIT TWO LATEST DATA | STATE IN-
ACQUISI- OF ACQUISI- YEARAF- YEARS AFTER | ON EBIT FLUENCE
TION TION TER ACQUI- | ACQUISITION | AVAILABLE INTHE
SITION TRANSAC-
TION
48. | Elix Polymers SLU |2019 8.268 n/a n/a Active High
CHEMATUR
49. | TECHNOLOGIES (2019 537.137 84.994.744 |n/a Active Low
AB
; Active
2, 2 / /
50. | GRUPO ALDESA |2019 14.002 50.964 n/a n/a (50.964)
< 278.208. 0 . .
51. | PIRELLI & C. SPA |2015 -85.778.000 000 364.729.000 | Active High
SILVER CROSS
52. | NURSERIES LIM- | 2015 -257.851 4,705,515 |[n/a Active High
ITED
53. | EKORNES AS 2018 33.020.483 29.137.130 [n/a Active Low
SCHOLZ HOLD- ) . .
2 - - 2 J y
54. ING GMBH 2016 396.373.000 4.441.000 | 1.429.000 Active High

Data retrieved from: Bureau van Dijk.* Note: Corporate author. URL: https://orbis.bvdinfo.com/ **
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Analysis on solvency ratio:

TARGET SOLVENCY RATIO 2018 SOLVENCY SOLVENCY | Trend
RATIO 2019 RATIO 2020
1. Thyssenkrupp 9.30% 6.09% 27.88% > than 20%
) KTB Tumorfor- Insolvent
’ schungsgesellschaft Solve
Axiogenesis (NCAR- s, e
3: DIA AG now) In liquidation
4. NIMAK GMBH 80.59% 83.50% n/a < than 20%
STJERNBERG AU-
> | TOMATION Baplonpt
6. LISAPHARMA SPA |30.38% 7.78% 10.31% < than 20%
7. CLIVET SPA 35.33% 33.93% 34.36% > than 20%
8. GIMATIC SRL 86.84% 94.99% n/a > than 20%
9. ggEMASTEEUSA 9.77% 10.58% 11.04% < than 20%
10, | TERVOOR o1 6y, 16.23% 1181% | <than20%
1. ﬁ‘gi%%ﬁ;fg L 1.80% 1.99% n/a < than 20%
12. Floranova Ltd 43.98% 60.53% n/a > than 20%
13. [ Avancis Gmbh 50.44% 40.09% 37.80% > than 20%

Data retrieved from: Bureau van Dijk.* Note: Corporate author. URL: https://orbis.bvdinfo.com/ **
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TARGET SOLVENCY RATIO 2018 SOLVENCY SOLVENCY | Trend
RATIO 2019 RATIO 2020

14. | Beneq Oy 13.22% 29.32% 25.82% > than 20%
15. [ Anteryon BV 14.15% 19.08% n/a < than 20%
16. AXILONE Plastique |33.78% 40.23% 50.02% > than 20%
17. &‘;L‘E’;J;‘ymma“"“a' 1.07% 2.47% 4.56% < than 20%
18. SOLIBRO GMBH In liquidation

19. EII\/IKGGI\&%SS IECH- 10.44% 60.39% 65.59% > than 20%
20. iFéEAS RAEEICAL: 97.31% 98.05% n/a > than 20%
21. COTESA GMBH 49.98% 64.62% n/a > than 20%
22; InflaRx GMBH 85.38% 76.63% n/a >than 20%
23. Promethean World -12.09% -5.11% n/a < than 20%
24, Progman 10.72% 5.43% 17.98% < than 20%
295 Renonorden ASA 11.12% 15.79% 19.93% < than 20%
26. ORKASP. Z 0.0. 88.46% 89.23% 89.06% > than 20%

Data retrieved from: Bureau van Dijk.* Note: Corporate author. URL: https://orbis.bvdinfo.com/ **
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TARGET

SOLVENCY RATIO 2018

SOLVENCY
RATIO 2019

SOLVENCY
RATIO 2020

Trend

LIMITED

CAV AEROSPACE

Dissolved

4. Lotnicze

Polskie Zaklady

75.81%

68.36%

69.03%

> than 20%

- nik

M-Tec Mathis Tech-

51.93%

53.85%

n/a

> than 20%

SCHIESS
30.
RIK GMBH

WERKZEUG-
MASCHINENFAB-

100%

78.14%

n/a

> than 20%

SCHWEISS-

HAFTUNG

CARL CLOOS

TECHNIK GE-
SELLSCHAFT MIT
BESCHRAENKTER

49.47%

52.25%

n/a

> than 20%

BUSINESS

OERLIKON NEU-
32. | MAG-CARDING

11.81%

18.75%

14.63%

< than 20%

GMBH

ROMACO PHAR-
33. | MATECHNIK

24.83%

22.64%

n/a

> than 20%

34 SR.L.

EVOLUT SERVICE

4.45%

0.43%

2.16%

< than 20%

35. | Magex SR.L

19.12%

17.16%

36.16%

> than 20%

36 | GMBH

MAKA SYSTEMS

0.00%

33.13%

n/a

> than 20%

37

BROETJE-AUTO-
MATION GMBH

2.51%

8.46%

n/a

< than 20%

38.

