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Introduction

The phenomenon of mergers and acquisitions has become one of the most popular entry
modes among the globalization strategies, especially in the last decade. The increasing
competition and rivalry in the global markets, the accelerated process of globalization
undertaken by multinational enterprises, the need for consolidation and diversification, all these
factors made mergers and acquisitions a vital choice for many companies acting as competitors
in international markets. Mergers and acquisitions are also a useful tool for expanding market
share and profit margins, especially for those companies that try to compete for supremacy and

guide roles in the global market.

This trend is increasingly concerning also the Chinese companies, that in the last decades
have been engaging in a huge amount of investment deals, most of all addressed towards
Western developed countries: only in 2016, the total amount of Chinese foreign direct
investments reached the highest peak of $181 billion, of which $111 billion were only M&A
deals. But behind Chinese surge in investments, there is more than just market share expansion
or a globalization strategy: major drivers are the acquisition of major trademarks and strategic
know-how, technology and core capabilities. These objectives are being pursued by Chinese
firms with the fundamental contribution of the government, which has encouraged Chinese
firms to “go global” and look for new investment opportunities. Major strategic plans were
launched by Chinese government in the last two decades. One of them is the project “Made in
China 20257, aimed at upgrading by 2025 the manufacturing capabilities of Chinese industries,
in particular certain key industries: automotive industry, robotics, IT, aerospace industry,
agriculture machinery and pharmaceutical industry, together with green energy and green

vehicles.

The first chapter of this thesis analyzes the phenomenon of mergers and acquisitions,
investigating: the nature and the background in which they are operated; the reasons for

engaging in this kind of deal; the benefits and the value that can be created by merging firms.



The second chapter shortly investigates the background in which Chinese outbound
investments are generated: first, a brief history of Chinese economic development in the last 30
years is outlined, then the steps leading to the current situation of Chinese economy are defined,
together with the international position of the country and the policies and the development
plans pursued by the government; thereafter, a comparison is made between the investments
engaged by Chinese state-owned companies (SOEs) and those engaged by private-owned
companies (POEs), in order to analyze the importance of the government’s contribution to
Chinese outbound investments; lastly, a brief analysis of the objectives driving Chinese

investments is made.

The third chapter engages in a deeper analysis of the M&A process, introducing the different
phases that characterize the transaction, and then focusing on the most relevant phase of the
deal itself, that is the post-acquisition integration process. This phase is indeed by many
researchers considered as the most important for the realization of the M&A success, because
it is the moment when most variables join together to exploit synergies and generate new value.
After an analysis of the relationship between the integration process and the deal’s success, the
various kinds of integration approaches are researched and analyzed, through the help of
previous studies by researchers that engaged in a deep analysis of the different approached used
by companies when merging together. It is demonstrated the importance of culture in the
integration process, and how different levels of integration can generate different results in the
acquisition process: every M&A event requires a different approach and a different integration
level, depending on cultural aspects and strategic aspects. This result is followed by an analysis
of the different cultural dimensions theorized by previous literature, which are reported and
deeply analyzed, in order to understand the relationship between country’s culture, corporate

culture and the performance of the company operating in that country.

In the fourth chapter, after a description of some factors determining the differences in
Western an Chinese media coverage, three case studies are individually analyzed and compared,
in a meta-analysis (whose methodology is examined in the next section) aimed to research two
different aspects: the first includes the research of the objectives of the M&A, the importance
Chinese investors give to the integration aspect, and how they manage the integration process
in order to achieve the M&A success; the second tries to analyze how Western and Chinese
observers interpret and explain these aspects linked to the acquisitions, whether their opinions

are more differentiated within Western environment or more between different cultural
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environments, and how opinions have changed throughout the time, from the pre-acquisition to
the post-acquisition phase. The objective of this section is to analyze how much these opinions
change between China and Western countries and whether common points of view can be found
between the two cultural contexts. In particular, for the first case study, which has a longer
history in comparison with the other two, the change of opinions throughout the years is
examined, in order to compare the interpretation of the M&A phenomenon with the

performance of the M&A itself.

The results of this analysis were interesting. The first case study, Geely’s acquisition of Volvo,
showed a sharp change of opinions throughout the time, from the pre-acquisition phase to the
post-acquisition phase and beyond. In the first period, Western media were extremely critic
towards the acquisition, and a diffuse concern was spread in Sweden. Volvo was indeed one of
the symbols of Swedish industry, with a long history and tradition. The company had been
facing a period of huge loss under Ford’s ownership, and the acquisition by a small Chinese
brand, that was still new into the automobile sector, was seen as a definitive fall of Volvo.
Diffuse concerns about the acquisition were related to the transfer of technology and know-
how, together with the preoccupation for job losses in Sweden, and that Volvo would have
become a Chinese company manufacturing low-quality vehicles. But as it is well renown, the
acquisition revealed itself to be a success, and the Chinese “light-touch” integration approach
was indeed the right strategy: the chapter discusses deeply this choice, how it was carried out
and how it persuaded somehow the European media coverage. Opinions started, after some
time in the post-acquisition phase, to gradually gain a more positive accent, in direct proportion
to the increasing performance success of Volvo. On their side, Chinese media opinions were
similarly showing diffuse concerns at the beginning, which were related to Geely’s ability to
manage a big company like Volvo because of its lack of experience in international markets, or
on the contrary, how could Geely receive benefits from the acquisition of a nearly failed
company like Volvo. Anyway, Chinese concerns were subtler and more indirect in comparison
with the Western points of view, and they did not hesitate to show a certain relief after the

acquisition revealed itself to be successful.

The second case study is a more controversial one, and still an open matter. It is about Midea’s
acquisition of Kuka, pearl of German robotics and pride of German “Industry 4.0”. This
acquisition takes place in a different context. Firstly, it is about a company in good health and

operating in a highly strategic sector. Secondly, it is about a high-growth potential industry
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sector that is object of Chinese government’s strategic programs, like “Made in China 2025”.
Furthermore, Midea’s integration strategy has been object of discussion because of some
changes of attitude observed in the last period. Since the pre-acquisition phase, when the
German Kuka was persuaded to accept Midea as acquirer, through Chinese counterpart’s
promises to not interfere with Kuka business or to not allow technological transfer, the situation
changed abruptly in 2018, and German media and investors still appear to be in flame. The
integration process was indeed accelerated, through the development of joint development
programs aimed at boosting the cooperation between the two companies that questioned the
promises concerning the technology transfer, while Chinese economy started to sway, thus
threatening the future of Kuka. The Chinese counterpart has been trying to alleviate German’s
concerns, and even more since German government started the new protectionist policy aimed

at controlling the future foreign investments.

The third case study is ChemChina’s acquisition of Syngenta, a deal that has met many
difficulties before being completely carried out. This acquisition takes place in the same period
of Midea’s acquisition of Kuka, a period of strict protectionism, in which Europe tends to have
more control over inbound investments, and China tends to address its outbound investments
towards more definite objectives. This acquisition has been carried out with a two-pronged
strategy: it aims on one hand to solve the problem of food security inside China, by improving
technology and farm practices, in which the productivity is currently low; on the other hand, it
aims at developing advanced technologies for agriculture in the whole world. This strategy is
intended to ensure China and the rest of the world enough food supplies, by purchasing or
controlling the most relevant foreign sources of food worldwide. Once again, the Chinese
company approached the acquisition promising a hands-off strategy, thus avoiding resistance
from the European counterpart. The complementarity between the two companies and their
business scopes, the lack of competition between the two, allowed a non-integrative but strong
cooperation that facilitates the development of both sides in their respective fields. Media
opinions showed a less fierce criticism, and the same Syngenta had refused US’ Monsanto offer
choosing ChemChina as the best acquirer. Concerns regarding this acquisition were mostly
linked to the financial aspect, since ChemChina had to borrow funds in order to pay an amount
of $43 billion cash for the transaction. Anyway, the strategic importance of this deal for China
made the acquisition a good deal, not only for the Asian country, but also for the rest of the

world.
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Research methods: meta-analytic procedures

“Meta-analysis is a statistical research synthesis technique that, while correcting for various statistical
artifacts, allows for the aggregation of results across separate studies to obtain an estimate of the true

relationship between two variables in the population.” (King & al., 2003)

Meta-analytic method had been researched and conducted by Hunter and Schmidt (2004;
Schmidt F. , 2007), and it has been applied differently in many areas of study, making use of
different kinds of data and methods of data collection. Meta-analysis is defined as a statistical
analysis that combines the results of many different studies. The basic principle behind this
method is that there is a common truth behind all the different studies that are related to the
same subject, while this truth may be measured with a margin of error within individual studies.
This kind of analysis is meant to identify patterns among a great amount of study results. The
basic element of meta-analysis is the existence and the availability of primary data, on which
the process of statistical analysis is conducted, in order to research the relationship among
different variables. An important benefit of this approach is the aggregation of information that
allows a higher statistical power to detect a certain effect and is also a strong basis of estimate
that could never derive from any individual study. Furthermore, through this method it is

possible to clearly quantify and analyze inconsistent results.

A meta-analysis usually starts with a systematic review aimed at identifying the relevant
evidence. Then, the research question is identified, and key literature is gathered. The collected
studies are then selected, on the basis of their quality and their specificity. After this, it must be
decided which dependent variables or summary measure are allowed, and also the meta-
analysis model to be used (for instance, discrete data or continuous data). In the end, sources

are analyzed though a sub-group analysis.

Traditionally, these studies are conducted by gathering researches or academic studies, along
with statistical or market analysis, depending on the subject. In this thesis, an experiment was
conducted, and the method was applied in a different area, collecting data not only from

researches, academic publications, but also from news press, interviews and opinions, coming
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from insiders (for example, statements during interviews by target companies’ CEO or

employees) and also outsiders (shareholders, analysts, observers’ opinions).

The objective of this experiment is to analyze more deeply the phenomenon taken into
account in this thesis, trying to maximize the range of variables in order to have a holistic vision

of the phenomenon.
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CHAPTER ONE — MERGERS AND ACQUISITIONS

1.1 Terminology

Mergers and acquisitions — usually abbreviated with the acronym M&A — are a tool of
corporate finance and strategic management, a kind of business alliance used by companies in
order to diversify or grow their businesses in their own or new locations. Mergers and
acquisitions basically lead to the union of two or more business entities, previously separated.
This is based on the principle that two or more companies joined together have the potential to
create more value than if just staying separately owned. Mergers and acquisitions are strictly
correlated, and the two terms are often used interchangeably, despite having slightly different
meanings. Sherman (2011) defines mergers as “a combination of two or more companies in
which the assets and liabilities of the selling firm(s) are absorbed by the buying firm”. After the
merger is carried out, the buying firm may be a different organization, but it retains its original
identity. Gaughan (2005) describes a merger as “a combination of two corporations in which
only one corporation survives”, while the merged corporation ceases to exist. Sometimes, when
the merging companies are of similar sizes, both of them cease to exist and a completely new
company is created. However, it is demonstrated that usually the bigger company acts as the
buyer which survives the other one, the target company. In this case, it is more correct to talk
about acquisitions. An acquisition is defined by Sherman (2011) as “the purchase of an asset
such as a plant, a division, or even an entire company”’, while Johnson & al. (2005) describe it
as a strategy where a company takes over ownership of another organization. This explanation
describes how the term acquisition can sometimes have a negative meaning: in fact, it is usually
referred to mergers as mergers of equal (when two companies of about the same size decide to
join together and form a single new company), which is a balanced and friendly transaction;
but the term acquisition is used when a bigger company takes over another buying its assets,

thus creating a hierarchical situation that may sometimes be hostile.

Generally, while mergers can be considered as a fusion of two or more companies to form a
new entity, an acquisition is the purchase of one company by another in which no new company

is formed.
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However, as Sherman (2011) highlights, this differentiation is not relevant from a practical
point of view, since its result is often that two or more companies previously separated are now

operating under the same ownership.

1.2 Types of M&A

M&A are usually classified as four principal categories:

- Horizontal
- Vertical
- Concentric or congeneric

- Diagonal or conglomerate

Horizontal mergers are deals between two companies that are belonging to the same industry
or product line and are at the same stage of production. Since they operate in the same field, the
two companies are usually competitors, and their main goal is the growth of market share, the
creation of economies of scale with the exploitation of synergies (Schmidt S. , 2013). Horizontal
mergers have spread increasingly in the last decade, because of the benefits of a growth in
revenues and profits. These mergers are always under observation of competition authorities,
because in some cases the risk of creating a monopoly is very high. An example of horizontal
merger was Facebook’s acquisition of Instagram in 2012: they were both operating in social
media industry and at the same production stage. Through this merger, Facebook was able to
expand its market presence in the social media sector, thus reducing competition and creating

new synergies.

Vertical mergers (also known as vertical integration) occur between companies operating in
the same value chain of a certain industry but at different stages of production, and they are
usually linked by a buyer and seller relationship. This kind of merger can be made backward or
forward in the value chain process. If a manufacturer merges with a supplier, a backward merger
occurs, in order to optimize supply sources. Then, if a manufacturer merges with a distributor,
it is the case of a forward merger, which allows the buying company to get closer to the market
(Gaughan, 2005; Schmidt S. , 2013). A renowned case of vertical integration is the business

model adopted by Luxottica: the group improved business efficiency, covering the entire supply

16



chain from product development to distribution, thus ensuring quality of the product and cost

optimization (Fook, 2018).

Concentric or congeneric mergers occur when two merging firms operate in the same general
industry, but they have no mutual relationship and they do not offer the same products or
services. The acquired firm is either an extension of the product line or a market related to the
acquiring firm (Dash, 2010). This kind of merger usually facilitates the consumers, because the
new company can sell related products more easily. This strategy, leading to product

diversification, boosts revenues and profits.

Diagonal or conglomerate mergers are combinations of companies that operate in different
industries and are not linked by any business relationship. The advantage behind these deals is
the diversification of the product range, which helps reduce risk. The two firms usually share
the same “technologies, production, marketing, financial management, research and

development” (Schmidt S. , 2013; Peavler, 2018).

1.3 M&A phenomenon

Since the end of 19" century, M&A have been a relevant strategy for growth and renewal.
Literature identifies six “merger waves”, defined as periods of more intense M&A trend activity,
characterized by a sudden increase in the number of acquisitions, until the trend reaches a period
of stability that can continue for several years, and finally drops back to the pre-wave levels.
The first two merger waves (1890s-1920s) mainly occurred in the United States, while from the
third onward (1960s) the trend moved towards European countries. With the fourth and fifth
wave (1980s-1990s) there was an increase of Asian M&A activity, starting from Japan. The
sixth and last wave started in 2001: emerging economies like China, India, Brazil and Russia
have become the core countries in which M&A activity is observed (Faulkner & al., 2012;

Schmidt S. , 2013).

During the first half of 2018, global M&A has reached its highest levels since 2007, with
volume totaling $2.49 trillion: this surge represents an increase of 57% in comparison to the
same period of 2017, which demonstrates a sharp rise in mega deals in the current year

(Dealogic, 2018). Despite majority of M&A involving firms operating in a domestic context,
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in the last few decades one third of M&A transaction has involved firms operating in different
countries. Cross-border M&As are used by multinational enterprises (MNEs) as a growth
strategy and a mode of entry into foreign markets, and in the overall foreign direct investment

(FDI) activity, it has resulted to be used in nearly 70 per cent of cases (Ai, 2014).

As cited above, in the last decades emerging economies have increasingly undertaken cross-
border M&A activities, and among them China has achieved the highest peak: in the years
2015-2016 “Chinese outward FDI rose by 44 per cent to $183 billion, driven by a surge of cross-
border M&A purchases by Chinese firms, propelling the country to the position of second
largest investor for the first time’ (UNCTAD, 2017). Despite trends in the last two years (2017-
2018) saw a decline in outflows from China for the first time, this region still remains a major
source of FDI worldwide, accounting for nearly a quarter of global outflows. This trend is

expected to remain stable during 2018 (UNCTAD, 2018).

Outward M&A has become the dominant internationalization strategy for Chinese firms,
whose investments targeted manufacturing, infrastructure, energy sector and services industries

(UNCTAD, 2017; Ai, 2014).

1.4 Reasoning for M&A
Johnson et al. (2005) explain the motives for M&A by grouping them into three clusters, that

are: environment, strategic capability and expectations.

Environmental reasoning sums up those motives linked to environmental factor or changes
influencing business activity. It can comprehend the speed with which acquisitions allow a
company to enter a new product or market area, because of the rapid change in business
environment, and the competitive situation inside the market that company wants to enter,

because it avoids excess capacity and reduces the risk of competitive reaction.

Strategic capability cluster contains those motives linked to core competences transfer, cost
efficiency and learning. Core competences provided by an organization are worth to be
exploited in a new market environment: engaging in international M&A can be an opportunity
to realize this. Cost efficiency, that is a reason for acquisition mostly used in the public sector,

is useful for merging units or rationalizing provision, because it allows to gain scale advantages.
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Learning is a very relevant reason for engaging in M&A, because it is linked to the acquisition
of new capabilities or expertise. This is fundamental for large and established companies, which
would otherwise do it through internal development: this would require a slower process, in
innovation and organizational learning. An acquisition would rather accelerate this process by

bringing external innovation inside the company.

The third cluster is about stakeholders’ expectations about the company. Since stakeholders
may expect a continuing growth by the company, mergers or acquisitions could be a way to
quickly deliver this growth. Some stakeholders may also have speculative motives, making use
of M&A in order to get short-term boost to share value. Of course, a short-term orientation
could easily destroy the long-term business objective, so it is important for other stakeholder to

guard against speculators.

1.5 Synergy and value creation

As mentioned previously, synergies are often the most researched and exploited benefit of
mergers and acquisitions, because they can represent an opportunity for external growth on the
long-term. As Schmidt (2013) pointed out, synergies can be defined as a fit between units:
different players combine their experiences, capabilities and expertise together, thus creating a
new, unexpected added value. As Sirower (1997) explains, synergy is “the increase in
performance of the combined firm over what the two firms are already expected or required to
accomplish as independent firms”. Thus, in order for the merger to be successful, the two firms
joined together must achieve more than what they would achieve if just being on their own.
This concept represents the ultimate objective that every manager engaging in M&A should

always consider and never leave behind.

Synergy success can be achieved in different ways. One way is the operating synergy, which
takes place when the acquisition results into a relevant cost reduction — deriving from the
simplification of the internal processes and the increased level of production — or may result

from the creation of economies of scale.

