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Abstract

Purpose – The purpose of this study is to examine specific use of strategic alliances and
acquisitions for Chinese firms to catch-up technologically and to enhance their internationalization
competence.

Design/methodology/approach – The paper offers a conceptual analysis of internationalization
through either FDI or strategic alliances. This is a novel approach, as most of the extant literature
tends to view internationalization solely through the prism of FDI. The empirical evidence presented
in the paper is twofold. First, it analyses empirical data on strategic alliances and acquisitions
retrieved from Thomson SDC database, a premium business directory. Second, it also approaches
the topic qualitatively, by offering a case study of Chery Automobile Co. Ltd, a Chinese company
that has relied heavily on strategic alliances in its internationalization strategy.

Findings – First, the study finds statistical evidence of a rising trend of formation of outward
strategic alliances by Chinese firms. Second, the authors demonstrate the specific benefit of strategic
alliances for Chinese firms to technically catch up and enhance internationalization competence.
It is found that strategic alliances give Chinese firms opportunities to learn from front-runners in terms
of gaining technological capabilities, and there are advantages in tagging developing and advanced
markets. The main findings suggest that the internationalization of Chinese firms is in a process
in which they gradually integrate technology and marketing/logistics alliances. This approach
allows for sufficient time to learn and absorb new skills and technology. Moreover, Chery’s case
indicates that a series of successful international strategic alliances could also generate tremendous
bargaining power for Chinese firms when undertaking subsequent international activities.

Originality/value – This paper contributes to the small but growing body of literature on the
internationalization of Chinese companies, their technological catching-up activities. Unlike previous
studies that mainly focus on state-owned Chinese firms’ internationalisation through outward
FDI (such as M&A), the paper particularly contributes to the exploration of strategic alliances’
effectiveness for private and latecomer firms’ internationalization. Empirically, the data analysis
and case study reflects the benefits for Chinese firms to enter into strategic alliances with European
firms in order to enter into European market and to acquire technological capabilities.
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1. Introduction
China’s spectacular economic growth and unprecedented success in attracting inward
foreign direct investment (FDI) has drawn the attention of academic scholars and
policy-makers alike. More importantly, the country has embarked on a transition path
from a global manufacturing site to an innovation-based economy (Altenburg et al.,
2008; The Economist, 2010). As China becomes a hotspot in the global marketplace,
Chinese domestic companies are increasingly internationalizing by establishing a
network of subsidiaries abroad (Buckley, 2010; Davies, 2010). This internationalization
trend was initiated by Chinese companies entering less-developed economies and
continued with their entrance into advanced Western economies. The motives seem to
range from the need to diversify and to enter foreign markets to the acquisition of foreign
know-how and strategic assets.

Europe represents a special case in the internationalization strategy of Chinese
firms, mainly because of European integration. First, by entering just one member
state, Chinese companies de facto get access to the entire single European market.
Second, EU member states are highly idiosyncratic. In particular, there is a highly
pronounced difference between markets in Western Europe and those in the new EU
member states of Central and Eastern Europe. Recently, there have been several
studies of the Chinese (and Indian) outward foreign direct investment (OFDI) in Europe
(Nicolas and Thomsen, 2008; Milelli et al., 2010; Knoerich, 2010), with particular
reference to the distinction between West and East (Filippov and Saebi, 2008). Despite
the growing interest, the understanding of this new phenomenon remains rather
limited. A lack of reliable and comparable data is the main impediment to academic
research on the strategies of Chinese companies investing in Europe.

Recently, a new trend has appeared. Certain Chinese companies prefer to enter Europe
not only through OFDI but also by establishing strategic alliances with European
partners. In contrast to traditional FDI-entry modes such as greenfield investments and
acquisition, strategic alliances provide more flexibility and less commitment when a
company is entering a new and unfamiliar market. Traditionally, scholars in the area of
strategic alliances have focused on alliances between Western partners. More recently,
the research has also addressed alliances between Western-based and Chinese
companies in the Chinese domain, i.e. alliances aimed at the Chinese market and initiated
by Western multinationals.

Because of the novelty of this phenomenon, it remains a greatly under-researched
topic in the existing literature. The seminal paper by Child and Rodrigues (2005) on
Chinese firms’ internationalization strategies is a study of an original equipment
manufacturer (OEM) strategy that was used as an inward internationalization and a
Merger and Acquisition (M&A) strategy as outward internationalization; it did not
address the role of strategic alliances. Only a few academic publications discussed
strategic alliances as a vehicle of internationalization of Chinese firms (Duysters et al.,
2007, 2009). Dong and Glaister (2006) statistically examined the motivations for Chinese
firms to engage in international strategic alliances; however the strategic motivation for
internationalization was not studied.

This paper aims to examine the internationalization strategy of Chinese firms
through acquisitions and strategic alliances in the context of Chinese firms’ entry into
Europe. As such, the research question is formulated as:
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RQ1. How do Chinese firms internationalize through acquisitions and strategic
alliances in pursuit of their expansion into the European market?

By means of a conceptual and theoretical comparison of acquisition and strategic
alliance strategies and by an empirical quantitative analysis and qualitative case study
of Chery Auto, we highlight the role of strategic alliances’ for Chinese firms’ in their
efforts to catch up technologically and in their efforts to internationalize.

On the basis of the theoretical background in Section 2, we provide in Section 3 an
overview of the phenomenon of Chinese corporate activities aimed at entering Europe
by means of acquisitions or strategic alliances. We then focus on a case study of Chery
Automobile Co. Ltd to analyse its strategy and benefits of strategic alliances in Section 4.
Finally, we offer the main conclusions and managerial implications in Section 5.

