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0 Introduction 

The Chinese outward direct investments are for many analysts puzzling. Why do Chinese firms invest 

in foreign countries when there is such a high demand for foreign direct investment (FDI) in China 

itself? Are some sectors in China highly developed to a stage that they can create efficient foreign 

affiliates while other sectors cannot be efficiently supplied from domestic firms? Is China already on a 

stage where a high level of outward direct investments (ODI) is normal and to be expected? Do the 

Chinese transnational companies (TNCs) have an internal advantage that they can exploit on a level 

that makes ODIs meaningful, and is this internal advantage covered by the classic theories like the 

OLI paradigm? Perhaps it is wrong to analyse Chinese TNCs on an individual level and in order to 

understand these investments Chinese business sectors and conglomerates must be analysed as well as 

(geo-)political goals? 

This paper will not answer all the questions above but gives an oversight about the current state of 

Chinese outward direct investment in the EU and the different approaches to explain the FDI with an 

emphasis on their ability to explain especially the Chinese direct investments in the EU. Therefore, the 

paper will analyse Chinese direct investment in the EU especially in the Financial and European Crisis 

in 2007 and 2010 and give multiple investment theories to analyse Chinas behaviour. The aim of the 

paper is to give an overview about the development of Chinese outward direct investment in the EU 

and the problems of existing theories to grasp the dynamics and motives behind this investment. This 

paper will not create a general theory of Chinese ODI but gives an overview of the existing FDI 

theories and what aspects they need to include in their theories in order to capture Chinese ODI. 

In the first Chapter the paper gives an overview about the development of Chinese direct investment 

with focus on the EU. It will show that especially the mainland Chinese ODI did rise nearly 

uninterrupted since the early 2000s contracyclical to the global FDI level which has fallen since the 

crisis. In 2012 the outflows overcome for the first time the inflowing FDI making China to a FDI net 

exporter. On the EU level Chinese direct investment become more and more relevant because of their 

constant growth and their reliable inflow. In 2014 direct investments from mainland China could for 

the first time surpass the flow of direct investments from the EU into China. The next section 

discusses the form of Chinese investments in the EU. There is a clear concentration on Merger & 

Acquirement investments. While state-owned actors are the main investors there was a relatively high 

share of direct investments by small and medium-sized enterprises in branding and technology, 
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making Chinese EU investments special. This however seems to change in the last year when 

investments of state-owned enterprises clearly dominated Chinese ODI in the EU. In the EU the 

investments seem to concentrate mainly on UK, Germany and France. While Chinese interest in 

Eastern Europe seemed short lived, the GIIPS states, which were most hit by the European Crisis, 

where relatively favoured by Chinese investors getting dependent on the source since up to 19 per cent 

of total Chinese ODI in the EU between 2006 and 2017 were directed towards them. Accumulated the 

GIIPS states received more Chinese investment than Germany. The third section looks at the sectoral 

distribution of Chines ODI in the EU and finds a rising diversification of these investments. There is a 

clear dominance of direct investments in the ‘real economy’ with Agriculture, Transport and Energy as 

main investment targets, while the sectors Real estate and Finance, which would be suspected for 

wealth diversification and not productive investments, are becoming less and less important. The last 

section of chapter one discusses the impacts of the European crisis on Chinese ODI and finds that even 

if the crisis and the combined sell-out of government or private owned enterprises were merely a kick-

off point for Chinese ODI in the EU they became a lasting and stable inflow well beyond both crises. 

Chapter two discusses the FDI theories to see how this behaviour of Chinese investors can be 

explained through existing FDI theories and whether more specialised theories for emerging and 

transforming countries are necessary to analyse Chinese direct investment behaviour. In the first 

section four mainstream theories, the Production Cycle Theory, the OLI paradigm, the Resource based 

view and the Uppsala-model for FDI, were analysed. Because none of these theories could truly 

summarise Chinas ODI in the second section special theories were analysed that try to explain the 

industrial development of a country with consideration of the inward and outward FDI or the special 

situation of TNCs from transforming countries and their catch-up strategies. While these theories are 

much more useful in the case of Chinas development of its ODI strategies they still do not fit to 

explain it completely. Therefor the last section of chapter two discusses factors which have to be 

regarded in a theory about Chinese ODI. 