Another way would be a synergy resulting into an increase in the ability of the firm to generate

revenues. This one is generally more difficult to achieve, since it is easier to cut costs rather
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than increase profits. For example, it may occur that a company merges or acquires another
company in order to expand its product line. The increase of product variety would bring new
consumers to buy from that company, but this process is not so immediate, and there is the need

for strong basis or a successful marketing program to bring consumers to buy from them.

Financial synergy is another kind of synergy, that can be achieved when a small but at high
profit potential company needs more access to capital: by merging with a bigger company, the
small company gains access to this capital while giving more growth opportunities to the bigger

one.

Generally speaking, it is always important to remember that synergy must always be defined
in real and concrete terms, it must be always measurable in terms of improvements in
competitive advantage, in order to avoid errors in overvaluation (Gaughan, 2005; Schmidt S. ,

2013).

1.6 Resource and capability transfer in M&A

Resources and capabilities are ‘valuable, rare, inimitable and non-substitutable, and
heterogeneously distributed across firms’ and they represent the core of a firm’s competitive
advantage. Given their importance, in a M&A process it is relevant in the overall objective to
analyze them and accomplish their transfer in the most profitable way, for one or both

companies.

Several studies show the strong relationship among resource and capability transfer, value
creation and the performance of M&A process. As Haspeslagh & Jemison (1991) explain, the
aim of M&A is ‘to improve the competitive position of one or both companies by transferring
resources and capabilities between them’. Also, value creation in a M&A is given by the
transfer of capability and knowledge, and this contributes to the enhancement of company’s

competitive advantage (Ai, 2014).

As it will be examined more deeply in the third chapter, these processes are analyzed in the
pre-acquisition phase of the M&A, when the potential value of the transaction is anticipated.
But the real value is created after the acquisition has occurred, in a longer period of time,

through all the managerial actions undertaken: this is the post-acquisition phase, where
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integration is pursued. During this stage, that is the M&A phase in which our research is focused,
resources, capabilities, knowledge and experiences are transferred between the two firms,

leading to the creation of a new firm, carrying a new and unexpected value.

Another point that will be analyzed in this research is the one related to socio-cultural and
human resources issues. Prior literature demonstrates how cultural differences inside companies
engaging in M&A affect knowledge transfer. Bjorkman at al. (2007) theorized how cultural
differences affect the post-acquisition capability transfer, having an impact on social integration,
absorptive capacity and capability complementarity (Ai, 2014). Following studies engaged by
Junni and Sarala (2013) considered absorptive capacity as determinant for M&A knowledge
transfer and also tested the antecedents of absorptive capacity (Ai, 2014).
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CHAPTER TWO — CHINESE INVESTMENTS: WHO AND WHY

2.1 Chinese outbound activity: an overview

Cross-border activity undertaken by Chinese companies in the last decades has been giving
new shape to the global business landscape. Its growth on average of 40 per cent per year from
2005 to 2015 made China the second largest investing country in the world, after United States.
As seen before, the most relevant activity was observed in international M&A, which reached
a higher peak in 2016, with a surge in megadeals, such as Wanda’s acquisition of American
Ironman Triathlon and Legendary Pictures, Haier’s acquisition of GE Appliances, or
ChemChina’s acquisition of the Swiss Syngenta. For the first time in history, Chinese outbound
investment deals exceeded inbound operations: this is a proof of the change in Chinese policy,

which raised criticism and concern by advanced economies (Deng & al., 2017).

In order to understand Chinese policy in outbound activity, it would be useful to outline the
history behind Chinese investments as we observe them today. Since 1979, when the “open-
door” policy was launched by Deng Xiao Ping, outward investments became a tool for Chinese

government to undertake a new path of “reform and opening” (L ZE FF i gaige kaifang), with

the aim to integrate China into worldwide economy. Chinese state-owned enterprises (SOEs)
were the first to be allowed to start engaging in international business and investing abroad.
Any project of foreign direct investment (except for those directed to Macau and Hong Kong)
had to be approved by various government commissions. These companies had to be firms
operating under MOFERT (from 2003 onward taking the name of MOFCOM) or provincial
and municipal trading cooperation enterprises controlled by the government. From 1986, many
restrictions on ODI policies were abolished and more enterprises were allowed to establish
affiliates abroad. For the first time, not only trading enterprises were allowed to operate in
foreign markets, but also firms operating in non-commercial fields, in order to acquire foreign
know-how and expertise and provide natural resources. Data published by UNCTAD refer to
1980s ODI investments as an amount of about $450 million per annum. 1992 saw a strong

encouragement by Deng’s politics for domestic liberalization: enterprise internationalization
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was incorporated into the national economic development policy and sub-national level
authorities started to actively promote international business activities, even though under their
supervision. This led to a huge rise in ODI investments up to $4 billion, more than three times
than the previous year. The financial crisis that struck Asian markets in 1997 led to the collapse
of some enterprises, thus slowing down this development, accounting for an ODI flow of $2.3
billion per annum. Because of the big losses registered in foreign branches, Chinese government
tightened approval procedures for overseas investments, and this caused a decline in ODI
activities. Only from 2001 onward, ODI activities had a new boost. Investments were
regularized in order to control illicit capital transfer, and at the same time certain strategic
industries were encouraged to engage in ODI with financial support and foreign exchange
assistance. These measures were oriented to promote Chinese exports of raw materials, parts
and machinery and in light industry sectors. In the same year China joined WTO and the new
policy was formalized by premier Zhu Rongji (2001) within the 10™ Five Year Plan (2001-
2005), outlining the JEH & (zou chu qu), “going global” directive, defined as one of the key

thrusts enabling Chinese economy to “adjust itself to the globalization trend”. For the first time,
once protected industries were opened to foreign and domestic competitors, and this enhanced
competitive pressure in the domestic market, with the central government stressing again the
importance for Chinese firms to “go global” and invest abroad (Buckley & al., 2007). In 2003
the SASAC (State-Owned Asset Supervision Administration Commission) was established, an
institution aimed to strengthen state-owned enterprises and support their foreign investments,
through the development of China’s equity exchange market. Policies regulating ODI had
already taken a liberalizing path aimed to simplify procedures, by relaxing exchange controls
for outward investments, decentralizing approval authority to the local level and simplifying
application requirements for ODI proposals. The sharp rise of these years’ investment deals
registered an outflow amount of $6.9 billion, more than six times the amount recorded in the
previous year. From this period onward, the trend had a steadily growth, more than doubling
between 2007 and 2008, rising from $26.5 to $55.9 billion, when the financial crisis hitting
developed countries became instead an opportunity for Chinese investors, who found
themselves in a favorable financial position. The “go global” policy was stressed again in the
11" Five Year Plan (2006-2010), and so was in the 12" Plan (2011-2015), thus creating a

continuum in the Chinese government foreign investment strategy of the new century. This led
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to a progressive growth flow throughout the years, rising up to $120 billion until 2015 (OECD,
2008; Davies, 2013) ' .

China ODI flows 1980 - 2018 (USD billion)
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Fig. 1. Source: UNCTAD and MOFCOM.

The $40 billion project “Belt and Road Initiative” (—T—E& yi dai yi lu) launched by Xi

Jinping in 2015, aimed to build infrastructures and economic-political links between China and

Eurasia, and the strategic plan “Made in China 2025 (F1 [E i& 2025 zhongguo zhizao 2025),

set to boost Chinese industry in several competitive sectors, caused a new surge in Chinese ODI,
which reached the strongest annual growth amount of $181.2 billion in 2016. This upswing was
abruptly stopped in 2017, taking the ODI statistics back to the picture of 2015 ($120.1 billion),
and remained stable even in 2018, because of restrictive measures set by authorities in order to
reduce risk and avoid an excess in capital outflow, defined by the Chinese Ministry of
Commerce as “irrational” and that needs to be contained (Jing, 2019). Despite this, the support
of the Chinese government for overseas investments is still strong (even if controlled to avoid
risks), as the implementation of the two projects launched in 2015 testifies, and Chinese ODI

are expected to continue growing (Huang & Xia, 2018).

I Data are collected from UNCTAD and MOFCOM statistics. Chosen data does not consider financial sector.
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2.2 Trends in cross-border M&As

As seen before, Chinese outward investments are becoming more oriented towards M&A
deals rather than direct investments. The reason is that for Chinese investors mergers and
acquisitions are a more effective way to gain strategic assets and enter a target market, which
requires a limited employment of resources, allows a more gradual adaptation to a new
environment, whether socially or legally. Related research demonstrates how since the launch
of the “open door” policy Chinese outward investments behavior has been influenced by central
government, which has always maintained a strict control over outbound deals through the
approval system and the currency control mechanisms. Through this system, Chinese
government is able to allocate investments according to its objectives and support companies
that compete in an international environment (Zhang & Daly, 2011). This explains why in a
first phase of expansion in foreign markets, Chinese companies acting internationally were only
State-Owned Enterprises. Only after a further opening carried out by the government in 2001
and implemented in 2003, Private-Owned Enterprises started to invest abroad and gain
international experience. It is relevant to point out the difference between SOEs and POEs in
China. The first category comprehends very large enterprises, which have access to many
resources and facilities, are financially supported by government and can benefit of more
simplified investment procedures. The second category, on the contrary, usually refers to small
and medium enterprises (SMEs) operating in highly competitive industry sectors such as
machinery, electronics and textiles. They usually face difficulties in gaining financial support
from banks and lack those resources SOEs can easily get. Taking into account the rise in M&A
deals occurred from 2010 and 2015 (Fig.2), it is evident that as the number of deals carried out
by POEs exceeds the number registered for SOEs, the corresponding value amount in dollars

is still lower — though showing a strong growing trend.
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China’s outhound M&A deals in 2015: SOEs vs POEs

Number of deals Disclosed value

Number of deals
Disclosed value of deals (USD billion)

2010 2015 2010 2015
W S0Es W POEs

Fig.2. Source: Dealogic (2018), KPMG analysis (2016).

The figure explains the fact that despite the partial liberalization, POEs are still not allowed
to operate in many industries that are limited to SOEs: natural resources like oil and gas, power
supply, telecommunications services. In spite of this discrimination of POEs, their role in
Chinese economy is crucial in the creation of new jobs, in profitability and productivity of
domestic economy (Huang & al., 2014). Moreover, they are gaining a significant experience in
international environment, as the previously analyzed figure testifies: the value rising from $4.6
billion in 2010 to $34.9 billion in 2015 shows a strong growth potential of POEs, which

accounted for 75.9 percent of the total number of deals in 2015.

It can also be observed how the general trend leading Chinese firms engaging in M&A deals
registered a relevant change of course. While in the first decades of Chinese internationalization
companies were more oriented towards a ‘quantity growth’, recent trends saw it focused on a
‘quality growth’, with more and larger deals in high value-added and consumption related
sectors, like high-tech and electronics. More deals were made in developed markets — where
there are more high-quality targets — suggesting a change in this aspect too: in 2015 a $14.4
billion value transactions were made in US (computers, electronics, real estate), $10.6 billion
in Italy (automotive, financial services), $8.4 billion in Australia (mining, utility and energy,

healthcare); (KPMG, 2016).
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2.3 Chinese M&A: drivers and motives

Traditional literature concerning Chinese outward M&A motives usually refers to certain
common features, mainly linked to strategic asset or natural resource seeking, to the access to
new markets or to increase international competitiveness. Studies conducted by Tan & Ai(2010)
make a distinction between motives leading SOEs engaging in M&A and those leading POEs.
The main difference between the two is easily observed, as SOEs are more oriented towards
natural resource seeking, to meet the interests of Chinese domestic economy (need for resources
supply), and at the same time to increase international competitiveness. On the other hand,
POEs are more oriented towards a strategic asset seeking, access to new markets and new
technologies, as their role gains more importance in international business, and their limited
access to resources and limited experience in international context make them pursue this

objective as a strategic intent (Buckley & al., 2007).

As cited before, Chinese outward M&A activity saw an increase in investments oriented
towards technology, industrial know-how and consumption. This trend is directly affected by
firms’ strategic objectives, aimed at enhancing certain core capabilities, developing Chinese
industrial sector, building economies of scale and distribution into developed strategic markets.
Moreover, certain domestic economy factors are useful to understand Chinese investors’
strategy. Chinese economic shift towards a more mature market created an environment in
which consumptions and services were rebalanced, growth pace slowing down and marked at
6% on the long-term basis. Difficulties faced by Chinese investors were the decrease of the
number of domestic targets because of the consolidation made among small and medium
enterprises, making independent companies look ahead and avoid local markets. Even from a
financial point of view, Chinese buyers are supported by banks to invest abroad, by offering
loans reducing benchmark interest rate and reserve requirements ratio. Besides, as seen before,
Chinese government itself supports strategic investments through policies and initiatives, like
the Belt and Road Initiative and the Made in China 2025. This positive environment offers
major attractiveness to Chinese buyers, not only SOEs but also private owners (J.P.MORGAN,
2016).
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CHAPTER THREE — POST-ACQUISITION INTEGRATION

3.1 Phases of M&A process
Before engaging in a detailed analysis of the importance of post-acquisition integration in
M&A deals, that is a key point of this research, we will make an overview of all the phases

characterizing the M&A process, identified by previous literature throughout the years.

Researchers have different opinions about the phases of the M&A process. Many of them
agree that it is a two-phase process, with a pre-acquisition and a post-acquisition phase, and
that the two of them are delimited by the transaction itself — the signature of the contract. Others
consider the signature of the contract as a third central phase, a ‘during phase’ that is the actual
M&A transaction. Some studies also add more than three phases, like four or seven phases. In
fact, even when in this process three or more phases are identified, the boundaries between them
are blurred, and some processes are not always positioned in the same phase — they would
sometimes be positioned in the pre-acquisition phase, sometimes in the acquisition (central)
phase — thus resulting in a classification that is not clearly defined, not attributable to every

M&A.

This is the reason why in this research we will adopt the two-phase hypothesis, which
comprehends the pre-acquisition and the post-acquisition phases. The limit between the two is
given by the deal signature, as legal proof that the transaction has occurred. The pre-acquisition
phase represents the planning stage, in which business’ strategic positioning is determined, the
objectives to be achieved by the company through the transaction are identified, tasks are
planned and the levels of compatibility between the two companies are analyzed. In this phase
target company is attentively evaluated through a due diligence and potential synergies between
the two companies are identified. Post-acquisition phase directly starts when the actual
transaction is completed, and the deal signed. In this stage the actual integration process begins,
the two companies start to cooperate, the creation of value becomes concrete and the process

of strategic capability transfer is activated. Most researchers agree to define the post-acquisition
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phase as the most delicate and problematic phase of the M&A process, as it represents the

outcome of the deal itself (Haspeslagh & Jamison, 1991; Schmidt S. , 2013; Ai, 2014).

3.2 The integration process

The integration process activated during the post-acquisition stage is the main focus of most
researchers engaging in the analysis of this delicate M&A phase. It is indeed considered as the
phase in which most variables join together, resulting in a strong impact on the new firm’s
performance. Mainstream research defines it as the process of combining two firms under two
different aspects, which are structural and socio-cultural, so it involves not only the transfer of
assets but also human interaction. In fact, inside a company we can define integration as that
process in which employees from two companies learn to work together towards a common
task, integrating their work and their business objectives at the same time. This dual aspect of
integration process was analyzed by Birkinshaw et al. (2000), who referred to them as ‘task
integration’ and ‘human integration’, defining the first as the realization of operational
synergies and the second as the integration among employees from the acquirer and the acquired
companies. It is demonstrated how the two of them must be parallel and complementary, and
must interact in the process of value creation in M&A. The ultimate objective is to simplify
resource and capability transfer and at the same time create a shared identity among people
operating in the new company. Haspeslagh and Jemison (1991) had somehow anticipated this
concept, explaining how in the process of knowledge and capability transfer the real challenge
was the creation of a right atmosphere inside the company. Bjorkman et al. later confirmed this
theory, talking about them as ‘operational integration’ and ‘social integration’, and underlined
the importance of establishing relationships among employees while creating that environment
of shared identity and common goals (Bjorkman & al., 2007). A more recent study was instead
conducted by Stahl et al., who further analyzed the role of ‘socio-cultural integration’, adding
to the previous examined sub-process the cultural dimension that, how we will see later, is
fundamental for the success of cross-border M&As (Stahl & al., 2013; Haspeslagh & Jamison,
1991; Ai, 2014).
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3.3 The relation between integration process and M&A performance

Because of the high failure rate registered in merger and acquisition deals, which has been
attested between 70 and 90 percent (Christensen & al., 2011), research has long been discussing
the factors leading to performance (or under-performance) of M&A. Traditional literature used
to attribute M&A failures to economic reasons, like the failure in the implementation of
economies of scale, the market environment changes or the mistakes in the valuation of

company'’s strategic objectives (Cartwright & al., 2012).

Even if we cannot deny the importance of these aspects, more recent studies have
demonstrated how these concrete features of M&A failure are not sufficient to explain the
problem as a whole, but they do it only partly. The research started to analyze acquisitions from
a new point of view, that is what Sarala calls ‘people dimension’. The studies focusing on this
dimension try to explain from different perspectives psychological and behavioral responses of
organizational members to acquisitions. These features can have a strong impact on business’
overall performance: negative reactions to acquisition can lead to a lack of control over
employees, threatening group values and identity, and at the same time trigger low commitment

behaviors that affect the achievement of business objectives (Sarala, 2010).

Nowadays many researchers agree to attribute M&A failure to mistakes deriving from the
integration process, and — especially talking about cross-border mergers and acquisitions — to
the impact of different socio-cultural aspects rising during the post-acquisition integration. As
said before, socio-cultural integration is given by the creation of a shared identity among
employees, who follow common norms and values. In a global environment, where people from
two different cultures get to work together, it is easy to witness to a lack of compatibility in
organizational culture derived not only from a merely linguistic problem, but also from a
misalignment in shared values. This makes it harder to transfer knowledge, develop trust among
people, and create a common identity in the new business entity. Even when efforts are made
to overcome these deep differences, the rise of what Barkema et al. (1996) call ‘double-layered
acculturation’ is difficult to avoid: cultural barriers interfere with the two firms’ mutual learning,

hindering the integration process (Stahl & al., 2013).