2. Theoretical background
2.1 Emerging multinationals: internationalization, catching-up, competences, and
innovation
Firm internationalization has traditionally been understood through FDI (either
greenfield investment or acquisition) leading to the establishment of overseas
subsidiaries/affiliates. The academic literature first addressed this issue in the late
1950s, focusing on the internationalization of US companies and their penetration into
Japanese and European markets, i.e. north-north flows. The theoretical origins can be
found in the seminal works of Penrose (1959), Hymer (1976), Vernon (1966), Caves (1971),
Buckley and Casson (1976) and Hennart (1982). Dunning (1977) combined many of these
contributions in his eclectic paradigm, or ownership, location, internationalization (OLI)
model for analysing MNCs’ internationalization patterns. The eclectic paradigm has
been widely used to describe the strategic behaviour of MNCs. Later, as multinationals
from advanced economies started internationalizing into developing countries,
north-south flows, a whole stream of research emerged within the framework of
development studies. The issue of FDI spillovers has become an established area of
research with a multitude of studies (industry-context, country-context) (Blomström and
Kokko, 1997, 1998).

A recent trend that became more pronounced at the end of the 1990s and in the early
2000s is the internationalization of companies from developing/transition/emerging
economies. As these companies began to go global, their presence was not limited to
developing countries (south-south flows) but increasingly focused on advanced
economies (south-north flows) (Sauvant, 2005; Globerman and Shapiro, 2006; Goldstein
and Shaw, 2007; Benito and Narula, 2007; Ramamurti and Singh, 2009; OECD, 2006;
BCG, 2008).

Scholars have gradually reached consensus that the business strategies and
corporate behaviours of emerging multinationals differ from that of companies found in
Western economies. Bartlett and Ghoshal (2000) argue that companies from developing
countries internationalize in order to seize the opportunities abroad even if they do not
necessarily have unique ownership advantages based on superior technology or
competitive products. In other words, to address their lack of specific competitive
advantages (a key prerequisite in conventional explanations of internationalization)
they invest abroad to take advantage of the new context (Sauvant, 2005; Goldstein, 2007;
Buckley et al., 2007; Gammeltoft, 2008).
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OFDI from China, along with India, is a central topic in the study of emerging
multinationals from emerging economies (Athreye and Kapur, 2009; Fortanier and
van Tulder, 2009; Larçon, 2008). Scholars have examined specific characteristics of this
process, such as the role of home-country macroeconomic factors for the OFDI of China
and India (Tolentino, 2010) and the contribution of outward direct investment to
productivity changes within China for the past 15 years (Zhao et al., 2010). Several
studies have addressed sectoral specificities of emerging multinationals: in the
pharmaceuticals industry (Athreye and Godley, 2009) and in the software sector (Niosi
and Tschang, 2009).

Mathews (2006) underscores that the strategic goal of the latecomer multinationals
is to catch up with the incumbent multinationals and to move as fast as possible from
imitation to innovation. This strategic goal is achieved through linkages with the
global value chains, leveraging their capabilities, and through repeated practice
facilitating the appropriate learning. In case studies of the Haier group, Liu and Lib
(2002) and Duysters et al. (2009) show that technological catching-up was a major
motive for the internationalization of this Chinese company. Likewise, in ten case
studies, Knoerich (2010) finds that technological upgrading and a catch-up agenda
(along with the investment of surplus capital from profits and overseas expansion)
were strategic motives behind the acquisition of German engineering and
manufacturing companies by emerging Chinese multinationals.

Mergers and acquisitions are often perceived as the most effective means of gaining
access to the knowledge and capabilities of the target firm (Ranft and Lord, 2002). This is
in line with the knowledge-based theory of the firm, which considers knowledge to be the
most strategically significant resource of a firm. Heterogeneous knowledge bases and
capabilities are viewed as the main determinants of sustained competitive advantage
and superior corporate performance. These competences can be acquired from other
firms not only via legal takeovers and knowledge transfer from newly acquired
subsidiaries to other parts of the corporate network, but also via strategic alliances.

The phenomenon of strategic alliances started to gain significance in the global
business environment in the 1990s, and the academic literature on this topic has
burgeoned over time. Currently, more and more Western companies are engaging in
strategic alliances. Such alliances originate from collaboration between multinationals
from advanced countries (north-north). As the literature in this field developed,
scholars started focusing also on collaboration between Western multinationals and
companies from emerging economies, specifically Chinese firms (Duysters et al., 2007;
Dussaug, 2008), but these studies remain scarce.

It should be noted that these two strands of the literature (investments by
multinationals from emerging economies and strategic alliances with companies from
emerging economies) remain rather isolated from each other. In the next section we
shall elaborate on the nature and features of strategic alliances.

2.2 Strategic alliances
There is a general consensus among scholars in the field of strategic alliances that
alliances are intensive cooperative arrangements between two legally independent
entities, aimed at realising competitive advantages for both partners (De Man et al.,
2001), or temporary cooperative agreements in which two or more firms share reciprocal
inputs to realise improved competitive positions for the partners involved while
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maintaining their own corporate identities (Heimeriks, 2004). According to Casciaro
(2003), alliances can be categorised into equity vs contractual relationships. Of there, the
most basic alliances are “contractual agreement” alliances that can be exemplified by
supply-buyer relationships (Contractor and Lorange, 1988), service agreements
(Contractor and Lorange, 1988), co-production (Nooteboom, 1999; Contractor and
Lorange, 1988), co-marketing (Contractor and Lorange, 1988), joint distribution (Yoshino
and Rangan, 1995), joint R&D or licensing[1] (Contractor and Lorange, 1988; Yoshino
and Rangan, 1995). By contrast, “equity alliances” are formed in terms of equity
investment[2] (Gulati and Singh, 1998; Nooteboom, 1999; Todeva and Knoke, 2005) and
joint venture[3] (Lei and Slocum, 1991; Konke, 2001). If the degree of integration is
considered as the single dimension to classify strategic alliances, Konke (2001) argues
that the extent of integration can be enhanced along the line of service agreement,
licensing, franchising, co-production, joint R&D, joint ventures.