1 Chinese direct investment trends in the EU  

This section gives first an overview of China’s rising importance as an outward direct investor. After 

that it will use descriptive statistics to illustrate Chinese outward direct investments in the EU in the 

geographical and sectoral dimension as well as the mode of entry. 

1.1 Overview – general trends 

According to UNCTAD (2018), 29 per cent of the worldwide FDI 2017 originated from developing 

and emerging countries. This is 13 percentage points less than 2014 but still significantly higher than 

2012 and before. The share of outward directed investments from China (including Hong Kong) in 

total global FDI has grown from 4.7 per cent in 2000 to 14.5 per cent in 2017. While Chinese outward 
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direct investments were mostly from Hong Kong, mainland Chinese ODI became in 2012 for the first 

time higher than Hong Kong ODI flows. Since then mainland China has been the main driver of 

outward direct investment, except for 2014. The FDI from mainland China reached its historic high in 

2016 with 13 per cent of total global FDI. In 2014 the direct investment outflows of mainland China 

and Hong Kong together (and in 2015 mainland China specifically) surpassed for the first time the 

inflow of foreign direct investment.  

The fall of outbound Chinese investment in 2017 could be the first reaction of new regulations by the 

Chinese government on Chinese outward investments. These changes seam to lead to a change in their 

size and composition outflowing investment. Chinese regulators cracked down on informal 

“irrational” outbound investments in late 2016 after the capital outflows of China had grown to an 

average of over $50 billion per month. This policy was formalised in August 2017 in a new outward 

FDI regime based on a list which differentiate between encouraged, restricted and prohibited 

investments. Second a state campaign of the Chinese government to reduce leverage of the Chinese 

financial sector also has negative impacts on Chinese outward direct investments because it targets 

large private conglomerates which are an important source for overseas investments. On the other side 

there is a rising political and regulatory pushback against Chinese direct investments around the globe 

which further dampens Chinese FDI. (Hanemann and Huotari 2018) 

Figure 1: Chinese outward direct investment flows (1990-2017) in million US-Dollar  

 

Source: UNCTAD 2018 
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As in 2008 the financial crisis hit the world economy, global FDI flows fell about 34 per cent between 

2007 and 2017, reaching US$1.4 trillion in 2017, which is still below the pre-2008 crisis level. Over 

the 2007-2017 period, the share of global investment inflows into the EU shrank by about 63 per cent 

to reach 21 per cent of total global inward investment in 2017. It is however during that time that 

Chinese ODI started to surge worldwide growing from 4 per cent in 2007 to 15 per cent in 2017 of all 

global direct investment flows. Despite or perhaps because of the global decline of investment flows, 

this stable growth makes Chinese investment special for the European economies. In 2017 they fell 

about 3 percentage points from 19 per cent to 14.5 per cent but were still higher than 2013. (UNCTAD 

2018) China’s Ministry of Commerce (MOFCOM 2018) confirms that in 2017 Chinas global 

outbound direct investments fell for the first time in more than a decade about 29%. 

As pointed out by Andreosso-O’Callaghan and Dathe (2016) the picture of direct investment flows 

between China and the European Union is blurred by several limitations, namely: (i) the rising use of 

offshore financial centres and tax havens; for example, Luxembourg stands out as one of the largest 

historical recipients of inward investment in the EU. This is explained by the fact that Chinese 

companies, among others, choose Luxembourg to incorporate legal entities due to its lax tax regime 

(European Union Chamber of Commerce in China, 2013; Hanemann and Rosen 2012); (ii) the role of 

Hong Kong in rerouting Chinese investments towards different destinations including the EU. About 

85 per cent of Chinese ODI is directed via Hong Kong and from Caribbean tax havens (Hanemann and 

Rosen 2012). The Chinese government’s measurement of the overseas activities by its companies’ 

offshore subsidiaries is rather tentative, thereby rendering the official data on Chinese direct 

investment notoriously unreliable; (iii) relatedly, a growing number of Chinese direct investments are 

channelled through offshore equities and complex financial vehicles and according to Hanemann and 

Huotari (2015), this is explained partly by strong financial market regulations in China which many 

enterprises try to bypass; (iv) considerable delays in publishing the figures with a lag of about nine 

months in the case of Chinese statistics and 1.5 years in the case of Eurostat data, and; (v) added to 

these limitations, is the issue of confidentiality under the cover of data protection, hiding some of the 

transfers. Consequently, there is a considerable variation between the figures reported by the different 

official agencies. For example, Eurostat put mainland Chinese inward direct investment in the EU as 

low as $0.98 billion in 2010 whereas according to MOFCOM, the figure was $5.96 billion, or six 

times greater (Hanemann and Rosen 2012). 