Following the path of the theory analyzed in the previous paragraph, it is also relevant to

examine the sub-process of operational integration (or task integration, as different studies
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report), which is consequent and directly affected by the socio-cultural integration process, and
includes the managerial decisions made during the post-acquisition phase of the M&A.
Operational integration refers to the alignment or centralization of operational functions inside
the new company, linking together the functions of the acquired firm with those of the acquirer
(Birkinshaw & al., 2000; Ai, 2014; Zollo & Singh, 2004). It is demonstrated how the high rate
of failure of M&A deals can also be attributed to an incorrect management during the post-
acquisition phase. Hence a successful leadership, sound and willing to achieve a cultural
alignment, but also prepared to establish and manage new company’s objectives on a new basis,

is the key for the acquisition success (Gomes & al., 2013).

As Birkinshaw et al. (2000) founded in their studies, “the relationship between the task
integration process and acquisition success is mediated by the level of human integration
already in place.””. This finding links together the two sub-processes of integration, making

them interdependent in order to achieve M&A success.

3.4 The integration approach

After having analyzed the integration levels on which M&A is based, it is fundamental for
this research to explain how this process is managed, since integration itself is a neutral concept
until concretely implemented. The term integration approach is referred to the strategy adopted
by the firms for achieving the post-acquisition integration, which, as we demonstrated, must be
accomplished linking together operational dimension with socio-cultural dimension. The two
dimensions need to be balanced in the most effective way, considering them both at the same

time.

The most relevant study that many researchers adopt as starting point when analyzing the
different approaches to post-merger integration is the one engaged by Haspeslagh & Jemison
(Fig.3), in which the need for strategic interdependence and the need for organizational
autonomy are combined to be the two dimensions from which four different approaches are
derived. The first dimension is referred to the level of interdependence required in order for the

two firms to achieve the expected strategic resource and capability transfer. The second one

2 Op. cit. BIRKINSHAW et al., p. 419.
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relates to the need to maintain the acquired strategic resources and capabilities after the M&A

is accomplished.

Types of Integration Approaches

Need for Strategic Interdependence

Low High
High Preservation Symbiosis
Need for
Organizational
Autonomy
Low Holding Absorption

Fig.3. Source: Haspeslagh & Jemison, 1991, p. 145.

The first approach that is derived is the absorption. It requires high levels of strategic
interdependence to create value and low level of organizational autonomy. The ultimate
objective of this approach is to delete, on the long run, any boundary between the two firms,

combining the two of them into one business.

The second approach is the preservation. It requires high level of organizational autonomy
and low level of interdependence between the firms. The primary task in this approach is to
preserve the source of acquired resources and capability, as damaging them would mean failure

for the acquisition.

The third approach is the symbiosis, defined as the most challenging for managers adopting
it. Requiring a high level of strategic interdependence and high level of organizational
autonomy, it implies the need to find a balance between key competencies absorption by the

acquirer and the operational autonomy of the acquired firm.

The fourth approach is the holding. It requires low levels of interdependence and autonomy,
basically it is not an integration. In this case the two firms share financial risk, and the acquirer

controls the acquired, which has no autonomy (Haspeslagh & Jamison, 1991; Ai, 2014).
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This study received great support among researchers, who throughout the years have enriched
it, adding a socio-cultural dimension previously not in-depth taken into account. Many
researchers have demonstrated how cultural differences, both on national and corporate
dimensions, can have positive effects, like promoting knowledge transfer or unexpected
synergies, or negative effects, like the rise of conflicts, misunderstandings and lack of
collaboration (Gomes & al., 2013; Bauer & al., 2016). Since many empirical studies lead to
different results, it is always important to remember that every M&A deal is very specific and

must be treated on its own.

As anticipated, in order to achieve expected synergies and pursuing M&A success, it is
fundamental to find the right balance between operational dimension and cultural dimension,
that is on one side the achievement of the required level of integration among business processes
while transferring resources and capabilities, and on the other side the minimization of the
problems and frictions deriving from cultural differences (Bjorkman & al., 2007; Birkinshaw
& al., 2000). The right level of integration should be pursued, since a high level of integration
could lead to a loss of autonomy of the acquired firm thus affecting resource and capability
transfer, with a consequent decline in business performance. As Ai finds out in his research,
when management team reaches a high level of operational integration for the achievement of
strategic synergies, at the same time it faces the risk of destroying socio-cultural integration, by
disrupting the routines, resources and capabilities and especially limiting the acquired firm (Ai,
2014). This concept had already been explained in the research engaged by Weber et al. who
stated that despite high levels of integration are needed in order to exploit synergies, they can
cause culture and human resources problems, thus destroying the pre-existing value of the
acquired firm. On the contrary, when synergy potential is expected to be very high, even if
cultural distance is considerable, the destruction of synergy due to this problem still makes
M&A performance successful. So the role played by synergy is fundamental: if its potential is
high enough, cultural differences can be faced without damaging business performance (Weber

&al., 2011).

The result of these studies is that in order to pursue M&A performance, all the dimensions of
operational aspect, socio-cultural aspect and synergy potential must be considered together,
because they are interrelated and all at the same time contribute to M&A performance. Only
through a holistic approach, a framework for M&A success can be built (Zhang & Stening,
2014). Moreover, as an interesting study conducted by Liu & Woywode (Light-touch
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integration of Chinese cross-border M&A: The influences of culture and absorptive capacity,
2013) shows, it must always be taken into account the right balance between all the factors
determining M&A success. Their study, based on M&A deals between China and Germany,
considers most of the dimensions we analyzed, that are synergy potential, cultural dimension
and learning prospective — a factor directly linked to the positive effects of cultural distance
with high synergy. Through this study, a particular integration approach is obtained, that is the
so-called ‘light-touch’ approach. It has his roots in Haspeslagh & Jemison’s model, and it
synthesizes the preservation approach and the symbiotic approach, due to the particular context

of Chinese cross-border M&A.

3.5 The cultural dimension: national culture and organizational culture
As demonstrated, the cultural aspect of M&A process is fundamental to understand its
performance. It follows an in-depth analysis of this heterogeneous dimension, as it will help in

the understanding of the challenges that firms must face when engaging in cross-border M&A.

There is no harmonized definition of culture in the literature, as it is a very complex and
diverse concept. It can be defined as an acquired knowledge that influences people’s way of
thinking, acting and communicating, gives shape to their values and their perception of life,
time, space, and the perception of themselves. Every person’s action, thought, feeling, is
affected by a variety of cultures and sub-cultures that permeate his life: national cultures,
religious or philosophical cultures, cultures belonging to certain social classes, political parties
and so on. Culture can affect many aspects of a business: knowledge and technology transfer,
managerial attitudes, managerial ideology. It influences the way employees think and behave.
At the same time, a business organization is an entity carrying its own culture, which is affected
by those elements belonging to the culture of the nation where the firm was founded, by the

industrial culture in which it operates and by the individual culture of senior managers.

The major study analyzing the traditional concept of culture was conducted by Geert Hofstede,
who defined it as a ‘software of the mind’ that distinguishes one group of people from another.
Every person grows up in a certain environment, from which he acquires this knowledge that

forms his mind, as a pattern of thinking, feeling and acting. This mental program, as Hofstede
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defines it, is divided into three levels (Fig. 4). The first one, shared by all human beings, is the
universal level. It is inherited and determines people’s physical and basic psychological
functioning, like emotions, attitudes and social behavior. The second level is acquired from the
environment and influenced by the culture of the group in which the individual lives, and with
whom he shares the same learning process: it includes language, religion, traditions and social
norms. It is the collective level, as it depends on the group or category a person belongs to. The
third one is the individual level: it is defined as the truly unique part of mental program, it is

personal, and it is partly inherited and partly learned (Hofstede & al., 2010; Hofstede, 2001).

Levels of mental programming

Inherited
and learned

Specific to
individual

Specific
to group
or category

CULTURE Learned

Universal HUMAN NATURE Inherited

Fig. 4. Source: Hofstede, 2010, p. 6.

The manifestation of cultural differences is described by Hofstede through a scheme that puts
together different levels of depth, depending on their level of expression (Fig.5). Symbols are
the most superficial manifestations of a culture: they can be words, gestures, pictures, objects,
flags, status symbols, dress or hairstyles, languages. Heroes are persons, real or imaginary, that
are considered as symbols from a cultural group, and that, because of certain characteristics,
are copied or taken as examples. Rituals are certain activities that characterize a group of people
and are considered socially essential: they can be religious ceremonies, but also ways of
greeting and treating other people. Inside an organization, rituals can assume a purpose of group

cohesion, or reinforcement of roles inside the company. At the core there are values: they define
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what is good and what is evil, moral or immoral, normal or abnormal. Values are broad beliefs,
norms and tendencies shared by a group of people. They are unconsciously learned and
imparted in early life. An outside observer can see the practices that link these three aspects
together, but cannot see their real meaning, which lies only in his own interpretation (Hofstede,

2001; Hofstede & al., 2010).

Different levels of culture manifestation

Fig. 5. Source: Hofstede, 2010, p. 8.

When talking about culture, we usually refer to national culture, that is the one shared by a
broad group of people in a country, made of values and beliefs. The members of each national
culture think, talk and act on the basis of their culture, which they consider as common sense.
Understanding national culture and its manifestations inside a country is a key for the
exploitation of synergies in an M&A context, especially in the integration phase. Many
anthropologists and sociologist try to define patterns in order to distinguish and classify
different cultures. This research area is wide, and it is hard to identify a mainstream theory
defining and describing the differences among cultures, as the description of a cultural

dimension can be arbitrary and analyzed by different points of view.

Two of the most supported theories are shown in this chapter.
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3.5.1 Hofstede: dimensions of national culture

Hofstede’s cultural model was made for the first time on the basis of an empirical study
conducted in 1980 by the Dutch researcher, who gathered data from two questionnaire surveys
with over 116.000 respondents from more than 70 countries in the world. The respondents all
worked in local subsidiaries of IBM. Four dimensions were initially examined: power distance,
uncertainty avoidance, individualism (versus collectivism) and masculinity (versus femininity).
Further research engaged by Hofstede in 1988 identified a fifth dimension, that is time
orientation. It was originally called Confucian Work Dynamism, that means long-term
orientation and is in contrast with the short-term orientation. Hofstede defined time orientation
as “dealing with society’s search for virtue”. In fact, this dimension rose from a study conducted
in 1988 by the psychologist Michael Harris Bond in the Chinese University of Hong Kong. It
includes all the features related to the Confucian culture, like dedication, thrift with money, the
importance of hierarchy, and the high adaptability. Hofstede first study had in fact received
critics because it focused only on individuals from Europe and America. Adding the fifth
dimension, Hofstede was able to enrich his study giving it a view that would have been less

“western”.

In 2010 the study was further developed by adding a sixth dimension: indulgence versus
restraint. This one was based on a research related to happiness around the world, and it

measures the freedom to satisfy one’s needs and desires within a society.
The final Hofstede model thus results in a six-dimension pattern, that is following explained:

- Power distance. This dimension concerns how nations deal with inequalities in the
society or inside an organization. Hofstede defines it as “the extent to which the less
powerful members of institutions and organizations within a country expect and accept
that power is distributed unequally”. Countries in which people have more tendency to
obey the orders of their superiors have high power distance. Countries in which
organization structures are flatter and decision making is decentralized, have low power
distance. In high-power-distance countries structures tend to be centralized and to have

vertical organizations where inequality among workers is promoted. On the contrary, in
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low-power-distance countries there is more equality among workers and the
organization structure tends to be horizontal. Consequently, in a low-power-distance
environment, employees are more likely to contradict their bosses, while in a high-
power-distance environment there is more dependance of subordinates on bosses.
Mexico, India, China are countries where power distance is higher, while Great Britain,
Austria, Switzerland register a lower power distance.

Uncertainty avoidance. This dimension is defined as “the extent to which people feel
threatened by ambiguous or unknown situations and have created beliefs and institutions
that try to avoid these”. Countries where people do not usually prefer uncertainty tend
to have a higher need for security and strong beliefs in experts’ knowledge. People from
these countries usually have more written rules, tend to predict future, managers are less
risk taking and employees are less ambitious. Cultures with lower uncertainty avoidance
on the contrary are more willing to accept the risks associated with the unknown. They
have fewer written rules, managers are more risk taking, there is high labor turnover and
employees are more ambitious and tend to assume responsibility of their own actions.
Countries like Japan, France, Russia have higher index of uncertainty avoidance.
Sweden, Great Britain, China have the lowest index.

Individualism versus collectivism. In this dimension, individualism is defined as “the
tendency of people to look after themselves and their immediate family only” and ties
among people in the society are loose; collectivism by contrary is “the tendency of
people to belong to strong groups or collectives and look after each other in exchange
of loyalty”. Hofstede found that poorer countries tended to be more collectivists, while
wealthy countries had a higher individualistic index. The first group tend to have more
individual initiative and promotion based on market values. The second group has less
tendency to take initiative individually, while promotions are based on seniority rather
than on merit. Higher index of individualism were registered in countries like Great
Britain, United States, Netherlands; more collectivist countries were by contrary South
American countries, Pakistan, China.

Masculinity versus femininity. In this dimension, masculinity is defined as the
tendency among some cultures to clearly define and differentiate gender roles: men
must be tough and take decisions, they are focused on material success, while women

are more modest, tender, caring of others and concerned with quality of life. Femininity
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is on the contrary the tendency to see the gender roles as overlapped: both men and
women are modest, cooperative, focused on quality of life. In more masculine countries,
more importance is conferred to earnings, success and challenge. Achievement is
measured in term of recognition and wealth, while workplaces tend to be more stressful
as higher performance is encouraged. By contrary in more feminine countries (where
masculinity index is lower), greater importance is given to cooperation and security, the
creation of a friendly atmosphere in the workplace. People are encouraged to work in
group, they have more freedom, workplace is characterized by low stress and managers
tend to encourage employees. Higher masculinity index countries are Japan, Austria,
Slovakia. Higher femininity index countries are Scandinavian countries, Thailand,
Costa Rica.

Time orientation. This dimension measures the tendency of people from different
countries to be more oriented towards long-term objectives or towards short-term
objectives. Long-term oriented societies are more focused on future, they are more
adaptable when conditions change, they tend to save and invest for the future, so they
focus on results achievable on the long-term. People are persistent, thrifty with money
and highly adaptable to unexpected circumstances. Short-term oriented cultures are
more focused on the past and present, they are not oriented towards the future, are
respectful of tradition and focus on achieving quick results. People are more oriented
towards stability, consider good and evil as absolute values. Long-term orientation is
particularly exhibited by Asian countries, like China, South Korea, but also Germany
and Switzerland. On the contrary, short-term orientation is a characteristic of countries
like United States, Egypt and Australia.

Indulgence versus restraint. This dimension is based on a research relative to
happiness around the world, engaged by Hofstede with the contribution of Michael
Minkov. It measures the freedom to satisfy one’s needs and desires within a society.
Indulgent societies encourage the gratification of natural human needs, they tend to live
in the moment, express happiness freely, view themselves a being in control of their
own destiny. Restrained cultures tend to regulate and control their behavior, abiding by
social norms, they participate in fewer activities, express less happiness and feel like
they are not able to control their destiny. Low restraint index countries are United States,

Sweden and most European and South American countries. High restraint index
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countries are Egypt, China and most Eastern European countries (Hofstede & al.,

Cultures and Organizations: software of the mind, 2010).

In the understanding of the difference among countries and of the multi-cultural environments,
Hofstede dimensions are extremely useful. The model can be used in the depiction of
similarities between countries and the identification of common values and way of thinking, or
also they can be integrated in two-dimensional plots, thus helping in the illustration of the
complexity of understanding culture’s effect on people’s behavior. For example, it is deductible
how developed countries like United States, Australia, Canada, Denmark, tend to be more
individualistic, while underdeveloped or newly industrialized countries like Colombia, Hong

Kong, Singapore, have a more collectivistic approach.

Hofstede model is still supported by many researchers, who expanded it and developed more

projects on its basis.

3.5.2 Trompenaars: an expanded model

The Dutch researcher Fons Trompenaars published an expanded study based on the research
of Hofstede in 1994. His research, based on questionnaire surveys administered to over 15.000
managers from 28 countries, was built on sociological studies on value orientation and
relational orientation by Talcott Parsons. Trompenaars derived from this research five
relationship orientations, defining the way in which people usually deal with each other, plus
two other orientations measuring how they deal with time and environment. These orientations
are similar to Hofstede’s cultural dimensions, helping explain cultural differences and their
application in management studies. The seven orientations are: universalism vs. particularism;
individualism vs. communitarianism; neutral vs. emotional; specific vs. diffuse; achievement

vs. ascription; time; environment.

- Universalism vs. particularism. Universalism is the tendency to look at ideas and
practices as applicable to every situation without modifications, while particularism is
the tendency to consider their applicability as depending on circumstances. Cultures
with high universalism have the tendency to rely on the use of norms and rules, that are

strictly abided by. Even when signing a business contract, they tend to closely adhere
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to it. On the contrary, particularistic cultures rely more on relationships and trust than
on formal rules. When signing a contract, clauses are often modified, as people change
the way of deals execution as long as they get to know each other better. Findings
demonstrated that countries like United States, Switzerland and Germany were among
those with the highest index of universalism, while China, Venezuela and Soviet Union
were more oriented towards a particularistic approach. Trompenaars states that when
people from particularist cultures work in universalist environments, they should expect
rational and professional behaviors, while people from universalist cultures working in
particularist environments should be prepared to face attitudes aiming to get to know
each other better and that are more personal.

Individualism vs. communitarianism. These two orientations have the basic same
meaning of the dimensions founded by Hofstede, with the only difference that what
Hofstede calls collectivism is called communitarianism by Trompenaars. Individualism
is defined in this research as people’s tendency to perceive themselves as individuals,
while communitarianism refers to people that tend to see themselves as part of a group.
In cultures with high individualism people are more willing to assume their own
responsibility and achieve things alone, while in communitarianism cultures decisions
are typically shared, and so is responsibility, while achievements are jointly obtained.
The countries that showed the highest index of individualism in Trompenaars studies
are United States, Sweden, United Kingdom, while communitarianism index was higher
in countries like Thailand, Japan and also China. When people from individualist
cultures work with communitarian people, they should be patient in the group decision
making, and focus more on building trust relationships. On the other side, when people
from communitarian cultures get to deal with individualistic cultures, they should be
prepared to take decisions quickly and take responsibilities.