PUTZMEISTER
HOLDING GMBH

57.31%

57.69%

n/a

> than 20%

Data retrieved from: Bureau van Dijk.* Note: Corporate author. URL: https://orbis.bvdinfo.com/ **
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TARGET SOLVENCY RATIO 2018 SOLVENCY SOLVENCY | Trend
RATIO 2019 RATIO 2020

VERMES MI-
39. | CRODISPENSING |62.39% 92.82% n/a > than 20%

GMBH
40. JT_TII{TSI]\EAEEDRAU- 2721% 27.46% 29.89% > than 20%
41. SEPURA LIMITED | 28.87% 30.91% n/a > than 20%
42. | ESAOTE S.PA. 24.93% 25.28% 25.85% > than 20%
43. I;/Iggsné?g SACk 46.91% 45.22% 39.56% > than 20%
44, SOLUTRONIC AG | In liquidation
45. | SALCOMP 8.87% 8.59% n/a < than 20%
46. | FERRETTI SPA 15.63% 45.49% n/a > than 20%
47. | Emarc 28.51% 33.73% n/a > than 20%
48. | Elix Polymers SLU | 55.02% 20.05% n/a > than 20%
49, ]C\}gilé)dé}-E[‘;RAgECH_ 84.90% 74.25% 84.91% > than 20%
50. GRUPO ALDESA 3.13% 4.41% 16.97% < than 20%
51. |PIRELLI & C. SPA | 34.92% 34.78% 33.08% > than 20%

Data retrieved from: Bureau van Dijk.* Note: Corporate author. URL: https://orbis.bvdinfo.com/ **
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TARGET SOLVENCY RATIO 2018 SOLVENCY SOLVENCY | Trend
RATIO 2019 RATIO 2020

SILVER CROSS
52. NURSERIES LIM- | 64.49% 50.90% n/a > than 20%

ITED
53. EKORNES AS 32.11% 36.10% n/a > than 20%
i SCHOLZ HOLD-

9 0, 9.09% / 209

54. ING GMBH 28.27% 29.09% n/a > than 20%

Data retrieved from: Bureau van Dijk.* Note: Corporate author. URL: https://orbis.bvdinfo.com/ **
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Evaluation of value of production:

TARGET DATE OF VALUE OF PRODUC- | VALUE OF PRODUC- % VARIATION
ACQUISI- TION ON DATE OF | TION ONE YEAR AFTER
TION ACQUISITION ACQUSITION

L. Thyssenkrupp 2014 52,589,393 48,242 361 -8.27%

KTB Tumorforschungs- Insolvent (acquired
2. 2015 .

gesellschaft insolvent)

. 2 In liquidation (In-
I 2

3 Axiogenesis AG 2016 solvent from 2019)
4. NIMAK GMBH 2018 73,079,000 72,023,000 -1.45%

STJERNBERG AUTO- < o
5. MATION 2017 2,705,409 2,481,856 -8.26%
6. LISAPHARMA SPA 2019 16,224,800 18,158,022 +11.91%
T CLIVET SPA 2016 112,814,193 126,000,946 +11.7%
8. GIMATIC SRL 2016 26,418,193 39,127,522 +48%
9. PEEMASTERLISA 2017 1,378,535 1,603,329 +16,3%

SPA
10. MASTERWOOD SPA (2018 28,572,569 22,231,095 -22.2%

BASSOE TECHNOL-

5 5 _ 0

11. OGY AB 2013 20,745,821 15,210,428 26,7%
12. Floranova Ltd 2018 1,161,521 7,982,332 +587%

Data retrieved from: Bureau van Dijk.* Note: Corporate author. URL: https://orbis.bvdinfo.com/ **
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TARGET DATE OF VALUE OF PRODUC- | VALUE OF PRODUC- % VARIATION
ACQUISI- TION ON DATE OF TION ONE YEAR AFTER
TION ACQUISITION ACQUSITION
13. Avancis Gmbh 2014 n/a n/a
14. Beneq Oy 2018 28,453,593 31,656,620 +11,26%
5. Anteryon BV 2019 n/a n/a
16. AXILONE Plastique 2017 81,398,477 84,302,664 +3,6%
pp  |CotmalmEmations] g, 2,872,370 12,322,332 +429%
Machinery
18. SOLIBRO GMBH 2012 52,311,000 58,909,000 +12,6%
g || BN MESSTECHNIE |5 51 30,568,000 34,297,000 +12,20%
GMBH
20. BREAS MEDICAL AB [ 2017 n/a n/a
21. COTESA GMBH 2018 58,630,000 48,353,000 -17,53%
22 InflaRx GMBH 2016 n/a n/a
23. Promethean World 2015 158,742,607 185,136,479 +16.6%
24. Progman 2014 11,325,440 11,107,316 +2,03%