The benefits of alliances are diverse. Generally, alliances can facilitate firms to
achieve their goals at a faster rate with less cost and/or risk, comparing to what they
can achieve on their own. This is because of a number of specific advantages that
alliances have over other modes. First, opportunities can be offered by organizational
collaboration to obtain “the complementary competence, skills or technology in the
fastest way” because fewer companies are able to develop all the necessary skills in
house and to deal with shrinking technology and product life cycles. Collaboration
such as strategic alliances can enable companies to access to important complementary
assets in a relatively fast way (Chan et al., 1996). Second, strategic alliances have
“a high degree of flexibility which reduces the degree of commitment” to specific assets
and “R&D costs”. It also allows firms to share risks and costs involved in the
technology development area. This is rather important in today’s technology-oriented
markets because innovation is the primary determinant of success and technology
development is notoriously expensive and uncertain. Third, strategic alliances are
accompanied by knowledge exchanges between the collaborating partners and offer
companies an important chance to “execute organizational learning”. Close contacts
with other firms can facilitate the transfer of knowledge, especially tacit knowledge,
between firms and the creation of new knowledge that individual firms could not have
created alone (Mowery et al., 1998). Finally, the establishment of industry technology
standards promotes alliance-based collaboration to support technology standards at
the commercialization stage (the compatible and complementary products “follow the
unified standards”). In certain industries alliances are established to prevent the
emergence of multiple competing standards.

In addition, strategic alliances also provide participants with opportunities to:
. access markets;
. accelerate the return on investment;
. access resources such as complementary technology;
. create efficiencies through economies of scale and scope or through

rationalisation;
. open up otherwise unattainable investment options; and
. co-opt competition (De Man, 2004).
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To sum up, the significance of strategic alliances is explained by the fact that alliances
enable growth not only by leveraging existing skills, but also by fast and flexible
access to the capabilities of others.

2.3 Strategic alliances vs FDI
In this paper we focus on two distinct modes of firm internationalization (FDI vs
strategic alliances) as two sides of one coin. We aim to provide a comprehensive
comparison of them (Table I).

There is a fundamental difference between the goals and motives of the
establishment of subsidiaries and the formation of strategic alliances, which translates
into flexibility and managerial control. Subsidiaries are established as part of the
corporate group, with a particular motive (serving a host-country market, producing in
the most cost-efficient way, or seeking strategic assets such as knowledge). These
motives are not mutually exclusive and may be combined in the strategy of a particular
subsidiary. A subsidiary is established by a parent company and the HQ holds a
certain percentage of equity in the daughter company. Establishing a subsidiary
(particularly a manufacturing one) may be costly. Therefore, a newly established
subsidiary is framed within the long-term strategy of the corporate group.

Strategic alliances are established on a temporary basis to achieve specifically
defined common goals of two independent companies. Once a common goal has been
achieved, the need for the alliance may disappear. The collaborating companies remain
independent and do not establish a new entity (as is the case with joint ventures).

The choice between strategic alliances and FDI can be explained by transaction-cost
theory. This approach has been used to explain many facets of strategic alliances
(Young-Ybarra and Wiersema, 1999). According to transaction-cost theory,
organizational units are considered to be much more individual and self-fulfilling, and
alliances are viewed as separate business cases, or single transactions that are used to
overcome market failure and industrial constraints. The advantages of alliances are
frequently interpreted by transaction-cost theory.

FDI/subsidiaries Strategic alliances

Goals and
motives

Establishing corporate presence in a
particular country with a specific motive
(seeking resources, markets, efficiency, or
assets)

Collaborating with a partner for a specific
purpose (access to a foreign market,
development of new products, etc.)

Flexibility Subsidiaries established through FDI are
part of the long-term strategy of the MNC
parent company. Subsidiaries evolve over
time in terms of functional scope,
competence base, etc. yet they remain part
of the MNC

Very flexible. Strategic alliances are formed
to achieve a specific goal and once this goal
is achieved, the alliance agreement usually
ends

Managerial
control

A company is qualified as part of MNC if
the HQ has a stake of more than 10 per cent
in it. As a rule, MNC HQ seeks to retain full
control over subsidiary operations

Both partners retain managerial control
over their respective companies

Source: Authors

Table I.
Comparative analysis
of strategic alliances

and FDI
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3. Chinese companies’ entry into Europe
Traditionally, Western companies have sought partnerships with their Chinese
counterparts in the Chinese domestic market. By establishing collaboration through
inward FDI or strategic alliances, estern companies get the opportunity to tap into an
enormous market of 1.3 billion consumers. However, more recently, a reverse trend has
taken shape. Chinese firms have begun entering the international market either
through direct overseas investment or outward strategic alliances. “Outward strategic
alliances” are here defined to be strategic alliances initiated by Chinese firms as a mean
to access overseas markets, technology, managerial know-how, and other resources.

According to Zhong (2000), the history of strategic alliances in China can be traced
back to the foundation of the People’s Republic of China in 1949. These early alliances,
however, were collaborations between Chinese research institutes to develop national
defense technologies.