Neutral vs. emotional. This dimension deals with cultural orientation in relation to
emotional expression. A culture is defined neutral when people tend to hold their
emotions in check, while it is emotional when there is the tendency to express emotions
naturally. Japan, United Kingdom and Austria are classified as the most neutral, while
Mexico, China and Switzerland are the most emotional. Trompenaars states that when
people from emotional cultures get to deal with people from neutral cultures should

understand that the lack of emotion that they perceive from the counterpart is not a lack
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of interest, but they are just not used to show their feelings openly. On the other side,
when people from neutral cultures deal with people from emotional cultures should try
to respond warmly to the counterpart showing affection.

Specific vs. diffuse. This dimension deals with individuals’ idea of public and private
space in relation to other people. In a specific culture, individuals have large public
space that is accessible to any other people and a small private space which is guarded
and shared only with relatives and close friends. In a diffuse culture public space and
private space are almost the same, so public space is guarded carefully, as soon as
getting inside the public space means getting in the private one as well. In specific
cultures, people are often invited into one’s public space: they tend to be open and
outgoing, and usually separate clearly work and private life. By contrary, diffuse
cultures show the tendency to avoid inviting quickly people in their public space, since
once they are in, they can easily get into the private space: they are usually indirect and
introverted and tend to link together work and private life. Countries that show a specific
orientation are Austria, Switzerland and United Kingdom, while China, Sweden and
Spain show a more diffuse orientation. Trompenaars states that when people from
specific cultures do business in diffuse cultures, they should pay respect to a person’s
title and age, and be patient when people are indirect. By contrary, people from diffuse
cultures doing business in specific cultures should try to be efficient and avoid using
their titles when unnecessary.

Achievement vs. ascription. This dimension deals with a culture’s tendency in the
attribution of a certain status to people. In an achievement culture people are granted
status based on their merit in the performance of certain functions, so high status is
given to high achievers. In an ascription culture status attribution depends on who and
what a person is, so status is granted according to age, gender or social connections. In
Trompenaars model, achievement cultures are Austria, United States and Switzerland,
while China, Indonesia and Venezuela are ascription cultures. He suggests that when
people from achievement cultures get to work in ascription environments, they should
pay respect to older or senior position holders and observe their status and influence.
On the other side, when individuals from ascription environment get to work in
achievement environments, they should pay respect to knowledgeable people and

convince the group of his own knowledge and proficiency.
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- Time. The concept of time can be analyzed from two different aspects. One deals with
the approaches in relation to time, that can be sequential or synchronous. Sequential
orientation is typical of those cultures where people do only one activity at a time. They
have the preference to follow certain plans and agenda, trying not to deviate from them.
In synchronous cultures people tend to do more things at the same time, they are
generally more flexible with their schedules. A culture in which people tend to have a
sequential time is United States, while France and Mexico are more synchronous
cultures. The other aspect deals with time orientation, that is whether people are more
past- or present-oriented, or more future-oriented. United States, Germany and Italy are
more focused on future, while France and Belgium consider all the three time periods
as important. When doing business in future-oriented cultures, it is recommended to
always highlight the scope and the deadlines of the objectives. On the contrary, when
working in past- or present-oriented cultures, managers should always highlight the
tradition of the culture, explain the functions that need to be implemented without fixing
deadlines.

- Environment. In the dimension Trompenaars examines the way in which cultures deal
with the environment, outlining two orientations that are inner-directed and outer-
oriented. The first one is defined as the tendency to control the outcomes and have a
dominant attitude over the environment, while the second one is the tendency to let
things take their own course and believe to be controlled by the environment. United
States, Switzerland and Australia are the countries that show a more dominant attitude
towards the environment, while China and other Asian countries tend to have a more
flexible attitude towards the environment and to follow the flow of things. Trompenaars
suggests that when dealing with people that tend to dominate the environment, it is
important to be determined and test counterpart’s resilience; on the other side, when
dealing with people that tend to let things take their natural course, it is important to be

persistent and maintain a good relationship (Luthans & Doh, 2016).

Trompenaars’ research is very useful in international management studies, as it not only offers
a more detailed model of cultural dimension, but it also provides practical guidelines for those

engaging into international business.
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3.5.3 Organizational culture

The most relevant research focusing on organizational culture was engaged in 1985 by Edgar
H. Schein. He defined organizational culture as a “learned product of group experience” that is
found in a defined and stable social unit, where the individuals shared a number of important
experiences in solving internal and external problems, and these experiences have led them to
develop over the time a common view of the world around them. In few words, individuals of
a certain group or organization sharing a significant history, develop their own organizational
culture, like a sub-culture of the nation in which the organization is settled, or whose individuals
belong to. As the culture of the nation in which an organization is founded affects the
organization functioning, so the organizational culture does, shaping the values and the
assumptions, the philosophy, the rules and norms, and the behavioral patterns that are formed
inside a company. Organizational culture on one hand facilitates the adjustment to the
environment in which the company operates, on the other hand becomes a social bond
connecting together the individuals operating in that company and creating a sense of continuity

over the time (Schein, 1985).

Organizational culture is made of three elements, which can be seen as three levels of culture

expression inside a group:

- Artifacts. This is the most visible level of culture, that is constituted by physical and
social environment, like the physical space of a workplace, the language of the group
and individuals’ behavior patterns, rituals and ceremonies shared by individuals
belonging to a certain group.

- Values. This level determines how an individual sees the reality and deals with it, how
he reacts to circumstances and problems. When in a group, values serve the function of
norm or moral guide, leading the members in their choices. In this case, values are
conscious and explicitly stated by leaders, who want them to guide organization’s
decisions and actions. This kind of values, known as espoused values, do not define
organizational culture, because they are just ideal values that leaders desire and long to.
Organizational culture rather consist of enacted values, that are those values leaders and

employees truly rely on to guide decisions and behaviors.
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Assumptions. This level is a deeper one, as it defines — according to some experts — the
real essence of organizational culture. Assumptions are nonconscious, taken-for-granted.
They are perceptions, or ideal patterns of behavior that are considered to be the correct
way to think and act when facing environmental situations. They are like unwritten rules
and cannot be questioned. These elements are observable factors, as they are
nonconscious, and only analyzing people’s decisions and way of acting they can rise to

surface (Schein, 1985; Luthans & Doh, 2016).

In order to understand how different organizational cultures can meet common features when

merging, or can be a cause of incompatibility, some studies focused on identifying different

types of organizational culture. A relevant study was conducted by Robert E. Quinn and Kim

S. Cameron from University of Michigan. They developed a model synthesized in the OCAI

(Organizational Culture Assessment Instrument), a survey-based instrument used to assess the

culture of employees around the world. This model defines four different types of

organizational culture:

The Hierarchy culture. Based on a rigid structure, with a stable environment and
integrated functions, this kind of culture is characterized by a strict control of leaders
over employees, with a rigid standardization of rules and decision-making process.
Work environment is formal, and long-term objectives are based on the maintenance of
stability, predictability, control and efficiency. This structure is typical of large
companies and conglomerates, like multinational enterprises.

The Market culture. This kind of culture is based on the dynamics of competition, just
as it happens in a market environment, and on the achievement of concrete results. In
this kind of organizational culture external environment is more important than internal
affairs, while internal control in maintained through economic market mechanisms, like
monetary exchange, sales and contracts. Competitiveness, profitability and productivity
are the major focus of this kind of organization.

The Clan culture. This kind of culture is based on collaboration among employees, who
share values and goals, and see themselves as part of a big family. Main values of clan-
type firms are teamwork, employees’ involvement, commitment and consensus. In these
firms, it is important to build relationships with employees and as well as with customers,

while the team accomplishment is more important than individual accomplishment.
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The Adhocracy culture. This kind of culture emerged with the development of
information in twenty-first century. Based on energy and creativity, this culture is better
aligned with the tendencies and the needs of a fast-paced environment. Employees are
encouraged to take risks and be dynamic. Fundamental values of this culture are
adaptability, flexibility and creativity. This kind of culture is usually found in companies

operating in information systems, software development and aerospace (Cameron &

Quinn, 2006).
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CHAPTER FOUR - CROSS-CASE ANALYSIS

4.1 Media opinions between China and Western countries

Western media perception of China’s international expansion is generally quite negative and
remarkably in contrast with the image Chinese actually have of their own country. One of the
principal factors contributing to this difference in observers’ opinion is the role played by the
Chinese government. Contrasts regarding China’s political system, whose ideologies are
contrary to most of Western countries, have long been and still are motives of vivid debates.
These contrasts emerge from media and inevitably affect public opinion, resulting in a certain
impact on international management. The active role of the Chinese government in supporting
and encouraging Chinese firms’ outbound acquisitions is seen with suspicion and criticism by
Western countries, and Geely’s takeover of Volvo in 2010, which will be the first case analyzed
in this chapter, represents a striking example of this trend. The principal reason is Western
developed countries’ concern for a Chinese acquisition of advanced technologies. This is the
major driver for European countries — and most of all United States — increasing protectionist

policies aimed at avoiding Chinese high-tech takeovers.

“Until recently, Europe has neither been or has been particularly protectionist. But lately the tone of
several European countries has changed slightly. It expresses a growing concern that China is buying

up everything.” (Karlsson, 2016)

One example is the protectionist action jointly made by Germany, France and Italy in
February 2017, aimed to obtain from Brussels the right to decline Chinese investments in
Europe’s most sensitive industries (Chazan, 2017; Fang & Chimenson, 2017). This move is
directly correlated to the previous year’s acquisition of the German Kuka by the Chinese Midea,
which is examined later in this chapter. Another factor involving Chinese government is the
problem of the strict control over foreign investments in mainland China. The many restrictions
foreign firms investing in China have to meet, together with an overall discrimination in the
access to China markets, are considered as a limit that Chinese firms investing abroad on the

contrary do not have (Huang Y. C., 2017).
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Another factor dominating media opinions is the concern about safety and quality. As China
was renowned as the “world’s workshop”, being the major industry of various tools, clothes
and basic electronics, it was also associated with low quality and low price. This reputation
made Chinese products become synonymous of poor quality and reliability. Year after year,
Chinese industry — with the encouragement of the government — started to shift towards major
fields, like automotive and high-tech. Consequently, numerous challenges had — and still have

— to be faced by Chinese firms in the areas of safety and quality (Wang & Young, 2015).

A strict difference in opinions is observed between developed countries and developing
countries, respectively showing a more negative image and a more positive one. As
demonstrated in the research conducted by Fang & Chimenson (2017), China did not succeed
in gaining developed countries’ trust despite the investments made in soft power, while it met
a more favorable response from developing countries, where the Chinese investments were on
the contrary welcomed. It has been discussed how China might have failed in its conception of
soft power, made of a “top-down, State-centered image management”, that is not aligned with
the idea Western developed countries have of soft power. Moreover, a relevant factor is
constituted by the job loss versus lob creation ratio and the country development model: while
in developed countries there is a negative perception of job losses caused by Chinese
investments, in developing countries the same factor is seen more positively, as long as African,
South American and some Asian countries are suppliers to Chinese economy and receive strong
benefits for their own economy. Furthermore, from a political point of view, Western countries
disapprove the censorship of Chinese media as well as corruption and lack of freedom, while
developing countries see Chinese development model led by the State as a possible way of

national development (Fang & Chimenson, 2017; Creemers, 2015).

4.2 Case study 1: Geely’s acquisition of Volvo

Volvo’s acquisition by the Chinese Geely in 2010 was the first largest overseas acquisition
by a Chinese company and the first Chinese acquisition of a premium European brand. The
international relevance of this takeover has attracted the attentions of worldwide medias and
researchers. The big differences between the two companies in many aspects, from brand and
product specification to culture and language, were in fact seen as unpassable barriers and such

an acquisition was so considered as one of the many acquisitions destined for failure. On the
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other hand, a widespread skepticism and aversion of developed economies to Chinese
government encouraging the acquisition of foreign brands and technology, added a major

negative tone to media’s opinions.

The Sweden Volvo had been facing a period of big loss and trouble, from both sales and
financial points of view: the company had been losing money for four years in a row, registering
its biggest loss of $1.5 billion in 2008 (Wang L. , 2011; Fang & Chimenson, 2017). Ford, that
had acquired Volvo in 1999 for $6.4 billion, was forced to sell it for just $1.8 billion, about a
quarter of what they had paid for it. Despite the initial pessimism risen from Swedish media,

after eight years the company is now going through a period of increasing success.

“[...]Today’s Volvo is a far cry from the Volvo of a decade ago, when it was losing money, selling
fewer cars by the year, and watching its talent for design and engineering get watered down by then-

owner Ford Motor Co.” (Gruley & Butters, 2018)

In fact, despite an initial turmoil, the acquisition revealed itself to be a successful one: Geely’s
strategy of leaving Volvo Cars in complete organizational independence, with an
unprecedented free access to capital and a continuous investment in research and development,
has proven to be effective. In only eight years, Volvo has built four new manufacturing plants,
three in China (Chengdu, Daqing, Luqiao) and one in the United States (Berkeley, South
Carolina), which were strategic complements of the already existing two in Sweden and
Belgium. Through the expansion of its manufacture in China and United States, Volvo has
expanded its home market while securing a second home market in China, where Geely
automatically gave it a lift, and at the same time enlarged its pole of international expansion
into the United States. This reinforced Volvo’s international positioning, by establishing local
production and reducing costs. As a result of this strategy, record sales were registered for the
company: from 2010 to 2017, Volvo Cars sales increased by 66 percent, from 373.525 to
571.577 vehicles sold yearly (Fig.6). Looking at the image, we can notice a decrease, or a phase
of uncertainty, in the sales of 2012. It has been explained that the 2012 figure was actually
distorted, because of some dealer incentives which reported in 2011 sales that actually occurred
in 2012. Volvo declared that in 2012 sales rose rather than falling, successively changing its

dealer incentive program. (Waldmeir, 2013)
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VOLVO CARS PERFORMANCE:
GLOBAL SALES (NUMBER OF CARS)
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Fig. 6. Source: (Fang & Chimenson, 2017), Volvo Car’s annual reports (volvocars.com)

Only in the first quarter of 2018, sales increased by 14 percent and the sale objective for the
next years is fixed to 800.000 vehicles sold. Even satisfaction rate among customers reached

its highest peak ever in Volvo’s history, with an 84 percent rate (Wang & Young, 2015).

On its side, Geely saw a proportionate increase of its own sales and earnings in China and
abroad: after this acquisition, Geely gained not only the technology and knowledge of the
worldwide brand, but also its distribution channel, thus securing for itself a significant rise in
market share (Daguo Pinpai Yang Chengji, 2018) and the possibility to operate in a secure
financial environment on the long run (Balcet, Wang, & Richet, 2017). Before the acquisition
of Volvo, Geely sold 330.000 cars a year, very close to the number of vehicles that the near-
dead Volvo used to sell in that period. In 2016, Geely sold 1.3 million vehicles globally (Schmitt,
2017).

“Geely plans its next phase of expansion as it aims to become China’s first automaker to market its own
brand [...] in developed markets, beginning with Europe and the United States. Entering major markets
with an unknown Chinese brand is an expensive risk, analysts say, but investors are unperturbed:

Geely’s share price has trebled over the past 12 months.” (Spring & Shirouzu, 2017)
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4.2.1 Geely’s acquisition strategy: Integration management

“Shortly after Geely founder Li Shufu acquired Volvo Car Corp. in 2010, he pledged to maintain
Volvo's independence so that the Swedish brand's image would not be tarnished. But in private, he soon
started pushing Volvo and Geely to work together. Six years later, Li finally has revealed his plan to
build a global business empire on the foundation of the two car companies. And the key to that plan is

the integration of Volvo and Geely.” (Yang, 2016)

The approach leading to the success of Volvo’s takeover by Geely is what in Chinese is called

“FED AN (chong fen fang quan)”, a “full liberalization”, that results into the high level of

independence that the acquirer gave to the Swedish firm, as opposed to the lack of freedom
experienced under the former-owner Ford (Daguo Pinpai Yang Chengji, 2018). The
maintenance of acquired firm’s independence also comes from the need to make Volvo more
efficient and quicker in business operations. Granting full responsibility to Volvo’s
headquarters, the choices for return in investment, future projects and business operational

activities inside the company are expected to be more profitable (Norderyd & Nolgren, 2015).

Li Shufu stated that only by keeping the two companies separated (“Geely is Geely, Volvo is
Volvo”) and giving more freedom to the acquired firm, it would have been possible to integrate

them in the long-term, following a step-by-step method.

“Volvo will be run by Volvo management. We are determined to preserve the distinct identity of the

Volvo brand, Mr. Li said at a news conference in Goteborg, Sweden.” (Bradsher, 2010)

This kind of approach reflects the Chinese philosophical concept of 7& T 3a (wu wei er zhi),

which means to govern by noninterference, giving complete liberty and keeping regulation to
a minimum (Daguo Pinpai Yang Chengji, 2018). This strategy of not mixing the two brands
was explained by the fact that the two of them were operating in different segments: Geely was
operating in a low-medium segment in China, while Volvo targeted the premium segment

(Norderyd & Nolgren, 2015).

But on the other hand, while stating the importance of maintaining the acquired firm’s
independence, Geely and Volvo started to work together and concretely cooperate, gradually
implementing a precise integration plan. This plan was characterized by a three-step process.
The first step was, in 2013, the creation of a joint R&D center in Gothenburg: the China-Europe
Vehicle Technology AB (CEVT) for the development of compact cars — which also resulted

into the creation of a new premium brand, Lynk & CO. The new brand was launched for both
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Western and Chinese market and positioned itself on a higher level over Geely, but on a lower
level below Volvo. In China, Lynk was going to be sold at a higher price, in order to align it to
foreign prices. “Lynk’s first vehicle, a compact SUV, garnered 6,000 online orders in China in

less than three minutes last November [2017]” (Gruley & Butters, 2018).

In the new development center, a brand-new platform was created, the Compact Modular
Architecture (CMA). Its creation brought to Geely the opportunity to increase its market share,
with the possibility to exploit the new platform in both firms. Furthermore, this new platform
is intended to reduce costs and make more acceptable margins on small size cars (Sharman,
2015). The new research and development center will be exploited in many different areas,
starting from engines and transmissions, and then engaging into more advanced researches
based on high-tech, like connectivity and self-driving cars, which are markets with strong
growth potential. The sharing of technology between the two firms will always be the basis of

the joint R&D process, in order to reach a technology alignment (Balcet, Wang, & Richet, 2017).