To overcome these limitations this paper will use data from private think tanks and research institutes 

who base their measurements on individual transactions or enterprises. It will use these bottom-up 

approaches to complement the aggregated data. The main sources of this paper will be the figures of 

the study of the Rhodium Group and Mercator Institute for China Studies from Hanemann and Huotari 

(2018) as well as the China Global Investment Tracker (CGIT) from the American Enterprise Institute 

and the Heritage Foundation (2018). Both lists direct investments from mainland China, however, 
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CGIT measures Chinese investments above US$100 million only by using corporate information to 

determine the destination of Chinese investments. In this paper investments from the CGIT with a 

confirmed acquisition above 10 per cent of the shares of the target enterprises are used plus confirmed 

mergers or take-overs of EU enterprises are accounted as FDI. 

1.2 Statistical analysis of Chinese ODI in the EU 

By reconciling different sources, there is a clear pattern in Chinese direct investments in the EU. The 

total stock of Chinese direct investment in the EU rise from US$12 billion in 2010 to US$31.5 billion 

in 2012. (UNCTAD 2014, based on data from MOFCOM.) Eurostat (2018a) could confirm this trend 

that mainland China’s direct investments stocks in the EU quadruple from €6.1 billion 2010 to €27 

billion in 2012. These preliminary figures suggest indeed a shifting trend of Chinese ODI in the EU 

since the global financial crisis, or a ‘crisis effect’.  

Figure 2: Chinese ODI flows in the EU 2008-2016 (mil. Euro) 

 
Source: Eurostat (2018c, 2018d), Eurostat changed data standard from BOP5 to BOP6 in 2013 

These investments are dominantly from Hong Kong (67 per cent) and flow into the EU service sector 

(91 per cent). Here again a clear dominance can be seen of investments in the subsector ‘Financial and 

insurance activities’ of the service sector with about €85.9 billion or 70 per cent of total Chinese direct 

investment position in the EU. In 2013 direct investments from mainland China in the EU surpassed 

for the first time the flow of investments from Hong Kong. Except for 2014 mainland Chinas’ 
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investments became the dominant form of Chinese direct investment in the EU. (Eurostat 2018a, 

Eurostat 2018b)1 

Mainland China surpassed in 2014 the EU in reciprocal flow of bilateral direct investments. In 2016 

the value of Chinese FDI in the EU reached €35.9 billion and was nearly five times higher than the 

FDI from the EU in China. Measured in cumulative FDI transactions from 2000 to 2017 China nearly 

catches up to the EU-China FDI with a total worth of €132.3 billion by directly investing €131.9 

billion in the EU. The difference amounts to only €400 Million. This is a turning point and marks the 

line of China becoming a net exporter of direct investments. (Hanemann and Huotari 2018) 

Figure 3: Chinese outward direct investment flows in the EU 2006-2018 (million US-Dollar) 

 

Source: China Global Investment Tracker (2018), own calculation. 

Figure 3 shows the development of Chinese outward direct investments in the EU. Chinese 
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European economy. Indeed, between 2006 and 2017, Chinese firms invested US$167 billion in the EU 

representing about 17 per cent (22 per cent with Switzerland) of all Chinese outward direct investment 

(CGIT 2018). Chinese investment flows to the EU grew from $580 million in 2006 to $45 billion in 

2016, This development can also be seen in the figures of the Rhodium Group and MERICS who 

measure only direct investments from mainland China. These figures show a big surge in investment 

after the crisis hit from about €700 million in 2008 to €30 billion in 2017. Despite a decline of €5 

billion Chinese direct investments about to the previous year 2017 is still the year with the second 

highest investment inflow in the EU. The drop in 2017 is mostly caused by the slowdown of the 

inflow of Chinese outbound investments in the first half of 2017. The pending 10 billion Euro in 

acquisition in January 2018 seem to show a rebound of investments for 2018. (Hanemann and Huotari 

2018). 