In 1978, the Chinese government initiated its outward policy to attract foreign
companies to cooperate with local Chinese firms, with the overall aim to attract
technology as well as managerial skills. Since then, the number of Chinese inward
strategic alliances has shown rapid growth. In this context, strategic alliances are
considered to be inward directed once foreign firms ally with Chinese firms to conduct
activities in China. Zhang (2008) reports that inward strategic alliances remained the
dominant mode and accounted for 74.54 per cent of the total value of actual FDI in 1994
and 63 per cent of the total number of alliances in China from 1985 to 2005. The second
generation of strategic alliances is labelled as being outward and undertaken by Chinese
firms starting to go abroad and increasingly engage with foreign companies in their host
countries (Zhang, 2008). The emergence of this new trend can be explained by increased
competition in the Chinese home market (Yiu et al., 2007) and the governmental
“go global” policy launched in 1999 (Luo and Tung, 2007). According to Zhang (2008),
the ratio between inward and outward alliances has changed as the number of inward
alliances in China has decreased and outward alliances has increased since 1995 (which
accounted for 21 per cent of the whole number of alliances since 1995), with an average of
337 alliances undertaken annually in the period of 1985-2005.

To provide an overall picture of Chinese firms’ internationalization processes, we
choose the European market as the focus of our analysis. The rationale is related to the
heterogeneity of the single European market, integrating both advanced Western
European economies and catching-up post-socialist Eastern European economies.
Firms from developing countries can easily find a corresponding niche market, and
European integration could benefit multinational companies that organize their
networks on a European-wide scale. Moreover, our choice of the European
market allows us to study two co-existing forms of internationalization: the
investment-oriented (FDI) approach (acquisitions by Chinese companies) and the
collaboration-based approach (strategic alliances by Chinese private firms).

We choose Thomson SDC as the data source for strategic alliances and acquisitions.
The SDC database is an authoritative international data source providing data about
firm-level alliances and M&As. Our selection criteria was any alliance in which a
Chinese firm and a European firm was involved, and taking place in Europe. Moreover,
we selected a sub-sample of M&A deals in which a Chinese firm acted as the acquirer and
a European firm (in Europe) was the target. Using data for 1 January 1985 to 31 December
2008, we found 9,533 alliances in which Chinese firms participated and
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19,323 M&As involving Chinese companies. Thompson SDC database at the same time
provides detailed information on each alliance and M&A with respect to their activity
announce date, the type of activity, partners’ information, participants’ nationalities, the
brief contract content, etc.

3.1 Chinese outward alliances
Compared to the total number of strategic alliances annually worldwide (around 9,000),
the number of Chinese outward alliances is rather small. Inward alliances account for
most of the global alliance activity associated with China. Outward alliances are
typically defined to be alliances initiated by Chinese firms for collaboration with
foreign companies located either in China or overseas. We define outward alliances to
be alliances established between Chinese and foreign partners taking place outside of
China. This definition includes the location where the alliances occurred and therefore
shows the extent of the initiation of Chinese firms into overseas alliances.

Using our definition, the trend of Chinese outward alliances since 1985 (Figure 1) can
be seen. The trend is unstable but clearly growing since 2003. This is because of
increased competition in the Chinese domestic market, the strong government
encouragement for Chinese firms going abroad, and Chinese firms’ desire to access
overseas markets. Some drastic changes in the trend are associated with changes in
China’s macroeconomic and policy environment. For example, the sharp increase in 1992
with its peak in 1994 was caused by strong government support at that time for
state-owned enterprises exploring overseas markets. The remarkable increase in
outward alliances from 1999 to 2001 is a result of the government-led “go global” policy
initiated in 1999. Private firms participated in the “going abroad” group. Chinese firms
teamed up with partners to gain technological know-how from overseas and to expand
their markets. During the Asian financial crisis at the end of the 1990s, outward alliances
were still the main mode for Chinese firms that wished to gain expertise. We found that
in the Asian economic crisis China’s outward alliances were not affected as strongly as
its inward alliances were. Around 2001, because of China’s access to the WTO, outward
alliances reached another peak. However, the SARS epidemic, which exploded in 2003,
led to a strong decrease in the number of outward alliances.

3.2 Sino-European strategic alliances
Chinese firms formed alliances with partners in various locations, dominated by
the South-East Asian region because of its geographical and cultural proximity.

Figure 1.
Total number of Chinese

outward strategic
alliances formed

worldwide
Source: Thomson SDC database, calculated by authors
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Overall, over the period 1989-2008, developing economies attracted 59 per cent of
Chinese outward alliances while developed economies accounted for 41 per cent.

In this study, we focus on Europe, and at the same time, we provide information on
North America (USA and Canada), Japan and Australia, as references points (Figure 2).
Unsurprisingly, the USA (34 per cent) and Japan (27 per cent) emerge as the leading spots
for Chinese outward alliances in the developed world. The USA is a technological and
financial center and hence Chinese firms seek to tap into the technology and know-how
there and to access the market. Japan is a preferred destination for the same reasons, and
its geographical and cultural proximity is an additional advantage. Europe is next in the
ranking and has a consolidated weight of 23 per cent (EU15: 20 per cent, European Free
Trade Area (EFTA): 1 per cent and EU12: 2 per cent). The other countries are Australia
(11 per cent) and Canada (5 per cent).

What is more interesting is that from a dynamic perspective (Table II), the role of
EU12 (Eastern Europe) is rising, particularly since 2004, when the eastward European
enlargement took place. Within the EU15 group, France, Germany, and the UK emerge
as the top destinations. This ranking confirms the technological advancement of
European economies. Within Eastern Europe (EU12), the Czech Republic, Poland,
Bulgaria, and Romania are the most attractive places for Chinese outward alliances.