Data retrieved from: Bureau van Dijk.* Note: Corporate author. URL: https://orbis.bvdinfo.com/ **
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TARGET DATE OF VALUE OF PRODUC- | VALUE OF PRODUC- % VARIATION
ACQUISI- TION ON DATE OF TION ONE YEAR AFTER
TION ACQUISITION ACQUSITION
25, Renonorden S.A 2018 78,451,000 69,017,000 -12%
26. |ORKASP.Z0.0. 2016 1,016,862 929,595 -8.6%
CAV AEROSPACE .
2. LIMITED 2015 Dissolved (2019)
pg |Polskedddudyloe  |s6i 141,750,000 180,075,000 +27%
nicze
29. | M-Tec Mathis Technik |2013 42,894,000 38,154,000 1%
SCHIESS WERKZEU-
30. |GMASCHINENFAB- |2019 n/a n/a
RIK GMBH
CARL CLOOS SCH-
WEISSTECHNIK
31. | GESELLSCHAFT MIT|2019 174,321,000 24,56,000 -86%
BESCHRAENKTER
HAFTUNG
OERLIKON NEU-
32.  |MAG-CARDING |2011 24,604,306 25,320,119 +3%
BUSINESS
ROMACO PHAR- .
B |yeremwmcon (20 49,112,000 4,873,000 +90.1%
34, |EVOLUT BERVICE 1516 16,796,988 25,389,051 +51.1%
SRL.
35.  |Magex SRL 2018 3,131,411 5,283,895 +69%
MAKA SYSTEMS
36. GMBH 2018 n/a n/a

Data retrieved from: Bureau van Dijk.* Note: Corporate author. URL: https://orbis.bvdinfo.com/ **
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TARGET DATE OF VALUE OF PRODUC- | VALUE OF PRODUC- % VARIATION
ACQUISI- TION ON DATE OF TION ONE YEAR AFTER
TION ACQUISITION ACQUSITION
37. ?{RO?\IE(T};\';;I‘{UTOMA' 2016 26,490,000 122,457,000 +362.27%
38. 1;1(}){%1\14;]5&52}1;41}3}1 2012 936,906,000 927,298,000 -1.3%
39. IYENR;WIE% l\é;\igg DIS- 15017 n/a n/a
40. g\ﬁgﬁ:‘ HXDRAULIE 5613 12,515,000 12,394,000 +1%
41. |SEPURALIMITED |2017 68,191,215 107,252,810 +56.3%
42.  |ESAOTE SPA. 2018 266,060,349 271,340,384 +1.98%
43, ?:VILOR MOTORS |ogis 11,170,368 9,223,275 -7.5%
44,  |SOLUTRONICAG |2014 glf;gg‘izz‘l’vneg;
45.  |SALCOMP 2019 336,854,816 n/a +265,77%
46. | FERRETTI SPA 2012 151,145,181 552,850,836 -1,25%
47.  |Emarc SPA 2017 170,366,178 168,421,595 stabile
48. | Elix Polymers SLU 2019 209,479,000 n/a

Data retrieved from: Bureau van Dijk.* Note: Corporate author. URL: https://orbis.bvdinfo.com/ **
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TARGET DATE OF VALUE OF PRODUC- | VALUE OF PRODUC- % VARIATION
ACQUISI- TION ON DATE OF | TION ONE YEAR AFTER
TION ACQUISITION ACQUSITION
CHEMATUR TECH-
5 0,
8 |Norocm i 2019 16,328,863 109,054,691 +567,86%
50. GRUPO ALDESA 2019 906,913,000 531,542,000 41.4%
51. PIRELLI & C. SPA 2015 7,052,890,000 6,595,656,000 -6.5%
SILVER CROSS
52. NURSERIES LIMIT-  [2015 n/a n/a
ED
53. EKORNES AS 2018 26,342,117 26,925,740 +2.2%
54. é(i/ﬁg_%z SRS 2016 537,492,000 8,403,000 +98.44%

Data retrieved from: Bureau van Dijk.* Note: Corporate author. URL: https://orbis.bvdinfo.com/ **
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Companies experiencing a decrease in
value of production post acquisition

7.1%
Electronics
& Electronic
equipment

7.1%
Automotive &
Transportation
7.1%
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Metals & Basic
Materials
57.1%
Machinery \W
Transport &
Infrastructure

b

14.3%
Aviation
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