1.2.1 Type of Chinese investor and mode of entry 

As it was already pointed out before by Andreosso-O’Callaghan and Dathe (2016) the main investors 

in the EU are Chinese State-owned Enterprises (SOEs). These investments are mainly driven by 

government-controlled investors such as the Chinese State-Owned Enterprises (SOEs) followed by the 

Sovereign Wealth Funds (SWFs). These types of companies invested US$15.1 billion or 72 per cent of 

the outward direct investment between 2000 and 2011 in the EU. (Hanemann and Rosen 2012) The 

SWFs who are with 17 per cent the second largest Chinese investors in the EU are mainly aimed to 

ensure financial diversification in China’s currency reserves as well as resource-seeking investments 

for the Chinese manufacturing sector. (Macdonald and Yan Lin, 2012) However, SOEs were less 

important to Europe than they were to the rest of the world. Even if SOEs accounted for 55 per cent of 

the value of all Chinese ODI between 2000 and 2011, most deals (359 or 63 per cent) in Europe were 

done by private Chinese entities with a government ownership below 20 per cent. In particular, private 

investment by small and medium-sized Chinese enterprise (SMEs) in greenfield projects and in the 

services sector are aimed at securing operational advantages in the areas of branding and technology. 

(Hanemann and Rosen 2012) This however has changed in 2016 with the in Chapter 1.1 mentioned 

Chinese state crackdown on highly leveraged private companies that led to nearly double the share of 

state-owned players from 35 per cent in 2016 to 68 per cent in 2017. (Hanemann and Huotari 2018) 

There is an emphasis on participation of Chinese investors. Consistently about 94 per cent of the 

inbound Chinese foreign direct investments were M&A. In the ‘automotive’ sector 89 per cent of 

Chinese FDI gave them the controlling ownership power over their investments; this means at least 50 

per cent in ownership up until full acquisitions or greenfield investments. Early 2018 there seems to be 

a turning point in Chinese investment patterns with a rise of non-direct investments from China to 

Europe including venture capital and portfolio investments of less than 10 per cent. Especially the last 

three years of Chinese investments in Germany showed this change with large portfolio investments in 
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the Deutsche Bank or Daimler. These investments show in the opinion of Hanemann and Huotari 

(2018) a ‘maturation’ of Chinas economy and financial system to another stage in its investments.  

1.2.2 Geographical distribution of Chinese ODI in the EU 

Over the long period 2009-2017, more than 50 per cent of all Chinese investments were concentrated 

in the European core countries such as the UK, Germany and France. (Hanemann an Huotari 2018) 

Some of these investments have been highly reported in the national press such as for example the 

acquisition of the Swiss company Syngenta for US$43.1 billion in the Agrochemistry sector. Other 

important deals are the acquisition of 10 per cents of the share of Daimler for US$8.9 billion. (CGIT 

2018) 

In 2016 and 2017 the Chinese investments in the EU concentrated with about 60 and 75 per cent on 

the UK, Germany and France. Surprisingly Netherlands was the country with the sixth greatest 

investments, while Eastern Europe remained except for 2011 small scale, despite the Belt and Road 

initiative (which is mostly construction projects and less direct investments). Accumulated Chinese 

direct investment in the EU between 2000 and 2017 the UK with €42 billion, Germany €21 billion), 

Italy €14 billion and France €12 billion were the greatest recipients of Chinese direct investments. 

Other countries that received a significant amount of (mainland) Chinese direct investments were 

Netherlands with €9 billion, Finland with €7 billion, Portugal with €6 billion. The GIIPS states 

(Greece, Italy, Ireland, Portugal and Spain) which economies were most hit in the European Crisis 

obtained combined €27 billion of total Chinese direct investments in the EU. Eastern Europe (Czech 

Republic, Poland, Slovakia, Hungary, Romania and Bulgaria) received together €5.0 billion of the 

Chinese investments. (Hanemann and Huotari 2018) 

Germany received in 2016 and 2017 with a total of 122 (UK 91) the highest quantity while the UK hat 

with $27.3 billion (Germany 26.4) the highest value of M&A Investments. Luxemburg and Italy had 

in value a sharp growth of investments in 2017, however, Italy lost in the total sum of investments. 