Table II provides a global view of Chinese outward alliances. Many of these
alliances took place in Europe. We select four five-year periods (1989-1993, 1994-1998,
1999-2003, and 2004-2008) to show the emphasis on Sino-European alliances (Table II).
Each column contains two queues of numbers The first queue for each period gives the
number of strategic alliances, established in the given country, that include a Chinese
firm. The second queue gives the number of strategic alliances, established in the given
country, in which one partner is Chinese and the other is a local firm. The difference is
that the latter queue includes only alliances between Chinese and local partners
(i.e. firms registered in the given country). As the data show, the majority of Chinese
firms prefer to establish alliances for specific markets with local firms. The Chinese
outward alliances in Europe reflect the general trend: a slight increase in the first
period, growth in the second period (mid- to late-1990s), and much smaller numbers in
the third and fourth periods (until 2008).

Figure 2.
Destinations of Chinese
outward alliances in
developed world,
1989-2008

Source: Thomson SDC database, calculated
by authors
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3.3 Chinese acquisitions in Europe
Chinese investment in Europe is on the rise not only in the advanced European
economies but also in the East. Figure 3 shows an overview of the acquisition where
Chinese companies were the acquirers. We give the number of deals since the value of
the deal is not always available. The figure shows that the acquisition activity of
Chinese firms intensified after about 2003. This is because of China’s access to the
WTO in 2001 (with a time lag of two years) and the corresponding financial support
from the Chinese government for state-owned enterprises involved in international
acquisitions. The data show that the majority of Chinese acquisitions were located in
Western Europe (particularly in the UK, Germany, France, and Italy). This is not only
because these countries are technological leaders in Europe but also because of the
nature of M&As, i.e. the direct acquisition of foreign assets.

1 January
1989 to 31
December

1993

1 January
1994 to 31
December

1998

1 January
1999 to 31
December

2003

1 January
2004 to 31
December

2008 Total alliances

EU15 22 21 61 44 12 10 5 2 100
EU12 4 3 1 1 2 2 4 2 11
EFTA 0 0 3 3 0 0 0 0 3
USA 29 27 79 70 39 34 22 22 169
Japan 37 34 67 64 19 17 9 9 132
Canada 2 2 5 5 5 5 10 5 22
Australia 0 0 15 11 23 19 17 16 55
EU27 26 62 14 9 111
Total developed 94 231 100 67 492
Share of EU15 (%) 23.40 26.41 12.00 7.46
Share of EU12 (%) 4.26 0.43 2.00 5.97
Share of EU27 (%) 27.66 26.84 14.00 13.43
Total Chinese
outward alliances 201 451 281 259 1,192

Notes: EU15 is defined to be Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy,
Luxembourg, The Netherlands, Portugal, Spain, Sweden and the UK; EU12 is defined to be Bulgaria, Cyprus,
the Czech Republic, Estonia, Hungary, Latvia, Lithuania, Malta, Poland, Romania, Slovakia and Slovenia;
EU27 is the union of EU15 and EU12; the EFTA is defined to be Iceland, Norway, and Switzerland; this is the
present regional grouping; for consistency of analysis we use the same groups throughout the four time
periods; “developed economies” refers to EU27, EFTA, USA, Japan, Canada and Australia
Source: Thompson SDC database, calculated by authors

Table II.
Overview of

Sino-European outward
strategic alliances

Figure 3.
The trend of outward
acquisition formed in

Europe
Source: Thomson SDC database, calculated by authors
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We also looked at the distribution of the industries of the acquired companies. In
Eastern Europe, Chinese firms mainly invested in mid-technology industries such
as energy, machinery, and communications equipment, aiming to access the East
European market through low-cost competitive advantages.

However, in Western Europe, Chinese investments appeared more diversified. In
addition to mid-technology industries, Chinese firms actively invested in
technology-oriented industries such as communications, software, chemical, electronics,
and medical companies. They also acquired firms in the service sector, including
insurance and transportation companies (Figure 4).

We aim to provide a general overview of regional and sectoral distribution of Chinese
firms’ acquisitions and strategic alliances. Figure 4 shows the sectoral distribution of
acquisitions. It can be noted that most acquisition deals were executed in energy,
transportation and insurance industries. It can be explained by the fact that these
acquisitions require large amounts of capital, and financial support is often provided to
Chinese state-owned companies by the government. As for strategic alliances, we
analyse the destination distribution. Chinese firms are likely to enter less-developed
markets, and later penetrate to developed regions. However, the outward alliances
aiming at acquisition of technology and knowledge have a very particular goal, therefore
they are mostly conducted with companies from developed economies, of which Europe
accounts for a large share. Chinese firms investing in Western Europe are seeking to
bypass stringent trade barriers or to avoid export barriers, to compensate for their
competitive disadvantages, and to acquire sophisticated technology or advanced
manufacturing know-how.

3.4 Summary
By working on the data in the last section, we found that Chinese companies pursue
motive in developing countries (e.g. resource-seeking in some African countries and

Figure 4.
Sectoral distributions
of acquisition in Western
Europe (1992-2008)
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efficiency-seeking in others), but numerous motives in relation to European markets.
These motives include access to markets, technology, knowledge, management skills
and brands, as well as a search for efficiency gains.

Based on the data analysis in Section 3.3, we identify four types of
internationalization of Chinese firms in Europe in relation to two types of markets
(Western developed Europe and Eastern developing Europe) and two types of strategies
(strategic alliances and acquisitions) (Table III). The choice of a particular strategy is
determined by a number of factors such as industry, ownership, and prior experience.
One interesting finding is that state-owned Chinese companies prefer to directly enter
into Europe by acquiring or by directly investing in European companies. In contrast,
private firms face difficulties in entering Europe through FDI due to sufficient financial
supplement and government support. Instead, they mostly prefer strategic alliances. In
terms of prior experience, companies going abroad for the first time might engage in
partnership with European firms (strategic alliances) rather than pursuing
internationalization on their own. Companies with experience in Europe may have
interests to pursue a direct investment strategy.