In the near future, Li Shufu’s project will concern more areas. The second step is the joint
production of vehicles, firstly in China and then outside China, starting from 2019. Outside
China, Lynk’s vehicles production will occur in Volvo’s assembly plants as a first step. Third
step of integration will be on the sales level, in the dealership: Volvo and Lynk will share spare
parts, service and repairs, before Lynk launching its own distribution network in Europe and
USA. This three-step integration of Geely and Volvo, with the creation of a third brand
positioned in between, is intended to cut costs, boost Geely and Lynk’s market inside and
outside China with the help of Volvo, and re-launch Volvo’s sales after its financial decline

with Ford (Yang, 2016).

This kind of approach is what Haspeslagh & Jemison’s (1991) studies identified as
preservation approach, characterized by high levels of organizational autonomy and low levels
of interdependence between the firms, as reported in the previous chapter (Chap. 3.4). In fact,
according to managers interviewed in the studies conducted by Norderyd & Nolgren (From
captivity to emancipation: a case study of the effects on the acquired firm’s strategic core
competence from different post-acquisition integration approaches, 2015), the only mechanism
leading to a joint technology and resources development and exploitation is the project CEVT.
Managers see Volvo as a company that operates alone, in total freedom and self-responsibility.

In support of the empirical study conducted by Zaheer A. & al. in the publication “Synergy
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sources, target autonomy and integration in acquisitions” (2013), the low level of integration
revealed itself to be a successful choice: it is in fact demonstrated how between merging firms
it must be pursued the right level of integration, which should be appropriate and aligned with
the needs of the acquirer and the acquired. Value creation after the acquisition would have been
undermined if the integration between Volvo and Geely had reached higher levels, as resource
and capability transfer would have been damaged, in the attempt to control the new company.
Moreover, if integration levels were too high, the cultural differences between the two business
entities would have become an obstacle, leading to M&A failure. The approach was in fact
welcomed by Volvo’s managers, as they perceived it as innovative for the company, after the
strict control previously operated by Ford. It is stated that Volvo employees have no direct
contact with Geely’s employees, as they are not allowed to communicate because of intellectual
property rights complications, thus reducing to a minimum cultural barrier. People only interact
through a monitored platform, where communication is formal. Only on a higher level the
integration becomes more evident, because contacts between managers are necessary. Despite
this, since the two companies operate in different segments, only few projects can be shared

between them, still resulting in a generally limited interaction.

The “loose approach” described by Norderyd & Nolgren (2015) supports the research
conducted by Liu & Woywode (2013), which we cited in the previous chapter (Chap. 3.4), and
Cogman & Tan (2010). The “light touch approach” again demonstrates how emerging markets
like China that operate in Western markets, adopt an attitude of non-interference with the
acquired firm, preserving its autonomy and decision making. Even in the supervisory board,
Chinese counterpart is defined as “passive”, as they do not try to influence other or take

decisions. They rather tend to give advice and be more collaborative (Liu & Woywode, 2013).

This kind of attitude has demonstrated how Chinese firms tend to focus on learning and
knowledge transfer with a long-term orientation, rather than making effort to exploit synergies

on the short run.

The success of the Chinese approach is reflected in the change of opinion and in the trust
gained by Geely inside Volvo through these years. Because of cultural distance and differences
in institutional and economic environments between the merging firms, many concerns afflicted
Volvo. Worries about potential hidden intentions behind the acquisition were concerned with

the access granted to advanced know-how and intellectual property (Knoerich, 2010), which
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are common concerns when engaging in M&A and usually worsened every time a Chinese
company acquires a Western brand — a trend which is progressively rising in the last years. In
this case, the acquisition of a world-renowned brand like Volvo became the symbol of these
concerns, making Western countries year-by-year more suspicious about Chinese economic

and technological rise.

But the step-by-step integration attitude adopted by Geely, characterized by a slow and
attentive pace, is gradually leading to the creation of a mutual awareness between the two firms,
which is generating a welcoming attitude by the acquired firm. Mutual learning is becoming
source of a slow but effective synergy realization and value creation in the post-acquisition
integration process, gradually facilitating capability transfer between the two firms. The long-
term orientation of the Chinese acquirer and the independence it gave to the acquired firm,
created a positive atmosphere inside the acquired company. When in 2013 Geely started the
joint project of research and development of CEVT, this perception was even consolidated,
because it brought innovation inside Volvo and confirmed that Geely’s strategy aimed at
investing in new facilities which brought many benefits to Volvo itself. A boost in trust towards
Geely and self-confidence of Volvo created a positive equilibrium between the two parts

(Norderyd & Nolgren, 2015).

All the studies previously cited in support of this thesis (Norderyd & Nolgren, 2015;
Knoerich, 2010; Liu & Woywode, 2013; Cogman & Tan, 2010), agree in the consideration that
emerging markets like China are not familiar enough with international business context and
they often lack of the experience and the capabilities to face these environments; as a
consequence of this inexperience, they are somehow limited by their knowledge of the market
and they cannot adopt other strategies but the one of the loose approach. Geely’s choice to not
interfere in Volvo’s operations, to maintain a low level of control over them, and to grant total
freedom to Volvo, confirms the overall trend observed in many Chinese outbound acquisitions

(cfr. Knoerich, 2010).
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4.2.2 Observers’ interpretation between China and Western countries
Geely’s acquisition of Volvo has been discussed in many different ways throughout the years.
Different observers have interpreted the same phenomenon from various points of view, and

opinions have changed deeply throughout the time.

The objective of this section is to analyze how much these opinions are differentiated between
China and Western countries and whether common points of view can be found between the
two cultural contexts. Moreover, we will analyze the change of these opinions through the years,
in order to compare the interpretation of the M&A phenomenon with the performance of the

M&A itself.

As explained previously in the paragraph 4.1, it has been observed how the negative media
coverage about China mostly comes from the criticism pointed toward the Chinese government,
which maintains a predominant role of control over Chinese firms, thus becoming an active
player in their internationalization decisions. As part of its “Made in China 2025 restructuring
plan, Chinese government is encouraging and directing acquisitions in Europe, in order to
replace foreign technology with Chinese technology and strengthen East Asian country’s
position as a superpower in the manufacturing industry. It has been in fact registered by the
German Merics that only in 2016 the 70 percent of Chinese investments in the EU came from

state-owned companies (Karlsson, 2016).

The case of Jeely-Volvo has been part of this debate, and in the first period of the acquisition
has received fierce criticism, especially from Swedish media. In the study conducted by Fang
& Chimenson (2017), 366 articles about the Chinese takeover of Volvo were analyzed. All of
them were published in the Swedish media between 2008 and 2013, since the first
announcement of Volvo’s acquisition by Geely. This period is what the two researchers identify
as the “negative phase”, that is the limited period of time in which Western medias, and
particularly Swedish media, sharply criticized Geely’s acquisition of Volvo. In this range of
time, from the pre-acquisition to the post-acquisition, different opinions were observed. In the
first phase, the Chinese acquisition was depicted as extremely negative, a sort of ultimate defeat
of the Swedish firm. The acquisition by a Chinese brand was seen as a danger, the collapse of
the Swedish brand was forecasted, along with the loss of advanced technology in the automotive
industry. First of all, it emerged a fierce sentiment of distrust towards the Chinese government

(Fang & Chimenson, 2017):
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“Chinese government supports the purchase of Volvo Cars, and Geely will forward Volvo's findings to
other car industry in China. The Chinese state is under China's Communist Party's leadership. It is the

[Chinese] state that will control Volvo future fate if Geely buys Volvo” (Palmstierna & Dreyer, 2009)
Further concerns were linked to the acquisition of technology, even defined as a “theft”:

“China is a dangerous country. Lars Holmqvist, CEO of the European suppliers’ organization CLEPA
[European Association of Automobile Suppliers, n.d.r.], warns Swedish suppliers who follow Volvo
Cars to China. “The risk is big for technology theft and a Chinese company takes over the customers,”

he says.” (Larsson, 2010; Fang & Chimenson, 2017)

Another analyst claimed that Geely was intended to steal certain core capabilities from Volvo

Cars, in particular LED lamps, new fuel-efficient engines and the latest safety technology.

“Geely is owned by a private consortium, but if it turns out that it is the Chinese state that is behind,
CLEPA will advise his members to be cautious about the technology transfer. If it turns out that it is
the Chinese state that is behind it in order to acquire technology for the Chinese car industry. Then we

have to be cautious about how we act with quotes and specifications” (Jacobsen, 2009)

“The subcontractors are skeptical of all Chinese owners. They are afraid of illegal copies of their latest

technology” (Gripenberg, 2009)

Analysts claimed that Swedish technology would have “disappeared to the Chinese
Communists” and major losses were forecasted for subcontractors in Sweden (Fang T. , 2017).
In few words, a main concern that rose in Geely-Volvo pre-acquisition phase was linked to
risks of Chinese plagiarism of Volvo technology, that could be passed to other Chinese
automotive brands. As Lars Holmqvist stated, it would have been rather acceptable to sell the

new technology to competitors like Audi, BMW and Mercedes (Ornborg, 2010).

“There is a fear that Volvo will be dismantled in Gothenburg [after] the Chinese take over [...]. The
engineer’s union at Volvo Cars took the initiative for the Swedish consortium, which at the last moment
entered the bidding. They don’t believe in Geely. All the Chinese manufacturers have poor reputation
among subcontractors, because they steal and copy patents and because they dump subcontractors
ruthlessly. Geely is among the worst, says a union’s representative.” (Collins, 2009; Fang & Chimenson,

2017)

Worries and concerns were expressed on a large scale by Swedish medias, but also by

executives and trade unions. It is reported that rising concerns also regarded the fear of loss in
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competitiveness and the loss of jobs in Sweden. A 2009 article by Flood cited in Fang &
Chimenson study (2017) and retrieved from Svenska Dagbladet reports:

“We are worried that our subcontractors will stop supplying the latest technology to us and the
consequence will become that our cars will not be competitive anymore and the jobs move out from

Sweden, says Magnus Sundemo, Chairman of the Swedish Engineers at Volvo Cars”
And again:

“Volvo sold to China: the jobs are saved — now Sweden is going to manufacture Chinese low-cost cars.”

(Collins, 2009)

But also outside of Sweden many observers expressed skepticism and concern about the
acquisition. Major worries were once again related to Volvo’s integrity, doubts about Geely’s
capability to manage such a big firm. Many of these opinions came from business consulting

groups or M&A advisory groups.

A partner at InterChina Consulting, an advisory firm based in Shanghai, defines the
acquisition as a “gamble” and listed several reasons why Geely’s acquisition of Volvo Cars

could not be a successful one:

“Geely lacks the management skills to integrate a large company like Volvo. [...] [Geely] lacks global
exposure. [...] There are few production or marketing-related synergies. While Geely, a low-cost, low-
end producer, will gain access to a premium brand and sophisticated technologies, it isn’t clear what it
brings to Volvo. [...] The two have different platforms and quality standards. Managing becomes

complicated because of differences in perspectives and hierarchical decision-making.” (Morcillo, 2010)
Other analysts expressed the same doubts and distrust toward the Chinese brand:

"The biggest concern is whether Geely can manage such a premium global brand," John Zeng, a
Shanghai-based analyst at IHS Global Insight, told AFP. "If Geely wants to keep Volvo's brand
independence and integrity, then it had better not get too involved with its operation - especially not to

mix the brand of Geely with Volvo. Geely is targeted at low-end customers.

[...]

Volvo has been in the red for years, said Zeng. Whether Geely can alter its deficit situation remains the

key question." (Jackson, 2009)
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On the other hand, anyway, there were also positive opinions in the first stage of the

acquisition.

“There have been several similar attempts at deals since the global recession knocked the stuffing out
of the world's car industry (see box). But none have gone ahead. [...] No such fate awaits Volvo. Geely
says the company will continue to be operated separately [...] and to keep on its management team.”

(Arnott, 2010)

“It is good for humankind that Volvo has a Chinese owner. Through Geely's purchase of Volvo Cars,
the world's most populous country will own the world's probably safest car brand. [...] Volvo can be

even more innovative under Chinese ownership.” (Fang T. , 2010)

As a matter of fact, and how it is widely known, the acquisition resulted in a very successful
one, making Volvo profits rise as they never did in the past: in 2015, 2016 and 2017, Volvo's
profits were 5 billion, 10 billion and SEK 14 billion respectively. In the first half of 2018, even
if the exchange rate changed to cause a loss of 2 billion, Volvo's profit in the first half was SEK
78 billion (21 Shiji Jingji Baodao, 2018). The Swedish brand’s position in its own target market
was reinforced and came back to compete with the other premium European brands in the
luxury target. The continuous investments in R&D, the development of the two innovative
platforms, CMA (Compact Modular Architecture) and SPA (Scalable Product Architecture)
and the independence granted to Volvo in its return on investments was the right strategy to
make the Scandinavian brand come back to breath. At the same time, Geely gained reputation

in China and abroad, seeing the profits rise as well.

The success in the M&A performance was followed by a progressive change in public opinion,

starting from the end of 2013.

“China is good for Volvo Cars. Volvo is doing well in China and this brings global sales to new heights.”

(TT, 2013; Fang & Chimenson, 2017)

“Five years after falling under the control of Chinese industrial group Zhejiang Geely Holding in a
landmark Asian acquisition, Volvo feels more Scandinavian — and more successful — than ever. [...]
It is gaining credibility as an alternative to the three German premium carmakers. The privately held

company is even preparing to tap the bond market for the first time.” (Sharman, 2015)
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“Better results for Volvo Cars. Volvo Cars reported an operating income of SEK1.919 billion for 2013.
This is an improvement compared to the half-year result, which was a loss of SEK577 million.” (Dagens

Nyheter, 2014; Fang & Chimenson, 2017)

“Karin Backlund, the commercial director of the Volvo Ocean Race who has been with the company
since 1995, says heritage is at the core of everything they do. The brand and the product has evolved
immensely over the years, especially since Geely came in. [...] The aim is to produce the safest car that

handles well under any roadside condition.” (Ambler, 2018)

The previously reported article from Dangens Industri by G. Larsson (2010) was later cited
in another publication by the researcher Tony Fang (2017). In its publication, the author calls

for a revaluation of what has been said in the past, in order to learn from the mistakes:

“Recognize the underestimation of Volvo's Chinese owner Sweden's competitiveness is based on the
ability to cooperate with other countries and cultures. The Chinese acquisition of Volvo Cars is an
example of how we collectively misjudged Chinese vision and competence. We all make mistakes. Now

is the time to acknowledge the mistake and learn lessons” (Fang T. , 2017)

The researcher identifies the problems behind the misjudgment about the acquisition as
“prejudices, myths and misconceptions”. He calls for these problems to be crushed, because
only by eliminating prejudices it will be possible to be creative in the development of

international cooperation.

People working inside Volvo testify how Volvo has born again after Geely’s takeover and
how all the investments made in Volvo are not taken outside of the company, but reinvested in

Volvo itself:

“Lex Kerssemakers, a top Volvo executive under both Ford and Geely [says:] “It’s not that they came
with a bag of money; actually, the opposite. The entire turnaround of Volvo has been financed by
Volvo’s cash flow. They left us alone and had the patience as an investor not to take our money but to
reinvest it in a new product portfolio. We were close to being dead in 2010. And here we are.” (Gruley

& Butters, 2018)

In the same article published on Bloomberg in 2018, it is well said how many skeptics had
predicted that Geely would have be destined to manufacture low-quality Volvo cars, and they
did not trust Mr. Li. But interestingly, what it was predicted just did not happen, since Li Shufu

was not intended and did not try to integrate Geely and Volvo:
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“In a Harvard Business Review essay, Eduardo Morcillo, a partner at InterChina Consulting, asserted,
“Geely lacks the management skills to integrate a large company like Volvo.” That may have been a

problem if Li actually had intended to assimilate Volvo into Geely.” (Gruley & Butters, 2018)

On the other side, Chinese media look at the acquisition with the eye of Geely. Even from
their point of view, the acquisition was seen with a sort of confusion and concern at the
beginning. It was the first time that a small company like Geely, born as a refrigerator-maker
and only in 1997 landing in the automotive industry, acquired such a renowned and historical
European brand like Volvo. But what could Geely gain from acquiring a company that had

already been in loss for so many years?

“The rumors first started at the beginning of the year. After 10 months, a joke that was once considered
ridiculous was changing from a laughter to a reality, and gradually the breakdown of people’ suspicion

gradually became clear.

[...]

The lessons of failure are always higher than the joy of success. [...] people can’t help but worry about

whether Geely can “eat and digest” Volvo.

[...]

whether Geely's miraculous cure can make Volvo live again, it is still a grave doubt.” (Changjiang

Shangbao, 2009)

Various metaphors have been used to define this acquisition. It has been defined as FE&F R

(she tun xiang), “a snake swallowing an elephant” (Zhonghua Gongshang Shibao, 2011; Tian,
2016).

Another metaphor is the one of a marriage between Geely and Volvo, Geely as the poor guy

from the countryside and Volvo as the rich woman from the city (Song G. , 2013).

“When both Geely and Volvo’s owner, Ford Motors, officially announced that they had started “talking
about marriage”, people felt that happiness was coming too fast, and began to worry about their future

marriage life.” (Changjiang Shangbao, 2009)

This definition was often reported in Europe as well:

60



“When Geely Auto snapped up Swedish car maker Volvo last year in what was to be China’s largest
auto acquisition, the uneasy marriage might have best been described by the Chinese saying: “Same bed,

different dreams”.” (Fang & Pollard, 2011)
“Volvo & Geely: The Unlikely Marriage of Swedish Tech and Chinese Manufacturing” (Ambler, 2018)

It has been said that Geely took the opportunity of buying Volvo during the financial crisis
that struck international markets 2008. But many analysts had doubts about Geely’s ability to

manage this acquisition:

“Some authors pointed out that although the financial crisis has created many opportunities to invest,
companies must first examine whether they have the ability to ensure a good integration and not be blind
to "cost-effective". Moreover, some of the financial strength and product technology are better than
Geely's car companies, and they dare not gnaw this bone. How can Geely ensure that they can do it?”