(EY 2018) In a study from MERICS and the Rhodium Group Germany was with a total of €12.8 

billion Chinese direct investments also the second favourite investment target of China, behind the 

UK. However, the allocation of the inflowing Chinese direct investment in Germany differs very much 

between the studies. The EY study detected a rise of US$1.1 billion to an inflow of US$13.7 billion of 

Chinese M&A investments in 2017. In contrast, MERICS and the Rhodium Group see a sharp drop in 

the flow of mainland Chinese direct investments into Germany from €11 billion in 2016 and only €1.8 

billion in 2017. This is mostly caused by different timeframes and whether investments under 10 per 

cent were considered by the respective studies, since many investments in Germany were under the 10 

per cent threshold or from Hong Kong. (Hanemann and Huotari 2018) The CGIT (2018) also sees a 

milder drop on inflowing Chinese direct investments in Germany of US$6.6 billion down to US$4.4 

billion. Though, the inflowing direct investments nearly recovered with $10.1 billion in the first half of 

2018. Surprisingly in 2017 Chinese FDI in Switzerland surpass with US$60 billion the UK US$48 
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billion in share of cumulated Chinese direct investments since 2006 because of the high value 

acquisition of Syngenta by the Bank of China, China Reform Holdings and ChemChina with a 

combined payment of US$43 billion. Germany is with US$21 billion of combined Chinese direct 

investments after the UK the second biggest investment target in the EU. However, investments also 

diversified and peripheral countries such as the GIIPS countries could catch up with cumulated 

Chinese direct investments of US$42 billion since the European crisis 2008. France who was over 

many years the third largest recipient of Chinese direct investments could only accumulate US$15 

billion of Chinese EU investments. (CGIT 2018) 

1.2.3 Sectoral distribution of Chinese outward direct investment in the EU 

The Chinese investors distribute their direct investments increasingly over different sectors of the EU 

economy. While in 2010 91 per cent of the cumulated direct investments in the EU flew into the 

Transport and Energy sector, these two sectors accounted only for 65 per cent of the total Chinese 

direct investments in the EU in 2013. Agriculture, Technology and Chemicals accounted for 14 per 

cent of the investments and real estate investments became with 13 per cent the third largest sector. 

The sectoral distribution of Chinese direct investment in the EU increased further in 2016. Transport 

and Energy were still with an accumulated size of 44 per cent the two biggest factors in the 

accumulated Chinese investments since 2006. However, Technology, Real estate and Entertainment 

accounted for 29 per cent of the accumulated Chinese direct investments. (CGIT 2018) 

Figure 4: Sectoral distribution of accumulated Chinese direct investment in the EU (2006-2017) 

 

Source: CGIT (2018), own calculation. 
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This trend of increasing diversification of Chinese direct investment continued. Figure 4 depicts the 

sectoral distribution of Chinese ODI between 2006 and 2018 on a cumulated basis, and it shows 

clearly the still predominant role of the sectors energy and transport (38 per cent of total direct 

investments). The sectors Logistics, Technology and Entertainment gained importance since 2014 and 

accounted for 28 per cent of total direct investments. The sector ‘Real estate’ on the contrary lost some 

of its importance and shrank from 12 per cent 2013 to 10 per cent of accumulated investments in 2017. 

The Finance sector on the other hand became relevant only after 2014. (CGIT 2018) 

The other micro oriented studies from Rhodium Group and MERICS as well as EY confirm a strong 

emphasis on the ‘real economy’ and a high sectoral distribution of Chinese direct investments. There 

is a clear emphasise on acquisition deals in the ‘Industrial’ and the ‘High-Tech’ sector. The 

acquisitions of companies in the financial sector make up a third but they are only a quarter of the total 

investments in the Industrial and High-Tech sector. (EY 2018) 

Hanemann and Huotari (2018) see a clear dominance of the industrial sector as well. ‘Real estate and 

Hospitality’ and ‘Financial and Business services’ only barely exceed the 3 per cent mark. In 2017 

investments in the sector ‘transport, utilities and infrastructure’ by state-owned entities accounted with 

€15.3 billion (€7.1 billion in 2016) for the majority of investment inflows from China in Europe. 