By imitating foreign partner’s entry strategies into Chinese market, Chinese
companies took advantage of strategic alliances to smoothly access the market, gain
control over strategic assets, and build an advantageous collaborative network.
Besides, in contrast to Western MNC in China, Chinese firms used outward alliances in
Europe to obtain superior technologies (see Approach C) and penetrate advanced
markets (see Approach D). The logistics and marketing alliances, especially in Eastern
Europe, significantly helped them to deal with local market requirements.

Western (advanced) Europe Eastern (catching-up) Europe

Acquisitions
Approach A Approach B
Acquisition targets: companies possessing
strong competence and know-how
Acquirers are mainly Chinese state-owned or
collective-owned companies with rich
investment experience
Primary motivation: enlargement of corporate
network and direct enhancement of the
knowledge base

Acquisition targets: manufacturing units
Acquirers: Chinese state-owned and private firms
with rich experience in investment or collaboration
Primary motivation: access to Europe, with costs
lower than in Western European market and
acquisition of advanced manufacturing technology

Strategic alliances
Approach C Approach D
Dominant types of alliances: Dominant types of alliances:
Technological alliances Logistics alliances
Technology agreements
R&D agreements
Suitable for:
Young firms with internationalization
ambition
Less experience in acquisition and greenfield
No significant national financial support
Not willing to take high risk of failure
Prefer low failure cost

Marketing alliances that can help firms to understand
the market conditions in Europe and to adapt to
European standards and technological requirements
Suitable for:
Young firms with internationalization ambition
Aim to enter less-developed market
No significant national financial support
Not willing to take high risk of failure
Prefer low failure cost

Table III.
Chinese strategies

for internationalization
in Europe
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We acknowledge that Table III represents possible scenarios available to Chinese firms
in their expansion strategy in Europe. These four approaches are formulated based on
our analysis of the contemporary socio-economic development of the European Union
and the role of foreign MNCs in it. These four approaches find their circumstantial
evidence in our data analysis. Therefore, Table III is not prescriptive but rather an
analytical tool.

To align with our research question and give a suitable example in explaining
Chinese private firms’ internationalization in Europe through strategic alliances, we
focus in the next section on a case study of the Chinese automotive producer Chery.

4. Case study: Chery’s internationalization
In this section we explore the success factors of a Chinese firm’s path to
internationalization. In contrast to previous studies, the case study in this paper will
focus on the specific role of international alliances in the internationalization strategy
of Chinese firms. Chery Automobile Co. Ltd, an international private company without
government financial support, was selected to represent the new generation of Chinese
firms. We will show the internationalization path and strategy of this company, which
is the largest independent Chinese automotive manufacturer. Our case study is based
on a wide range of secondary data sources, from official information provided on the
corporate web site to independent accounts published in academic outlets and media.
All obtained information was cross-checked and validated.

In a study of Chinese internationalization, Chery provides a case in point. Chery’s
success in internationalization through strategic alliances is representative of the new
generation of Chinese entrepreneurship and reflects a creative transitional path from
an OEM to an original design manufacturer (ODM) and later to a strategy based on its
own branding and manufacturing (OBM).

4.1 Company profile
Chery Automobile Co. Ltd was founded on 18 March 1997 in the city of Wuhu
in China’s Anhui province. It began automotive production in 1999. On 22 August 2007,
Chery’s millionth car rolled out of the assembly line successfully. In 2010, Chery
achieved the status of the seventh most-productive Chinese vehicle manufacturer
(Chery, 2010), with sales of nearly 700,000 units (Schmitt, 2011) (Chery is now the top car
exporter and the largest local automaker in China, with seven assembly plants in Egypt,
Indonesia, Iran, Russia, Ukraine, and Uruguay. It produces a variety of Chery Series
Products such as the Tiggo, Eastar, QQ and A5. In 2008 Chery sold 135,000 cars to more
than 80 countries/regions.

Apart from being an internationalized firm Chery has also established itself as an
innovator. Since 2003, it has been granted 2,452 patents at the State Intellectual
Property Office of the People’s Republic of China, including 715 inventions, 628 utility
models, and 1,109 external designs (SIPO, 2010). Chery’s technological capability is
also reflected by its unique ability to independently design and produce car engines as
well as car parts in China.

4.2 Chery’s internationalization and technological catch-up through strategic alliances
Chery’s development was a path filled with frustration, setbacks, and constant learning
from international strategic alliances. Chery was established by a small group of young
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people and was a latecomer automotive manufacturer. It was based in a small town that
had never received much attention from the government, in contrast to other
industry-oriented cities such as Beijing, Changchun, Shanghai, and Wuhan. In the initial
stage of development, Chery had virtually no competitive advantages (government
support, sufficient funding, technology, or a skilled and educated workforce). The
company was backward and had an insufficient knowledge base; the entrepreneurs
believed international collaboration to be a shortcut to developing the necessary
knowledge (Yang, 2008).

Chery entered the automotive industry by registering as a motor-engine
manufacturer in 1997. At the beginning of this century it failed to find enough
buyers for its branded motor engine and experienced major challenges. Chery
understood that the problem was due to its backward engine design and the limited
number of engine hosts. It recovered by:

. establishing (from 2001) three- five years of a collaborative contract with the
prestigious automotive engine-design company AVL to develop a car engine;
and

. starting to produce vehicles for its engines.

To rapidly grasp the basic knowledge needed to design cars, Chery collaborated with a
number of Western automotive suppliers such as Delphi and Viston. By working with
prestigious motor-design companies and hiring around 20 engineers from Detroit,
Chery annually invested more than 10 per cent of its annual sales in R&D. As a result,
it successfully introduced the “Chery QQ” and “CheryFengYun” models (low-emission
vehicles at a lower price). Chery’s specific innovation strategy targeted middle-class
citizens eager to buy family cars at a lower price. Its products had an excellent
cost-performance ratio and eventually dominated the Chinese car market.