(Changjiang Shangbao, 2009)

Some Chinese analysts agree to recognize that Geely lacks the experience of operating in
international markets, and the reputation of Geely as a manufacturer of low-cost cars would be

a problem to Volvo, struggling to maintain its reputation for quality:

“Geely basically has no experience in selling cars overseas and it’s managing alone a major production
business in a country that is very different from China [...]. The lack of Geely's global position and its
reputation for producing low-end cars in the past have created challenges for operating a high-end
automotive product and brand such as Volvo to maintain its reputation for quality and performance”

(Yuan, 2010)

Another problem that had been faced in the same analysis was linked to how Volvo would be
financed by Geely. It was indeed fundamental for Volvo to ensure sufficient R&D investment
after the merger, thus maintaining its position as the world's top safety car manufacturer. But
after the longtime money loss suffered by Volvo before 2010, questions concerning how Geely

was planning to finance its investment soon rose.

“Ford bought a Volvo car for $6.45 billion in 1999, when the Volvo Group, which manufactures trucks,
was about to spin off the car business. At the time, the business was going through a profitable phase,
but it has been losing money since then. At present, Geely has not stated how it intends to finance the
transaction, but according to internal sources, Geely will finance through the company's own funds,

state-owned enterprises and state-owned institutions and banks,” (Yuan, 2010)
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Furthermore, as regards the market, there were doubts about how Volvo would have made
sales rise again, especially in those markets where most Volvo vehicles were sold: United States,
Sweden, Germany, United Kingdom and Russia. China did not figure in the statistics. But China
market had a strong growth potential that Geely had already recognized: by expanding sales in

China, Volvo would have made up for overseas losses. And this is right what it happened.

As regards market positioning, China recognized the differences in the target market between

Geely and Volvo:

“In our country, everyone knows that Volvo has always been synonymous for luxury cars.
Its competitors in China are mainly companies such as BMW, Mercedes-Benz and Audi.
Geely is mainly engaged in the low-end market, mainly for low- and middle-income families.
After the merger, Geely will reduce Volvo's main competitive market [...]. At this stage, there is still a

lot of uncertainty in the confrontation of the same level of automobile brands.” (Tian, 2016)

Generally speaking, we can say that Chinese observers and analysts have been worried about
the acquisition, almost at the same level of Swedish observers. In 2010, China was at its first
steps of approach into international markets on a higher level, as the acquisition of Volvo was

the first Chinese acquisition of such a big and relevant brand.

Concerns also came from that sense of inferiority Chinese people had (and still have, under

some aspects) towards other countries and in the way the compare themselves to them:

“Currently, Chinese companies are not welcome in global acquisitions, partly due to political reasons,
as some people discriminate against us because China is a socialist country led by the Communist Party”

(Leung & Yan, 2009)

But it is interesting to observe how Chinese sources also reported Swedish opinions, in order
to reassure Chinese people that the acquisition had been welcomed in Sweden — even if the
majority of the observers had actually been very critical at the beginning, as we saw previously.

The article published on the website Huangiuwang clearly states: %5 %788 A 75 F 3K
TRIRBSKRM (Duoshu Ruidianren dui Jili shougou Wo'’erwo Biaotai Leguan), “A great

number of Swedish people are optimistic about Geely’s acquisition of Volvo” (2010), is a clear
demonstration of how Chinese press always shows this tendency to be positive and cover the

reality.
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“Geely means a bright future for Volvo [...] Now Geely’s acquisition has injected flesh and blood into
Volvo, and Volvo will benefit from the huge Chinese market [...] (to be acquired) is a good opportunity

for Volvo. [...] Volvo union supports the acquisition” (Huanqiuwang, 2010)
And again:

“For Geely's acquisition of Volvo, the reporter from the Swedish Daily, Niels-Olefo-Olevik, expressed
concern about Geely's funds. The reporter reminded: "If Geely borrows money from a government-

controlled bank, this will limit its future development."”

Despite this, Olevik expressed his pleasure at Geely’s chairman Li Shufu’s statement that Geely is Geely
and Volvo is Volvo. This means Geely will maintain the high quality of Volvo quality and price because

he does not want to see Volvo become a cheap brand.” (Huangiuwang, 2010)

As we will see later, the actual focus of Chinese observers was on Geely’s acquisition of Volvo
technology, that is the main factor linked to this acquisition, that is what Geely really seeks to

obtain.

“Geely pointed out that the technology sharing between the two parties can bring "synergistic effects"
toit.[...] Volvo Cars enjoy a lot of technical leadership, these technology and car production experience.
[...] Through technology sharing, Geely's experience in China's domestic operations and cost control
can help Volvo to further expand its business in China and improve its competitiveness”. (Zhao T. ,

2012)

Chinese media often enlighten how Geely has a deep respect of Volvo brand, and its strategy

aims at maintaining Volvo’s independence and value.

“At the beginning of the acquisition of Volvo, Geely formulated a clear strategy and put forward the
highest principle of "Geely is Geely, Volvo is Volvo", fully respects the mature commercial civilization
of Europe, fully respects the brand value of Volvo's leading world, and continues to promote Volvo.”

(Zhonghua Gongshang Shibao, 2011)

“It is reported that Geely is already working on how to build a firewall between the Geely brand and the
Volvo brand to prevent the weakening of the Volvo brand value” (Licai Zhoubao, 2012)

At the same time, it has been stated that despite the announcement and the effective non-
integration of Geely and Volvo, Li Shufu actually has some hopes to give more substance to

this cooperation:
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“Although after the acquisition of Volvo, Li Shufu repeatedly stressed: "Geely is Geely, Volvo is
Volvo." But he still hopes two a "chemical reaction” can occur one day. So, shortly after the acquisition
of Volvo, the Geely Group’s board of directors set up the “Volvo-Geely Dialogue Committee”, which
was personally written by Li Shufu.” (Licai Zhoubao, 2012)

The Committee that was instituted by Mr. Li, included four representatives each for Geely
and Volvo, whose main responsibility was to ensure dialogue and communication between the

two sides on an equal basis.

“Resolving the differences between China and foreign countries and opening up bridges also laid the

foundation for future strategic cooperation between Geely and Volvo.” (Licai Zhoubao, 2012)

When the acquisition revealed itself to be successful, bringing unexpected results and
boosting Geely and Volvo firms’ performance, Chinese media did not wait to show relief and

a certain pride:

“In March 2010, when Geely “swallowed” Volvo, many people were waiting to have a good laugh. But

today, those people must be disappointed,” (Daguo Pinpai Yang Chengji, 2018)

“The challenge for Geely was big, but Geely seemed to take off from the voices of everyone’s doubts.

After nine years, [Volvo] has achieved the status of Geely's domestic brother.” (Baijiahao, 2019)

Li Shufu has been described as the one who not only saw the value and the potential in Volvo,
but also the one who realized it. He had vowed to make Volvo profitable in two years, and so

he did.

“He made an analysis: Volvo lost money because of its small size. Large investment in research and
development leads to high unit costs. As long as you scale up, you can make a profit.
How to make the scale up? Li Shufu’s approach is to fully decentralize. Unlike many Chinese bosses
who engage in overseas mergers and acquisitions, Geely reinvented Volvo through the philosophy of
Taoism based on inaction. “Geely is Geely, Volvo is Volvo”, giving the Volvo team greater freedom

than the Ford era. [...] Time proves everything.” (Daguo Pinpai Yang Chengji, 2018)

Comparing Chinese media coverage and international media coverage regarding Geely’s
acquisition of Volvo acquisition, we can see, on one side, a difference in the interpretation of
the M&A case, but on the other side an objectively similar analysis of the same phenomenon.

International media, and particularly Swedish media, have been extremely critic towards the
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acquisition. The causes must be researched in China’s negative image in the West, as we saw
previously: the negative results obtained by China in its soft power campaigns, the general lack
of trust towards the Chinese government (Creemers, 2015), the lack of confidence in Chinese
firms’ managerial ability, made foreign observers less interested in discussing the possible
positive outcomes of the acquisition. More concerns also regarded the fear of job losses in
Volvo, and the technology transfer. These problems inevitably influence the orientation of the
media, and its content. These problems are all related to the general perception of China in the
West, because of its political system, as a communist state, because of the cheap labor in China,
that would lower the quality of the labor in Volvo firm, because of the common belief that
China is the country of counterfeiting, that will copy Volvo technology for the benefit of
domestic firms (Fang & Chimenson, 2017).

On their side, Chinese media could not but show a subtle concern (“people can’t help but
worry about whether Geely can “eat and digest” Volvo” (Changjiang Shangbao, 2009). Despite
this, Chinese press was always ready to show the positive side and to demonstrate how Swedish
media was on the contrary welcoming the acquisition by the Chinese brand. It is a common
belief that Chinese media has the tendency to report good news rather than bad news. The
Chinese media has always been strictly censored and controlled by the government, and this is
a reality in China since the foundation of the People’s Republic in 1949. With its propaganda
soaked with its dominant ideology, the Chinese government only allows media that are
established, operated and directly controlled by the state, thus limiting the independence and
the free of speech of the media (Wang & Ye, 2013). China’s rank on the Press Freedom Index,
published by Reporters Without Borders, was 176 out of 180 countries in 2018°. This reality
explains the data previously reported, and the tentative to partly cover the truth. An example is
given by the article declaring that trade unions in Volvo Cars were welcoming the acquisition,
when, on the contrary, most of them were worried about job loss and that the Volvo facilities

in Sweden would have been closed (Huangiuwang, 2010).

After the good performance demonstrated by Geely in the management of Volvo, the rise in
sales and profits, Swedish and international media did not hesitate to show a relief and
appreciation towards Geely, and how Li Shufu had been able to fulfil his dream of making

Volvo born again. And so did the Chinese media, showing a certain pride for Geely’s success

3 https://rsf.org/en/ranking.
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after all the efforts Li Shufu had made: “The pride of domestic production has been on the road
of high-end brands since Geely acquired Volvo” (Xiaodingkan giche, 2017).

4.3 Case study 2: Midea’s acquisition of Kuka

Midea’s acquisition of Kuka is another example we will analyze in order to understand
Chinese firms’ acquisition objectives and integration plans. This acquisition occurred under
different circumstances, in comparison to the previously analyzed one. It was 2016, six years
later than Geely’s acquisition of Volvo. China has already demonstrated to have the capabilities
to operate in international business environment, to have to ability to achieve the predetermined
objectives, and 2016 is the year in which most Chinese M&As and overseas direct investments
take place, exceeding $180 billion. This improvement in capabilities may have affected deeply

the strategies adopted by the Chinese firms.

We now move from automotive industry to robotics. The German Kuka is a company
operating in industrial robotics and factory automation. Kuka robots are widely used in the
automotive, metallurgical, food, medical and plastic molding industries. The Chinese Midea is
an electrical appliance manufacturer, principally producing home appliances, like kitchen,
laundry and refrigeration devices. Again, we are in front of an acquisition of companies
operating in two different sectors and product categories, as well as two different companies in

terms of customer groups, market areas, brand image and sales channels (Dong, 2018).

But at the same time, it is about two complementary sectors: this acquisition opens in fact
many possibilities to collaborate on the market of robots for home use, which is a sector with a
high potential of growth. It is reported that this market is expected to triple in the next five years
(McGee, 2017). Furthermore, it has been pointed out that in comparison with similar enterprises,
Kuka has many advantages: simple human-computer interaction, flexible fad innovation, and
core technology leading the industry. Another factor of synergy between Midea and Kuka is
the one linked to the markets: for KUKA, the Chinese market has always been the main market,
and it is also its the “base camp”. The entire Chinese robot market is a huge cake for the German

company. In 2016, Kuka occupied the second place in the Chinese industrial robot market,
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while in the 2017 annual report, it was reported that Kuka’s revenue in the Chinese market

accounted for approximately 20 percent (Gongye Jigiren Peixun, 2018).

Just like the inexperienced Geely manufacturing low-quality cars approached the high-end
target market acquiring Volvo Cars, so did Midea, that not only was not into robotics field, but
also came from a country where the automation manufacturing was extremely below the
average: China only had 36 robots per 10,000 manufacturing workers in 2014*, while the
average in Europe is 85 units and in 79 in America. The first in the ranking is South Korea (478
robots), second is Japan (315 robots) and Germany (292 robots). Despite this, China accounted
for the first position in the market of robotics, selling the 25 percent of robots worldwide in
2014 (China Sino-Pack, 2016). In a press release from IFR in 2017, it is stated: “Annual sales
volume has currently reached the highest level ever recorded for a single country: Within a year,
sales in China surged by 27 percent to 87,000 units (2016)”. The trend is even estimated to rise
between 2018 and 2020, making China a global leader in the sector of automation. This trend
has been reinforced by the Chinese government program “Made in China 2025, in which
robotics is one of the industries in which the country aims to become the worldwide leader (IFR,

2017).

Robotics is for China a strategic way to boost economic growth rates, solve the problem of
rising wage costs and maintain the major competitive role among the emerging markets.
“Replacing people with machines and robots will help push China up the manufacturing value
chain” (Hibbard, 2016). Right after the scandal linked to Foxconn in 2011, the company
declared that they would have deployed 1 million robots in the next 3 years. This statement
soon reached the direction of China’s leading manufacturing company, and that turned into a
country-wide, government-sponsored initiative (Hibbard, 2016). The Project “Made in China
2025” is a proof of this. China is going to benefit from the acquisition, thanks to the
government’s plan. Kuka predicts that the Chinese market will increase at a compound annual
growth rate of 20 percent, mainly focusing on automotive and electronic products (Gongye

Jigiren Peixun, 2018).

4 World Robot Statistics, International Federation of Robotics (IFR).
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4.3.1 Chinese acquisitions in Germany: a background

As expected, the acquisition by Midea of Kuka drew the attention of the other leader-countries
operating in automation market. As a matter of fact, political frictions between Germany and
China were the main obstacle to this acquisition, which has been long discussed and often

defined as controversial, or even not a really friendly transaction, as a merger of equals should

be.

A widespread concern affecting German investors and government official was, once again,
linked to technology and know-how transfer into Chinese hands (Huang Y., 2017). In Germany,
this concern was at its highest in 2016, since Chinese companies had announced or completed
acquisitions of German firms for an unprecedented amount of € 11.3 billion (Freshfields
Bruckhaus Deringer, 2018). The number of investments had been rising constantly since 2011,
totaling to 68 transactions in 2016. But this rise has met a progressive fall starting from 2017,

and in 2018 fell to the average registered in the years 2014-2015(Fig. 7).

B Mumber of Chinese investments in German companies
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Figure 7. Source: Ernst & Young (Rogers, 2018)

The reasons behind this decline must be researched not only in Chinese change of policy
aimed at stopping the uncontrolled flow of cash outside of China (“there's a changing economic
environment in China itself where the government in Beijing is bending over backward to
prevent an excessive outflow of capital and save it for investment in crucial, future-oriented
industries in line with its long-term economic policy”), but also in the German step back, which
defined a change of attitude because of the concerns linked to the big amount of Chinese

investments and to the fears of a sell-out of crucial industries (Graupner, 2019).
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“The deal concerns a technologically sensitive area that can hurt Germany.” (Hépner & Buchenau, 2016)

As seen before, Germany is among the countries that most contribute in the robotics and
automation industry (third worldwide, after South Korea and Japan), so the “loss” to China of
Kuka, a key firm in German robotics “Industry 4.0, has been seen with an extremely critical
eye in Germany. It has been reported that many officials from Berlin and even Brussels opposed
at first the acquisition, and tried to find different buyers for Kuka shares, but failed to find other
acquirers (Deutsche Welle, 2016a). When Midea proposed itself as Kuka acquirer, it was said
that even the German government was trying to create a consortium of European investors that
would have bought Kuka and prevent Midea from the takeover. It was so reported on the

German newspaper Siiddeutsche Zeitung:

"We have to watch out that there's no China-bashing going on," and that in the end, it's up to shareholders
to decide whether to sell their shares to Midea, "but I would be very pleased if there was an alternative

offer based in Germany or Europe, to give shareholders that option." (Deutsche Welle, 2016b)

Furthermore, the key role of the Chinese government programs in this surge in investments
(Made in China 2025, Belt and Road Initiative), particularly the acquisitions of high-tech
companies, has generated the same criticisms and distrust registered when Geely had acquired

the Sweden Volvo.

Many analysts and researchers did not hesitate to highlight that around 70 percent of Chinese
acquisitions in German companies between 2014 and 2017 were all made in those key industrial
sectors China aims to boost in order to achieve global leadership (Fig. 8), as meant by the

governmental program “Made in China 2025 (Deutsche Welle, 2018; Kohlmann, 2016).
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Figure 8. Source: Deutsche Welle (2018).

The overall trend has been defined as “no accidental choice”, as many German companies
offering fuel-saving technology and alternative transmission know-how for the auto industry
were the major targets of Chinese investments, as long as investments in robotics, energy

systems and biomedicine (Deutsche Welle, 2018).

Another problem is the reciprocity in investments between China and European Union: it has
been stated that only in 2017 Chinese direct investments in Europe approached € 30 billion,
while the investments from Europe to China only accounted for € 4 billion (Bershidsky, 2018).
Germany started to call for China to provide a more facilitated market access to German
investors, complaining for unfair competition, since Chinese investors in Europe met a more
facilitated path in comparison with European investors operating in China (Freshfields
Bruckhaus Deringer, 2018; Deutsche Welle, 2018). It was in fact claimed that many foreign
companies investing in China met strict protectionism, especially in some highly-protected
industries, and had more difficulties to operate in China, because of the strong discrimination
they came across (Clauss, 2017). It would be almost impossible to a European company to make

in China the same investments that China makes in Europe (Bershidsky, 2018).

As a consequence of these conflicts, in 2017 Germany — as well as many other European
countries, like France and Italy — adopted restrictive measures aiming at limiting Chinese

investments and protect their technological advantage (Feng & Saha, 2019):
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“German rules require a screening by the economy ministry of any plan for a foreign company to buy
25% or more of a business operating in fields such as defense and information security. The regulations
were expanded in July 2017 to include investment in infrastructure and other key sectors by companies

based outside the European Union or the European Free Trade Association” (Kosei, 2018)

In few words, German government conferred itself the power to intervene directly into foreign
investments in Germany, in order to tighten the controls on foreign acquisitions and minimize

risks in terms of technology transfer.

In the same period of the acquisition of Kuka, Germany had already started to concretely
block some Chinese investments, in order to avoid the acquisition that involved critical
technologies. The first example was represented by the block for Yantai Taihai Group (a
Chinese firm producing components for nuclear reactors) from buying the German machine-
tool firm Leifeld in August 2016. Since Leifeld was into nuclear and aerospace industry, this
was considered an extremely sensitive area in case of technology transfer. Again, in August
2016, the German government blocked the State Grid Corporation of China®, a utility firm,
from the acquisition of a stake in a German transmission system operator. Despite these blocked
deals, concerns for investments in Germany are still high. At the beginning of 2018, Li Shufu,
CEO of Geely, acquired a stake in the German Daimler, becoming its largest shareholder (Feng

& Saha, 2019).