Investments in the sectors ‘information and communication technology’ and ‘Industrial Machinery 

and Equipment’ shrank drastically from €11.8 to €4.8 billion and €5.6 to €0.3 billion. The biggest 

investments were made in the logistic and infrastructure sector, like the acquisition of Logicor for 

US$13.8 billion or UK’s national grid for gas distribution by CIC or HNS’s investment in Glencore’s 

petroleum products storage and logistic units and acquisition of parts of Greece power grid, as well as 

COSCO’s investment in the Noatum port in Spain. Hanemann and Huotari (2018) see the 

development of 2016 and 2017 as a clear consequence of the political change in the industrial 

composition of the investing parties in China. These investments show that Europe is still relatively 

open for Chinese infrastructure investment despite growing discussions about protection of critical 

infrastructure. High tech and advanced manufacturing industries were also important targets for 

Chinese direct investments. Technology investments were dampened by the interference of the US 

government which directly derailed several acquisitions, like the acquisition of the mapping software 

company HERE Technologies by a group of Chinese investors. Despite being included in Beijing’s 

new list of restricted sectors for outbound investment, ‘real estate and hospitality’ stayed the third 

largest sector for Chinese FDI in the EU in 2017; it even grew from €2.6 to €2.9 billion total 

investment. 

In the sectors ‘entertainment’, ‘energy and power generation’ and ‘agriculture and food’ sector Chinas 

FDI outweigh the reciprocal EU FDI since 2010. While in the in the ‘consumer products and services’ 

and ‘Electronic’ sector China FDI overtake European FDI since 2010 in total. Automotive and 

aviation sectors are still contested with leading investments from the EU. While ‘basic materials’ and 
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‘consumer products and services’ are led by EU FDI, however even in these sectors there is an 

increased volume of Chinese FDI in the EU. Also interesting are the investments in financial and 

business services’ where Chinese FDI outpaced the EU FDI since 2014 (except 2017) as well as the 

‘ICT’, ‘industrial machinery and equipment’, ‘real estate and hospitality’ and the ‘transport, utilities 

and infrastructure’ sectors were Chinas invests nearly unilateral. (Hanemann and Huotari 2018) 

Especially private investors prefer to invest in technologies and brands. According to recent surveys 

by the EIU (2013, 2014), some 22 per cent of all surveyed potential Chinese investors mentioned 

acquiring brands and technology as their main motivation for future direct investment in the EU. This 

strategy exposes the motives of asset (i.e. knowledge) seeking. In that regard, the EU is an ideal 

investment location. (EIU 2014) 

Increasing sectoral diversification is therefore a feature of Chinese ODI in the EU. As noted by 

Hanemann and Rosen (2012) and by Hanemann and Huotari (2015), Chinese firms’ strategies in the 

areas of distributive trades, logistics, marketing and Research & Development (R&D) are aimed at 

creating a network of Chinese firms in Europe, something which is very much reminiscent of Japanese 

firms’ strategies in Europe in the 1980s-1990s (Andreosso-O’Callaghan 1996).  

1.3 The European crisis and Chinese direct investments 

The directional FDI data from Eurostat (2018c, 2018d) of Chinese direct investment in the EU shows 

an increasing inflow of Chinese direct investments in the EU. Remarkable is the growth of Chinese 

direct investments in 2008 and 2009. In 2009 as well as 2011 and 2012 Chinas cumulated direct 

investments did take a hit which can be interpreted as direct reaction of both crisis in the EU and its 

impact on the European economy. However, these small offsets were always overcompensated by 

future growth, particularly in the years 2010 and 2013. Especially the mainland Chinese direct 

investment in the EU is characterised by its relative stability which could often balance out the 

fluctuation of Hong Kong’s investment flow. The micro data from CGIT (2018) also shows a steady 

rise of Chinese FDI in the EU. The analysis from EY (2018) (including Switzerland and the Syngenta 

mega-deal) sees a small drop in Chinese direct investments in the EU in 2008 followed by a steady 

growth till 2011 to $23.1 billion nearly double to the value in 2007. Like in the CGIT in 2013 there is 

another drop which is compensated again in the following years leading to a historic highpoint in 2016 

with $85.8 billion. Hanemann and Huotari (2018) see these developments very similar even if they 

observe investments from mainland China only. 