Chery invested in seven assembly plants overseas in Egypt, Indonesia, Iran, Russia,
Ukraine, and Uruguay, but its acquisition list was quite short. Until November 2009,
according to the SDC database, only one acquisition took place in the domestic market
rather than internationally. The reason might be the limited government support
(international acquisition proposals must be approved by the government in advance) at
the international-market stage. Given its limited experience in strategic alliances,
Chery’s interest in inter-firm alliances was mainly derived from its strategic goals of
entering overseas markets and acquiring technology. Table IV shows seven years and
22 strategic alliances, of which 14 were with firms from developed countries, such as
Tower Automotive (USA), Elder Inc. (Australia), GEC (Canada), Daimler AG (Germany),
Fiat (Italy), and Open2Europe (Europe). Other well-known strategic alliances initiated
before 2003, for example with AVL, Delphi, Pininfarina S.p.A, and Viston, are not
included in this list because the goal of the first stage was to acquire engine-design
technology. The key activities listed in Table IV show that Chery’s international
strategic alliances with developed firms were particularly geared towards the
acquisition of advanced manufacturing and service skills. At the later stages the goal of
market access became more important.

For latecomer firms in the current globalised environment, the progress of building
innovation capability is accompanied with the extent of this particular firm’s
internationalization process. Chery’s strategy in enhancing innovation capability
through strategic alliances as well as its acquisitions indeed facilitates the company’s
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internationalization. Chery’s strategic alliances allowed Chery to gain access to the
technological, social and market capital of its partners. In each alliance, explicit and
implicit information is exchanged between partners. Firms that stay at a lower level,
e.g. lower technological capability or lower market position, but work with advanced
industrial leaders in the forms of manufacturing outsourcing, foreign investment,
and/or joint R&D, can gain not only knowledge for building innovative capabilities,
but also the reputation. Further, we argue that only firms that have gained enough
innovative capability and acknowledged by counterparts in the industry as innovative
firms are able to internationalize more easily. In the current global environment,
especially in the automotive industry, internationalization implies not only physical
internationalization in terms of selling products worldwide, but also the process of
enhancing innovation and the extent of open innovation.

Looking at Chery’s internationalization in terms of sales accompanied with the process
of international expansion in terms of strategic alliances and acquisitions, several
observations can be made. First, Chery’s strategic alliances in the early stage (from 2001)
focused on building innovative capabilities; it can be exemplified by long-term (three to
five years) collaborative contracts with the prestigious automotive engine-design
companies AVL, Delphi, Pininfarina S.p.A and Viston to acquire engine production
technology. However, afterwards, as Chery had built sufficiently necessary knowledge
base and been ready to enter into international market (from developing countries to
developed countries), Chery started to initiate strategic alliances aimed at manufacturing,
service and distribution/retail (Table IV). Thus, we argue that international strategic
alliances, innovation, and internationalization are interrelated and mutually reinforcing.
Specifically, strategic alliances facilitate innovation and internationalization, and vice
versa, enhanced innovative capability and strong international position can have a
positive effect on the company’s portfolio of strategic alliances.

Chery’s strategy of participation in international markets depended on strategic
alliances with local firms. Its action plan was similar to its plan in the Chinese domestic
market, which was “besieging developed markets by covering surrounded developing
markets”. Chery had a good collaborative relationship with many developing
countries’ local automotive agencies. By using the partner’s local advantages, Chery
successfully covered targeted markets in each continent: 13 less-developed European
countries, 26 Asian countries, one Oceania country, 14 African countries, ten US states,

Year
Number of strategic

alliances
Number of strategic alliances
with developed countries (%) Key activities

2003 1 1 (100) Services, wholesale, retail
2005 1 1 (100) Manufacturing services
2006 5 3 (60) Manufacturing services
2007 8 6 (75) Manufacturing services
2008 3 1 (30) Manufacturing services,

wholesale, retail
2009 4 2 (50) Manufacturing services,

wholesale, retail
Total 22 14 (64) Manufacturing services

Source: SDC database and media announcements

Table IV.
List of strategic alliances
undertaken by Chery
(2003-2009)
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and seven South American countries, a total of 71 regions. Chery’s CEO Yin Tongyao
stated “each rich country has poor people and each poor country has rich people; what
Chery is doing is to firstly grasp these customers” (Yang, 2008).

While Chery was exploring developing markets, it did not stop penetrating into
more mature ones. In an interview with the McKinsey (2008) in May 2008, Chery’s CEO
Yin Tongyao explained why Chery primarily set up plants in developing countries:

Setting up plants firstly in developing countries can give Chery enough time to learn from
their mistakes before entering more mature and competitive markets, which helps Chery to
penetrate into other, bigger, and more developed markets in the neighbouring regions.

For instance, Chery cars are now sold in large quantities in Middle East and East
European markets because of their low prices and relatively advanced models. To
enter more mature markets in areas such as Western Europe, Chery had to make an
effort to meet local standards. In the past three years, it has started to focus on catching
up with Western European automotive standards and has made a number of strategic
technology alliances in the field of carbon-dioxide-emission reduction. Since 2008,
Chery has invested more than 6 per cent of sales into the development of new models to
meet the latest emission standards of Europe and California. Moreover, the
development of new plans for the use of alternative fuels has become an urgent task
in preparation for upgrading its international position in the future.