In August 2018, new measures were adopted by the German government, after the reduction
of the threshold of investment’s control to 25 percent. In order to screen acquisition deals more
effectively, and avoid the risk of technology transfer, the threshold of control was brought to
15 percent (Fernandez, 2018). Another article published in December 2018 on The Wall Street
Journal even reports that a further reduction of this threshold has been carried out recently,
bringing it to the 10 percent, in sensible industries like defense, technology and media sectors

(Feng & Saha, 2019; Grimm & Kowsmann, 2016).

Even more recently, on an article published on Deutsche Welle, it is reported that Germany
has revealed a plan aimed at boosting German and European companies, in order to avoid
foreign takeovers in key technologies. The plan is called “National Industry Strategy 20307,

and among its key points we find the following:

SERBMNEB RS, (Guojia dianwang youxian gongsi).
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“German or European companies should be encouraged to take over key technology companies up for

purchase.

In "exceptional situations" the state must be allowed to partially nationalize such a business in order to

avoid takeover by a foreign investor.

An investment fund would be created in order to support these partial state takeovers, which would be

of limited duration.” (Deutsche Welle, 2019)

The plan, drafted by the German economy minister Altmaier, is a clear declaration for
Germany to compete with US and Chinese industries, develop German industrial sector and

boost the international position of Germany.

4.3.2 Midea’s acquisition strategy: integration management

Despite its rather recent history, the case study of Midea’s acquisition of Kuka can be already
analyzed in the integration strategies planned and implemented by the chief executive Paul Feng.
The Freshfields Bruckhaus Deringer, the multinational law firm which advised Midea when
engaging in the acquisition of Kuka, published a report synthesizing the strategy they developed
for Midea in order to effectively acquire and integrate Kuka. A dialogue between the two
businesses was encouraged through the strategy of building up a holding of shares aimed at
testing the target market and the internal reaction to the acquisition. The main focus of the
strategy was that Kuka’s management and finance were to be maintained independent from
Midea, as well as the headquarters, factories and jobs to be left in Germany. Furthermore, the
patented information belonging to the German company should have been kept in Kuka’s hands.
Midea’s management was advised to restrain its intervention in the new company. This strategy
was intended to build trust between the two firms and to alleviate the concerns of German
politicians and shareholders that contested the acquisition. Midea agreed to implement this
strategy, acquiring Kuka for € 4.5 billion — the largest deal ever carried out by a Chinese firm
and the largest acquisition of a German industrial company by a Chinese investor. (Freshfields

Bruckhaus Deringer, 2018; Hopner & Buchenau, 2016; China Sino-Pack, 2016).

Once again, as we saw in the acquisition of Volvo, the Chinese hands-off approach to

integration has been the trump card of the M&A, giving a positive image of the Chinese
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counterpart in front of the European companies. In fact, the strategy proposed by Midea allowed
the success of the transaction, that had been close to be blocked by the intervention of the

German government.

In order to concretely realize the integration between Midea and Kuka, in 2018 Midea
invested an amount of RMB 10 billion ($ 1.58 billion) in the construction of a Smart
Manufacturing Industry Park in Guangdong province. The park is a comprehensive industrial
pattern integrating the research and development, manufacturing and sales functions, and
represents the technological bridge connecting Midea and Kuka. Their joint research program
is focused on human-machine connection and collaboration, and it’s the core of the synergy
exploitation and cooperation between the two companies. “The launch of the industrial park
will help to expand Midea and Kuka's business of robotics and automation in the Chinese
market”, Midea’s CEO Paul Fang states (Qiu, 2018), and at the same time the German Kuka

will pursue its objective of expansion in the Chinese market.

“Here in the Chinese market, Kuka and Midea have the same vision to further shape 'smart
manufacturing, smart home' in the near future. We are working on advanced robotics and automation -
not only in industrial production, but also in other areas such as healthcare and, one day, in our daily

lives at home," Reuter said.” (Qiu, 2018)

In the report published in September 2018 by Dong Lei on the website Sohu, the writer
engaged in an attentive analysis of Midea’s acquisition strategy, especially in the effort spent
in the integration phase. Dong reports that for companies that have been acquired, Midea Group

adopts a “differential treatment” (X 7|XF1F qubie duidai) approach for subsequent integrated

development:

“For example, for Toshiba, whose Home Appliances Business sector belongs to Midea, Midea Group
fully taps the synergy between the two sides in terms of technology, industry chain and capital, which
can directly reduce the costs. For the brand-new robot producer Kuka, it is difficult to rely on Midea’s
technology and management team’s help. In this situation, there is the need to retreat behind the scenes
and help Kuka in reducing operating costs, by expanding market resources and obtaining industrial
policy support. At the same time, Midea will focus on Kuka, in the production of robot, industrial
automation solutions, system integration, and intelligent logistics and other fields," said Mei Peng,

director of Midea Group.” (Dong, 2018)
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At the beginning of the operations in international mergers and acquisitions, the first problem
that Midea Group faced was the integration of the acquired firm. In order to achieve the
integration, Midea’s strategy is to vigorously introduce international talents and to employ local
people as executives to solve the problem of cultural conflicts. Of course, hiring local people

also brings problems linked to different employment systems.

In the strategic synergy development, Midea has also explored a set of practical experiences.
The research institutes at all levels in Midea are closely connected with the innovation and R&D
centers of the headquarters. The innovation R&D center coordinates the global R&D layout,
the implementation strategy and the deployment direction. For the sector of the everyday
management, a full decentralization policy is implemented on the basis of a certain

responsibility, and it is managed individually in every branch.

It is precisely because of Midea’s system of responsibilities, rights sharing, and the overall
organizational structure and management style, that those companies which have already been

acquired can complete the subsequent integration, showing a strong development impetus.

Kuka is expected to be integrated through this same integration pattern, and the establishment
of the R&D center in Guangdong as the joint venture program between Midea and Kuka, the
Smart Manufacturing Industry Park, represents the starting point of this integration project. It
is estimated that by 2024, the robot production capacity of Kuka will reach 75,000 units per

year, which is four times the current production capacity.

In the long term, the objective of Midea is to increase Kuka’s performance, by enhancing the
process of transformation and upgrade, in order to make it the most important player in the

industrial robot sector in China (Dong, 2018).

4.3.3 Observers’ interpretation between China and Western countries
"You currently can see such a form of light touch integration from almost all Chinese investors in
Germany," [said] Lutz Berners, the managing director of Berners Consulting, a Stuttgart consultant to

Chinese and German companies.
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Mr. Berners said Chinese investors are keen to preserve German innovation in the long term and are

willing to make concessions to ease German concerns about a loss of strategic technology.

It would be "senseless" to attempt to do something with Kuka or other acquisitions that weakens German

engineering expertise.” (Hopner & Buchenau, 2016)

This report demonstrates how Midea has stressed the importance of the strategy of non-
interference in Kuka’s business, the preservation of the acquired company’s autonomy and
decision making. The hands-off approach that has been noted by German analysts is what made

Midea successfully acquire Kuka.

But still, the acquisition has struggled to find consensus among the Germans, even few years
after the acquisition. Actually, the more times goes by, the more disapproval keeps somehow

growing:

“The Financial Times reports: we really need to think carefully about whether we are willing to hand
over such an important company to the Chinese, or to try our best to leave it in the hands of Europe. I

am worried that due to this type of transaction, the future cars will no longer be produced in Stuttgart

and Walsdorf, but in China." (Shidai Zhoubao, 2016)

It can also be observed a certain resentment of the German media towards their own
government, that has not done enough to avoid the Chinese takeover of the German robotics

brand:

“Teutonic teeth were gnashed all the way to the top of German government, but despite calls to
intervene, Chancellor Angela Merkel did not do so and the takeover went through serenely. Kuka is now

effectively a Chinese company.” (Sullivan, 2018)

It has been actually pointed out that because of certain differences between Chinese and
German policy system, German government could not actually intervene or prevent somehow
the acquisition. This is the reason why the impact of the German resistance to Midea’s
acquisition was essentially limited to the verbal level. The acquisition in fact did not involve
security interests for Germany, nor it was concerned with those industries usually protected by
the government, like defense industry enterprises or companies involved in IT security and state

secret file processing.

Matthias Machnig, the State Secretary of the German Federal Ministry of Economic Affairs,

told the German news agency that Germany, as a major exporter, has always agreed that the
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market is open and the federal government supports foreign companies’ investments, but these
companies must show that the investment must be carried out in a German production base,
without a government acting on the background, and it must provide financing conditions that
are consistent with market economic principles. Mahnich pointed out that especially in key

industries, controls must be tightened (Zhao S. , 2017).

Another concern was linked to the possibility of job loss inside Kuka, after Midea’s

acquisition:

“Kuka's new owners were at pains to point out that they did not want to cut jobs at the company's

Augsburg base, and that they would be hands-off in their management approach.” (Sullivan, 2018)

The recent news in November 2018 reporting the replacement of Kuka CEO Till Reuter,
which left his role after ten years in the company, has added even more concerns among

Germans. This change suggests indeed that something is happening inside the company:

“Monday's news that Kuka CEO Till Reuter is to step down in December 2018, several years earlier

than expected, suggests that the pace of change at the company is going to increase significantly in 2019.

[...]

“With sensitivities over Kuka already keenly felt after the controversial takeover in 2016, a China-
centric appointment to replace Reuter will likely confirm the worst fears that critics of the deal in

Germany had.” (Sullivan, 2018)

“When the Financial Times profiled Mr Reuter last year, he said becoming “number one in China” was
the company’s greatest aspiration. He noted that in the previous six years Kuka had already grown its

China revenue tenfold from €50m to €500m, and in 2013 Kuka opened its first plant there.
More recently, however, growth stalled.” (McGee, 2017)

Since the Chinese acquisition, Kuka has even been meeting some problems. From 2016 to
2017, Kuka profits had been rising from € 3.4 billion to € 3.5 billion. But in 2018, this trend
stopped, registering a fall in profits to € 3.3 billion and a decrease of 50 percent in shares®. “Mr
Reuter cited “weaker growth in Asia” and said the company would “keep a close eye” on the

effects of the US-China trade dispute” (McGee, 2017).

¢ www.kuka.com
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Many analysts interpreted this setback as a possible problem deriving from Midea overloaded
itself after purchasing Kuka, since the German firm had acknowledged to have delayed some

projects and met some struggle to meet the demand quickly enough (Sullivan, 2018).

But it is also true that even Volvo had naturally met some problems right after Geely’s
acquisition. From 2010 to 2011, sales had grown quickly from 373,000 to 449,000 vehicles
sold. But from 2011 to 2012 sales went down from 449,000 to 421,000, and they started rising

again the next year, and never stopped so far, determining a success of the acquisition.

In comparison with the acquisition of Volvo, the acquisition of Kuka is much more
controversial for one reason. While Volvo had been going through a period of huge loss and
was close to death (it was also a brand that had always struggled to compete with other European
top brands like Audi, BMW or Mercedes), Kuka is a pearl in the German economy, one of the
most precious players in the German “Industry 4.0” program, as it is a very strong brand

operating in a high-growth potential target market:

“[...] The sale of such an innovative company to China was effectively a loss of intellectual property
and high-tech know-how into Chinese hands and heads, something which would make German

ambitions to become a world-leader in so-called Industry 4.0 innovation all the more challenging.”
And, always in the same article:

“As a cutting-edge German robotics firm, Kuka was precisely the kind of high-end European
manufacturing company that many felt should not be sold off to the Chinese and their growing ambitions

in the world of automation.” (Sullivan, 2018)

The setback which in the last months has struck the Chinese market, that is suffering a period
of slowdown of its economy, is raising even deeper concerns among German shareholders,
worried that the slowdown of Chinese economy would affect Kuka, and with it German robotics

(Bender, 2019).

In addition to this, as we saw before, Midea’s strategy is quite different from the one adopted
by Geely in the acquisition of Volvo. Despite the “promises” to not interfere in Kuka’s business
and not to transfer key technology from Kuka to China, some statements and some effective
changes have demonstrated how Midea actually aims at boosting the integration process in the

most efficient way:
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“We have to speed up and make it happen quickly,” said Wilfried Eberhardt, chief marketing officer of
Kuka, adding that combining Kuka’s innovative DNA with Midea’s high-volume electrical appliance

production bodes well for the robot maker’s outlook in China.” (Ren, 2018)

The Chinese counterpart has on its side tried to overcome the concerns deriving from Kuka
shareholders and — most of all — the German government. Fang Hongbo, member of Midea

Group, publicly acknowledged this problem:

"I tried to think about their feelings from their perspective. This is not a problem that can be solved in a

meeting." (Dong, 2018)

Another commitment from Midea, in order to alleviate German’s concerns, was to maintain
Kuka’s listing status in the German stock market, while of course to grant full independence to

Kuka:

“Midea has no intention to enter into a control agreement or delisting Kuka. The increase in the
shareholding ratio of Midea to Kuka can not only maintain the independence of Kuka, but also enable
the two companies to cooperate and drive further growth, especially in the Chinese market.” (Liu B. ,

2016)

Furthermore, in response to the German government's concern about the outflow of corporate
secret technology, Midea and Kuka signed an “Investment Agreement”, with a total of five
articles, all of which did not involve technology transfer. Instead, they emphasized respect for
the Kuka brand and intellectual property. An isolation prevention agreement was also
established, in order to keep the Kuka Group's trade secrets and customer data confidential, to

maintain a stable relationship between Kuka and its customers and suppliers.

Chinese press reports many statements from European analysts, acknowledging that, at the
contrary of Kuka, which is a very important player in Germany’s “Industry 4.0”, the previous
acquisitions that China made in Europe were all headed towards companies which were meeting

problems, or were about to fail:

“China’s previous acquisitions were on the brink of bankruptcy in Germany, but now it’s about a

successful and technologically advanced German company.
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“People are worried that the technology that is considered to be the core of Germany’s 'Industry 4.0’

will flow into China.” (Shidai Zhoubao, 2016)
As an overall analysis published on Sina, the writer Liu Buchen states:

“Regardless of whether the acquisition can be completed as expected, Midea is the winner. Initiating the

acquisition, Midea has made the world realize that it is a good Chinese company.” (Liu B. , 2016)

Because of the recent history of this acquisition, it is maybe soon to define a conclusion, as
we made for Geely’s acquisition of Volvo. This M&A deal has in fact created many rifts
between China and Germany, mostly on a political level. Germany has raised the level of
control over non-European investments, the government has adopted specific measures aimed

at controlling foreign investments and the relative loss of technology that may follow.

On its side, China has tried, and still tries hard to alleviate German concerns, not much for
Kuka itself — as it is already fallen in Chinese hands and is about to bring many successes — but
most of all for future investments in key industries that are necessary to the Chinese industrial
development program. Furthermore, as it is stated by some Chinese reporters, China hopes to
get German consensus, also for a matter of national pride: China has a lot of esteem towards

Germany, and especially German industry (fEE MV ArE BN ™ ENBHSHEENT

- <

Z., the rigorous spirit and exquisite craftsmanship of the German company” (Gongye Jigiren

Peixun, 2018). The strong esteem they have make them extremely proud, igniting a sense of

honor and motivation.

4.4 Case study 3: ChemChina’s acquisition of Syngenta

The third case study analyzed in this thesis is concerned with a different industrial sector, that
is the agrochemical sector. So, this time it is not about high-tech, nor a sector directly linked to
“Made in China 2025 program, but it is still about a very important sector in the economic
development plan of the Chinese government. Food security is indeed a fundamental element
for China, which is a country that has struggled with meeting the need of people in delicate
periods of its history. This background has been analyzed in the report issued by Geoff Colvin
on Fortune (2017), referring to the period of famine that struck China in the years 1959-1961.

The critical experience suffered by Chinese people still influences government’s strategic
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thinking, and the acquisition of the Swiss Syngenta for $ 43 billion (287 billion yuan) is the
result of it. Chinese president Xi Jinping had claimed in 2013 that food security is “an eternal

issue for us”, and the more it is for such a wide and populous country like China.

Syngenta is among the world leaders in advances insecticides, herbicides and other products
for crop-protection and third worldwide producer of seeds. ChemChina (China National

Chemical Corporation, 1 E 4k T & HF| /A 7)) is a Chinese state-owned chemical company

operating in the segment of agrochemical products, along with rubber products, chemical
materials, industrial equipment and petrochemical processing. The deal between the two
companies, which was signed in 2017 and was the largest-ever foreign acquisition by a Chinese
firms as that year, is very important in the understanding of Chinese government’s strategic
plans, that besides investing in high tech, IT and robotics, also focuses on innovation in
biotechnology, where an efficient development has the potential to change food supplies and

costs in the whole world (Colvin, 2017).

The potential behind this acquisition is huge, and the strategy behind it, as we see, is two-
pronged: China aims on one hand to solve the problem of food security inside China, by
improving technology and farm practices, where the productivity is currently low; on the other
hand, it aims at developing advanced technologies for agriculture in the whole world: “even if
there’s a big drought or a big flood in China, they want to make sure there’s enough food
available around the world to import” (Colvin, 2017). This strategy is intended to ensure China
and the rest of the world enough food supplies, by purchasing or controlling the most relevant

foreign sources of food worldwide.

It has also been observed by the Chinese researcher Li Guoxiang, from the Institute of Rural
Development of the Chinese Academy of Social Sciences, that China has a strong potential,
and Syngenta can help China to improve the country’s agricultural industry and also its

international competitiveness:

“We now have a lot of agricultural products in the international market. We are the largest country in
the world, but our import scale, our agricultural products and international markets are still expanding
continuously. When we compare our agricultural industry with the international agriculture, our costs
and prices are high. Syngenta could help to improve the competitiveness of our country's agriculture
and promote the transformation of China's agricultural powers into agricultural powers.” (Zhang W. ,

2017)
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ChemChina has been in close contact with Syngenta since 2009 and has been seeking
opportunities for cooperation. In May 2015, ChemChina seized the opportunity of Syngenta to
reject the offer of other internationally renowned chemical companies and quickly contacted
the board of Syngenta. The two sides reached a consensus after more than seven months of
arduous negotiations and exchanges. In February 2016, ChemChina and Syngenta signed an
acquisition agreement, and after strict approval by relevant governments, they finally passed
investment review institutions including 11 countries including the US Foreign Investment
Committee (CFIUS), and 20 countries such as the United States and the European Union. The
review of state and regional antitrust agencies lasted for more than a year and eventually the

acquisition was reached (Zhang W. , 2017; Chen, 2017).