All sources agree that after the financial crisis hit the world economy Chinas outward direct 

investment countercyclical started to rise and China became more and more a relevant investor in the 

EU, especially after the European Crisis started to surge. Between 2012 and 2014 there was a rising 

interest of Chinese investors in EU peripheral countries like Cyprus or East European economies. The 

combined share of peripheral countries in total Chinese ODI in the EU went from below 10 per cent 
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before 2011 to 30 per cent between 2012 and 2014 (Hanemann and Huotari 2015). However, this was 

not a short-lived trend the cumulated investments from 2000-2017 the GIIPS countries account for 27 

per cent of mainland Chinas investments. In particular, Italy and Portugal have increasingly been 

sought after by Chinese Investors since 2010 with total Chinese investments of US$14.3 billion and 

US$7.5 billion respectively until 2017 (CGIT 2018). In short, even though the UK remains the top 

recipient of Chinese investments in the EU on a cumulative basis, Chinese investors have been 

diversifying more and more their ODI strategy in the EU (Hanemann and Huotari 2018). 

The Financial and European crisis had huge ramifications for the European economy. The GDP fell 

heavily in many European countries, especially the GIIPS-countries and the austerity policies forced 

many states to sell their state-owned enterprises. The private economy was in a deep recession as well 

and the stock prises like EURO STOXX 50 fell in 2008 and 2011/2012 over 50 per cent compared to 

2007. (finanzen.net 2018) This made it an ideal time for Chinese investors to directly invest with 

Merger & Acquisition investments in the EU. Some see this as a sell-out of the EU economy, but it is 

a fact that many states and firms and investors desperately needed liquidity which the Chinese 

investors were able to provide. Even if Chinese investors where opportunistic and the EU in a 

desperate situation, the long-term analysis shows a different picture. Chinese investors seem to have 

long-lasting interest in the EU economy. Especially the greenfield and infrastructure investments in 

the EU, like the Belt and Road Initiative, seems to proof that Chinese investors did not want to 

‘pillage’ the weakened EU but to build a long-lasting relationship. 

2 Foreign direct investment theories 

This chapter will analyse different theories of FDI which are relevant for the case of Chinese ODI. 

This chapter will start with the mainstream theories of general FDI to see if they are helpful for 

helping understand Chinese direct investments in the EU. In the second section this paper will analyse 

special theories of economic development and FDI of developing or transforming countries. In the last 

section this paper discusses special issues like strategic investment motives or conglomerates of 

Chinese firms which have to incorporated in a general theory for Chinese ODI. 

2.1 Mainstream FDI Theories 

This chapter discusses the mainstream FDI theories which are used to explain outward direct 

investments. It briefly summarises the production cycle theory of Vernon, the internalisation theory, 

the OLI paradigm and the Uppsala model. It skips, however, the neoclassic theory (Mankiw 2004) 

where FDI and Portfolio investments both are profit-seeking and about the interest rates of the 

invested capital only and therefore not truly differentiated.  
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2.1.1 Production Cycle Theory of Vernon 

The production cycle theory developed by Vernon (1966) explains the investments from US 

companies in Western Europe after the Second World War. It differentiates the production cycle in 

four different stages: innovation, growth, maturity and decline. This model explained FDI with the 

technological advantage of US firms and competition on home markets. After the saturation of the 

home market these firms try to prolong the production cycle by producing and selling their product in 

foreign markets to maintain their market shares. However, this theory could not even explain US FDI 

in sectors where the US has not the technological advantage and is therefore not useful to help Chinese 

direct investments in industrial higher developed countries and sectors.  

2.1.2 OLI Paradigm 

Dunning’s Electric Market Paradigm (1973, 1988) is a mixture of three different FDI theories. 

Ownership (O) advantage of a firm through the at least short- or medium-term exclusive possession of 

an intangible asset (material or immaterial), like trademarks patents or know-how. The location (L) 

advantage decides if it is beneficial for a TNC to invest in a foreign country for their value adding 

process. These investments often focus on resources or production centres. Internalisation (I) describes 

the firm’s internal organisation of creating and exploiting their core competencies. Together create the 

OLI paradigm to explain why there is a firm specific motivation for TNCs and FDI. 