Chery’s internationalization process is characterized by many significant factors as
indicated in Figure 5. The most important element in its strategy is related to strategic
alliances. Through alliances with many foreign engine-design companies, Chery realised
the importance of producing niche vehicles. This stimulated it to pay attention to “value
innovation” in the design of the first generation of low-emission cars. Similarly, through
strategic alliances with overseas partners, Chery entered many developing markets
and prepared to “penetrate into the advanced neighbourhood” in terms of customer

Figure 5.
Chery’s

internationalization
strategies
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“brand awareness”. It initiated a variety of strategic alliances for collaboration and
development at the initial stages of the generation of new products. This entrepreneurial
ambition and attitude has been highly praised in the automotive industry. Chery
collaborated with different partners but always kept a clear mind-set by acting as ODM
and OBM while nurturing its own technological capability. When announcing the
collaborative agreement between Chrysler and Chery in July 2007, the ex-CEO of
Chrysler Tom LaSorda stated that Chery had become a first-class automotive
manufacturer and already had the ability to compete technologically with most Western
automotive companies.

Chery’s story is reminiscent of the internalization strategies of a number of young
Chinese firms. As is widely acknowledged, products made in China tend to have cost
advantages. Today’s young Chinese firms are however also taking advantage of
international collaboration to upgrade their technological capability and to achieve
internationalization. The case of Chery shows that Chinese firms have the potential to
serve customers in different markets. As is shown by the way that Chery penetrated
the Europe market, Chinese firms often first enter less-developed Eastern European
markets through strategic alliances and collaborative networks in marketing, logistics,
and technology to become familiar with local market regulations and to complement
deficiencies. They then penetrate into mature neighbouring markets.

5. Conclusions
This paper contributes to the growing literature on the internationalization of Chinese
companies and their technological catching-up activities. We specifically underscore
the role of strategic alliances between Western companies and emerging
multinationals in the process of internationalization of the latter. In this study we
paid a special attention to Europe, a region that becomes increasingly attractive for
Chinese multinationals. This topic is also of mounting importance for scholars,
European businesses, and policy-makers.

Through the analysis of Chinese firms’ outward strategic alliances and FDI
strategies (including greenfield and acquisition) in Europe, we aimed to find the
specific causes and effects of flexible internationalization strategies (strategic alliances
and international acquisitions). We found that Chinese outward alliances in Europe
have outweighed international acquisitions and in particular are favoured by the new
generation of Chinese mid- and high-tech enterprises.

Compared to international acquisitions, strategic alliances may offer Chinese firms
many shortcuts in terms of the development of technological capability and the ability
to enter new markets, to avoid high failure risk, and to reduce costs. These aspects are
achievable by any Chinese multinational enterprises engaging in international
strategic alliances, but are especially interesting for those young private companies
lacking sufficient financial resources.

To provide a more detailed analysis, we selected a Chinese automotive firm,
Chery Co. Ltd, as a case study. Chery’s internationalization path and its technological
catching-up strategy is indicative of the preference of young Chinese firms for
strategic alliances. We found that strategic alliances give Chinese firms opportunities
to learn from front-runners in terms of gaining technological capabilities, and there are
advantages in tagging developing and advanced markets. Our main findings suggest
that the internationalization of Chinese firms is in a gradual process in which they
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integrate technology and marketing/logistics alliances. This integrated strategy allows
sufficient time to learn and absorb new skills and technology. Moreover, Chery’s case
indicates that a series of successful international strategic alliances could also generate
tremendous bargaining power for Chinese firms when undertaking subsequent
international activities.

The limitation of this study mainly lies in the data scarcity in the set of Sino-foreign
alliances. Many of the Sino-foreign strategic alliances are announced in Chinese and
therefore could not be recognized by non-Chinese databases. The international
alliances were also less reported due to unawareness of these firms in the West. As
such, collaboration in establishing a comprehensive database of alliances and M&A for
future academic research seems to be key for developing a better understanding of this
phenomenon.

The phenomenon of emerging multinationals has raised the old problem of “good”
and “bad” FDI, i.e. its developmental and detrimental impacts. This time the context is
developed economies as recipients. It has been assumed that the costs of FDI from
emerging economies outweigh their benefits for host countries. Governments of many
advanced economies have shown a certain concern and reservation toward
acquisitions of technological assets by emerging multinationals. Strategic alliances
may be better received by governments and businesses alike. They offer an alternative
means of internationalization for emerging multinationals and may lead to a win-win
situation because they do not entail the loss of ownership control yet allow for
technology learning and market access.

Implications for Chinese firms and Chinese government reside in the importance
and relevance of strategic alliances to the development of Chinese firms. The most
common approach to acquire technologies and knowledge by Chinese firms in the
previous periods was inward and outward M&As, whereas it offers advantages in
terms of rapid acquisition of technology, it also bears high costs and associated risks
that cannot be easily avoided. In contrast to M&As, the effects of strategic alliances
seem to reside in terms of cherry-picking impacts, flexibility, easy market entry
and low costs. These factors can well offer many small and medium-sized Chinese
firms a way to gain knowledge, increase their market share, and boost international
reputation.

Therefore, we suggest Chinese firms and the Chinese government should pay more
attention to strategic alliances, for example, by providing professional training and
education in the discipline of strategic alliances to managers, entrepreneurs, and
governmental officials.

Notes

1. A company grants another company the right to use its patented technology or production
process for a specified time in the royalty payments by return.

2. A firm buys a direct financial interest in another firm through a direct stock purchase, either
a majority stake (more than 50 per cent of shares), a minority stake (50 per cent), or equity
swaps.

3. Either in the form of 50-50 equity ownership or unequal shareholding between partners, joint
venture refers to two or more legally distinct partners create a jointly owned legal
organization by bringing assets and paid from the profits earned by the entity.
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