The long-time acquisition process was also strived by competitive forces, due to the fact that
also Monsanto, the American company operating in agrochemical and agricultural sector
(which eventually ceased to exist in 2018 after being acquired by Bayer), was interested in
acquiring the Swiss Syngenta. Monsanto, that was the world's largest seed and agrochemical
company, had issued a $45 billion offer for Syngenta. However, Syngenta had always refused
this offer on the grounds of antitrust regulatory risk. Although Monsanto made efforts to
promote Syngenta's seed business and partially overlapping agrochemical business, and once
increased the purchase price to 47 billion US dollars, Syngenta chose ChemChina. Michelle
Derimo, Chairman of Syngenta Group said: “If we merge with Monsanto, we will disappear in
the future, while ChemChina, on the contrary will retain the value of Syngenta, its culture and
sustainability. Food security is at the heart of our mission, and we can have very long-term

investment plans” (Zhang W. , 2017).

Syngenta’s financial profile in the years before ChemChina’s acquisition was in a slight
measure comparable to the situation of Volvo before Geely’s acquisition: in recent years, the
overall shrinkage of the pesticide industry had dragged down Syngenta’s profitability. In 2014,
it cut 1,000 jobs globally; in 2015, it achieved revenue of $13.41 billion, down 8.78 percent
year-on-year; in the first quarter of 2016, it continued to decline by 7 percent. The company's

operating conditions had not effectively improved until 2017 (Fig. 9).
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Sales of Syngenta AG worldwide from 2013 to 2017 (in million U.S.
dollars)
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Fig. 9. Source: Statista, 2019

After the acquisition, Syngenta’s conditions seem to be recovered, as in the first half of 2018
an increase of 5 percent in comparison with the first half of 2017 was registered. Erik Fyrwald,

Syngenta’s CEO, said:

“The result is an encouraging outcome given difficult market conditions and we continue to focus on
serving customers to help improve their profitability and sustainability. [...] we have returned to growth,

on an adjusted basis, in all regions [...].” (Syngenta, 2018)

China's seed and pesticide market had an annual scale of more than $10 billion, but Syngenta's
only occupied the 3 or 4 percent of that market. The researcher Jiang Changyun, from National
Development and Reform Commission Industry Institute, stated that Syngenta could cooperate
with ChemChina, in order to enter the Chinese market and also all the Asian market.
Furthermore, ChemChina’s chemical industry had a potential complementary relationship with
Syngenta, and since they were not competitors, the cooperation between the two could bring

many benefits to both of them (Zhang W. , 2017).

4.4.1 ChemChina’s acquisition strategy: integration management
Since its announcement, the acquisition of Syngenta by ChemChina was defined in every

aspect, also from the integration point of view. The Chinese news website Xinhua reports that
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ChemChina decisions made in the pre-acquisition phase were to “respect Syngenta’s corporate
culture, maintain continuity of corporate management and allow the management team of

Syngenta to play its role to realize a smooth transition and orderly integration” (Song L. , 2017).

Once again, the acquisition has been presented as aimed at maintaining the status quo of the
acquired company, premising the same hands-off approach that we observed in the previously

analyzed case studies.

“Syngenta will stay Syngenta and will keep its headquarters in Basel, Switzerland” the company’s chief
executive officer, Erik Fyrwald, said in an interview last month. [...] “We’re not integrating with
ChemChina,” Fyrwald said. “There’ll be ChemChina members coming onto our board. The chairman
will be Chairman Ren from ChemChina. But we fully expect to operate as we do today.” (South China

Morning Post, 2017)

The integration factor has been analyzed also by the Chinese observers, as it is reported in the

article published on Guoji Guoshu:

“There is a huge difference between Eastern and Western cultures, and Chinese companies will face
even greater challenges in the integration after mergers and acquisitions. The difficulty of integration is
mainly reflected in the differences between the national laws and regulations and the corporate
governance culture, which makes the cultural integration challenge extremely great. Therefore, how to

inherit the good things of Syngenta is also the key to the future.” (LiuJ. , 2017)

The reporter Zhang Wei on the website Sohu, makes a similar analysis, acknowledging the

differences that the two companies must face:

“The huge differences between Eastern and Western cultures have made Chinese companies face great
challenges in post-merger integration. The difficulties in post-merger integration are mainly reflected in
the differences between national laws and regulations and corporate governance culture. Their long-
standing and deep-rooted characteristics make the challenge of cultural integration extremely great.”

(Zhang W. , 2017)

It is also argued that the two companies have two complementary business scopes and
products, and the competitive relationship is not very strong, which is more conducive to the
development of both sides in their respective fields. In this way, a non-integrative but strong
cooperation can be built, while the two companies exploit their own growth potential. But at
the same time some observers acknowledge that despite the acquisition is very significative for

Chinese agricultural industry, the transaction of more than $40 billion will increase the debt
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burden of China’s chemical industry (Wang S. , 2017). More importantly, there will be
integration issues in terms of corporate culture, institutional mechanisms, and talent use (Zhang

W.,2017).

4.4.2 Observers’ interpretation between China and Western countries

Again, the acquisition of Syngenta by a Chinese enterprise has spread concerns among
European shareholders and attracted a lot of attention because of the large scale of the deal, this
time made by a state-owned company. After the acquisition proposal, the deal has been
subjected to many regulatory and antitrust barriers, not only in Europe, but also in United States,

where Syngenta detains a big share of the market (D, 2017).

Concerns from the bondholders are mainly linked to financial risks. ChemChina was indeed
a debt-burdened company, and while such a state-owned company was able to handle its equity
and debt, the effect of debts could on the contrary have a negative influence on European lenders.
In fact, it has been argued that there are no restrictions in the deal’s documentation regarding
the company’s ability to pay dividends to ChemChina (RWR Advisory Group, 2017). This

aspect was discussed in another article published on the Financial Times:

“Heavily indebted ChemChina secured bridge financing for its Syngenta purchase early on and garnered
equity and loan commitments from other state groups but has not been specific about how it would pay

for its portion of the deal.” (Hornby, 2017)

Not only from a financial perspective, concerns also rose among politicians and even
environmentalists, because of the risks linked to the concentration of power in the global food
system, which would have been even consolidated after the acquisition of Syngenta by
ChemChina: the market of seeds would in fact be controlled for the 75 percent by only three
companies, thus minimizing the number of industries from which farmers would buy, and at
the same time — argued by United States’ National Farmers Union and Food and Water Watch
— raising the risks for national security and potentially negative impacts on farmers and
consumers, linked to food safety along with the use of high-tech agrichemicals. United States
in fact accounts for more than one quarter of Syngenta’s sales, so this acquisition not only

affects China and Europe, but also US in equal measure. American companies have argued:
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“The deal “accelerates the international consolidation of the food and agribusiness industries to the
detriment of American farmers, rural communities, and consumers,” and suggested it would transfer
critical patented technologies (not only in seeds, but also high-tech agrichemicals) into Chinese
ownership, as well as “the weaker safety and security culture of Chinese chemical companies.” (Ely,

2016)

In an article published on the Chinese website /& Z7/#17] Nongyao kuaixun (Agroinfo) (Dan,
2016), it is reported that in the week from April 26 to May 5 2016 an analysis, published on 74
SR 1L M Shijie nonhuawang, investigated the opinions spread among the readers of the most

relevant companies (Fumei Shi, Monsanto, BASF, Syngenta, Bayer, Isagro, Shicom, India
Rallis, ADAMA, and Kleffmann Consulting and more). The questionnaire was entitled “How
do you consider ChemChina’s “Suicide acquisition” of Syngenta?”” and aimed at understanding
people’s points of view with regard to ChemChina’s acquisition. The results of this survey were

interesting.

From the perspective of the Chinese government, this deal was considered a wise and strategic
choice. China and Asia's densely populated regions were in desperate need of biotechnologies
that could make crop yields rise rapidly. The acquisition would have indeed promoted the
development of biotechnologies in the region and enhanced agricultural productivity, where in
the past agricultural development could only be achieved by seeds innovation. A reader familiar

with China's agricultural situation and Syngenta's business operations commented:

“The Chinese government wants to promote domestic consumption. At present, there are 600 million
small-scale farmers in China, and the government needs to increase their income. Syngenta knows how
to support the production of small farmers, they have very active market experience in Africa. Therefore,

the acquisition of Syngenta is a smart move for the Chinese government.” (Dan, 2016)

From the perspective of ChemChina, many readers believed that the group, which already
owned a majority stake in the company ADAMA, where it gained a market share in the non-
patented pesticides, was this time acquiring GM (genetically modified) technologies and seeds.
This would have enabled the two companies to achieve synergy and further enhance the Group's

global market share.

As for Syngenta, a reader wrote:
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“The company has strong R&D capabilities, and it has a wide, low-risk sales force and regional
companies around the world. Through the acquisition, Syngenta will receive long-term investment in
sustainable agriculture. Development and maintain its values that support the work of farmers around

the world.” (Dan, 2016)

On the other side, it is reported that the 30.3 percent of the participants considered the
transaction as a bad move, defined as “a mature fruit but with few nutrients”. Concerns were
linked to the activities, the protection of intellectual property rights and the Chinese-style

corporate management inside the ChemChina’s agricultural industry.

“Product quality is the most respected value of Syngenta's brand. However, Chinese pesticide companies
have not established a good quality image in the international market. Therefore, readers leave a message
saying that “quality will accompany the acquisition. The completion of the disappearance, Syngenta will

become a non-patented pesticide production company".” (Dan, 2016)

There are also views that Chinese business managers lack international management
experience. Many observers thought that under China's management system, the attraction of
the top talents in the industry would be weakened, which would represent a challenge for
corporate management and development. Even the situation of China's intellectual property
protection has been worrying, so it is extremely unfavorable for Syngenta, a company with a
large number of intellectual property products. And if China puts political factors at corporate

governance, such a giant company will hurt global business.

Many readers participating to the survey are reported to consider the purchase price of $43
billion as too high, since ChemChina had to borrow funds in order to complete the acquisition.

This make people ask whether this financial affair was really worth to undertake.

Chinese observers are, on their side, quite positive towards the deal, and they mostly outline
the importance of this acquisition for China. They generally show similar opinions, stressing
the factor of a potential synergy, with ChemChina improving its competitiveness and food

security, while Syngenta will keep on focusing on its own technological development:

“The person in charge of the Chinese division of Syngenta said that ChemChina’s acquisition of
Syngenta has achieved a win-win situation: it guarantees that Syngenta can focus on its own expertise,
invest heavily in research and development, develop new technologies, and help improve planting crops’

efficiency and yield. The acquisition of Syngenta by ChemChina will fill the blank of patent pesticides
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and seeds and will play a positive role in improving China's agricultural competitiveness and ensuring

food security.” (LiuJ. , 2017)

Chinese observers believe that the point of contact between the two companies will be the
possibility for ChemChina to exploit Syngenta’s pesticides and seeds technology in order to
improve its productivity, while to Syngenta is given the possibility to keep on investing in its

own research and development, and at the same time to expand its market in China.

Anyway, some Chinese sources look at the deal from a different point of view. It is argued
that the process of acquisition met many obstacles, and since 2015 that the deal was announced,
it took about one year to be completed. According to media reports, the acquisition dated back
to May 8, 2015, the day Syngenta publicly stated that it would reject Monsanto’s offer. Since
then, Ren Jianxin, the chairman of ChemChina, has been rejected, re-rejected, and he repeatedly
revised the quotation proposal to acquire Syngenta, made many twists and turns to finally
impress the Swiss company. Only on February 3, 2016, ChemChina and Syngenta finally
announced a merger agreement. The former will acquire 100% of the latter with a total cash
offer of $43 billion. During this period, ChemChina made various compromises: the quotation
plan changed from “cash + stock™ to “full cash acquisition”, the total amount of quotations was
raised several times, they promised to maintain the core value and identity of Syngenta and
agreed to increase the reverse the break fee to $3 billion. Furthermore, in addition to making
compromises with Syngenta, ChemChina had previously made a certain degree of compromise
with EU regulators. For example, in order to dispel the doubts of EU regulators, ChemChina
proposed to divest the pesticide chemical company Adama Agricultural Solutions assets (Qi,

2016).

This third case study is, as we saw with the Midea-Kuka case, a quite recent story, so it is not
possible to make a detailed analysis of the change in points of view throughout the time. The
ChemChina-Syngenta acquisition takes place in the same period of the Midea-Kuka case, and
most of all, it has occurred in 2016, the year when most Chinese investments were registered
in Europe. This one was the biggest, and the importance of this deal is consequently

fundamental.
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4.5 Cross-case analysis

The three case studies analyzed in this chapter are very different in industry sector, amount
of investment and target country. The first one takes place in a different period, in comparison
with the other two, that on the contrary occur in the same period. Geely-Volvo is a long and
debated case study, in which many diverse opinions are observed. These opinions change
radically throughout the time, many differences are observed between different countries, but
also inside the same country. Volvo was close to death, the company had suffered huge loss,
and the Chinese acquisition was somehow Volvo’s salvation. We observed the approach that
the Chinese counterpart had in relation with the deal, the “light-touch approach”, in which the
integration was gradual, without fierce contrasts between the two companies. The acquisition

has been very well studies in all its aspects, and this brought to the success of the acquisition.

Midea-Kuka is a more recent, strongly criticized acquisition and still an “open wound” for
Germany. Kuka is a pearl to German industry, its worldwide success is a pride for the German
robotics and the Chinese acquisition is seen as a huge loss for Germany. The Chinese
counterpart, which acts in a period in which Chinese investments abroad are changed and are
no longer belonging to the 2010 era, approached the acquisition with a different attitude, and
despite the initial promises for a hands-off approach (like we saw in Geely-Volvo), a more
aggressive tone was actually observed. Many contrasts made this case become a political matter,

with Germany implementing many restrictions on foreign investments.

The third case, ChemChina-Syngenta, belongs to a different industrial sector with respect to
the other two, but its importance is still remarkable, because of the scale of the acquisition (the
highest transaction amount from a Chinese investor, $43 billion) and because of its key role in
the process of development of Chinese economy. As it was for Volvo, Syngenta was facing a
period of loss and this made the acquisition more acceptable for the Swiss company.
Furthermore, the Chinese approach was again rather delicate, and the acquisition was completed

after many compromises by ChemChina.

The three cases are all part of a process of development and internationalization of the Chinese
economy, which are monitored by the Chinese government and encouraged through an attentive
policy, like the “Go global” policy, and development plans like the “Made in China 2025

program and the “Belt and Road” initiative.
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Conclusions

After the analysis of the three most famous cases of Chinese M&A of the last ten years, in
the context of the overall trend observed with the Chinese international expansion, many
different aspects have been taken into account. It has been argued that when engaging in M&A,
particularly in a multi-cultural context, many features and variables must be considered, and a
more attentive observation must be made when talking about China. It has been demonstrated
how different observers look at and interpret the same M&A phenomenon from various
perspectives, and how these observers’ opinions have changed throughout the time, also in
relation to M&A performance change. We have compared Western opinions and Chinese
opinions, finding many common points of view, and many differences. We have examined these
common and divergent views, finding their determinant factors: from the influential role of the
Chinese government, to the problems linked to the Chinese press, the position of China in the
eye of Western countries, the change of this position in the last years. Some commonplaces and
misconceptions have shaped Western opinions about China, but they have been overturned,
demonstrating how China is actually deeply changed, shifting from low-quality manufacturer
and mostly oriented towards Asian markets, to major competitor in global affairs, with a strong
orientation towards high-tech and high-growth potential industries, to the acquisition of top

brands and core capabilities.

The choice of M&A as the best entry mode in the international markets has been discussed,
analyzing the background of this phenomenon, the process of the M&A itself and its phases,
and how the post-acquisition phase is the most important for the success of the deal. The
integration process activated during this phase is the most delicate part of the deal and it

determines its success in most cases.

As we saw, Chinese companies engaging in the M&As that we taken into account were able
to manage this process, and this was crucial for the change of attitude of European media
towards these acquisitions. In particular the first case study, Geely’s acquisition of Volvo,

showed a success that determined a sharp change of opinions throughout the time, from the pre-
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acquisition phase to the post-acquisition phase. While at the beginning Western media were in
flames and extremely critic towards the acquisition, mostly because of technology and know-
how transfer concerns, from a certain period after the post-acquisition phase, when Volvo
performance brought unexpected results, European observers changed their mind and started to
show a very positive opinion of Geely. Chinese company’s integration method, the hands-off
approach, which is fundamentally a non-integration, non-interference approach, was a

successful choice and it was determinant for Volvo’s performance.

The same method was undertaken also in the other two case studies, and it is demonstrated
how it was fundamental to the acquisitions, determining the change in European media opinion.
The second case study, the Midea-Kuka acquisition, even if it is a really controversial
acquisition, still has this hands-off approach as its trump card, which succeeded in persuading
German Kuka that Midea was its best acquirer. In this case, it is not possible to see how things
will change in the future, since the deal is a quite recent one. But Chinese strategies are clear,
and governmental plans like “Made in China 2025 are source of concerns for Western
countries. Midea’s integration process has been accelerated, through the development of joint
development programs aimed at boosting the cooperation between the two companies, thus
questioning the promises concerning the technology transfer. This change of strategy can be
linked to two reasons: one is the different context in which this acquisition is pursued, since
China has already gained a role of supremacy in many industrial areas, and the one covered by
Kuka is directly linked to Chinese interests; second, the protectionist policy launched by
Germany and other European countries (not to mention United States strict closure to Chinese
investments) has threatened Chinese expansion plans, making Midea feel compelled to gain
more from Kuka acquisition. The third case, ChemChina’s acquisition of Syngenta, has met
many difficulties before being completely carried out. Once again, a hands-off strategy was
promised, and this helped a lot in avoiding negative opinions by Western observers. Also, the
complementarity between the two companies and their business scopes, the lack of competition
between the two, allowed a non-integrative but strong cooperation that facilitated the

development of both sides in their respective fields.

In all the three case studies, the integration approach was the key factor for the realization of
M&A success, and at the same time it was essential for receiving a more welcoming attitude

by the acquired company and its stakeholders.
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