A critique to the OLI-Model points out that this theory can only be partly transferred on TNCs from 

developing and transforming countries, especially China. The outward direct investment of Chinese 

latecomer TNCs cannot be explained exploiting internal advantages alone. Especially investments in 

industries which rely on high technological innovations an internalisation of missing know-how and 

technology an alternative explanatory approach becomes necessary. (Berning and Holtbrügge 2012) 

2.1.3 Resource-based view (RBV)-model 

The RBV-model sees the reason for success of a firm’s internationalisation strategy and performance 

dependent on the existence of unique tangible and intangible resources in its home country. The 

exploitation of these resources like R&D, know-how, brand names and so on gives firms who can 

integrate these resources a competitive edge abroad. It is to be expected that these firms make 

greenfield investments to ‘clone’ the organisational strength of their parent company, because these 

are the most effective way to transfer their firm’s advantage to offshore markets. However, firms with 

weak competitive advantage like latecomer firms do not have these ownership advantages to expand 

abroad. In contrast to the core RBV-model they must acquire new resources they cannot generate 

themselves. These firms will try to get access to these resources with foreign acquisitions through 

asset-seeking investments in industrialized economies. Chinese TNCs for example lack especially in 

ownership advantages and tend to prefer merger and acquirement investments before greenfield 

investments, so they get access to resources they cannot produce themselves. (Schüler-Zhou and 

Schüller 2009) 
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2.1.4 Uppsala-model 

The Uppsala model by Johanson and Vahlne (1990) sees markets as a network of relationships in 

which firms are linked to each other. An ‘insidership’ in relevant networks is necessary for a 

successful internationalisation process. These relationships also offer possibilities for learning and 

building trust which are preconditions for an internationalisation. 

This model describes internationalisation as a gradual acquisition and integration where the TNCs use 

established business relationships and rising knowledge about these foreign markets and their 

opportunities for their investments. The decision of a firm to go abroad is based on the commitment of 

their network of partners home or abroad to internationalise or follow an already internationalised 

partner abroad. Therefore, firms will start with using foreign agents who represent them on these 

markets which they will replace with rising sales through more directly owned affiliates. These 

investments should start in countries with low physical distance or with affiliates from members of 

their already established business networks until the TNCs are more experienced. 

In this micro model FDI is mostly decided by push factors like knowledge and network positions and 

decisions. The outward investments are market-seeking looking for business opportunities in countries 

they and their partners have a deeper knowledge of. However, this model is seen as outdated. 

Especially for newcomer TNCs (Mathews 2002) or Chinese outward direct investments physical 

distance seems not to be an important factor. (Berning and Holtbrügge 2012). 

2.2 FDI theories for emerging countries 

This chapter will give an overview over the FDI theories which were specifically made for emerging 

and developing countries to explain the historic phenomenon of outward direct investments from these 

countries in higher industrialised countries. These theories were made because the in Chapter 2.1 

presented theories were less and less able to explain these investments. 

Andreff (2003) sees three waves of outward direct investment from transforming countries. The first 

wave came from Latin America in the 1970s as Argentina, Mexico, Chile and later Brazil started to 

invest in their neighbouring countries. These investments were directly based on these countries ability 

to substitute their imports with domestic production. The domestic industry became later TNCs 

supplying and producing in their neighbouring countries. The second wave was dominated by Asian 

TNCs in the 1980s who also produced for their neighbouring countries but started to invest in less 

developed countries for their cheap labour. These TNCs are based in Korea; Taiwan, Province of 

China; Hong Kong; Singapore and later mainland China. The third wave was the recovery of the Latin 

American countries after their drop in the 1980s and the increasing competition of Asian TNCs and 

their western counterparts. In this phase the first transforming countries became FDI net exporters. 
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2.2.1 Development patterns 

The Heckscher-Ohlin Theory of FDI could not explain international production because it sees FDI as 

short-term or portfolio investments. Ozawa (1992) enhanced the FDI Model from Mundell. In their 

model a country with a competitive disadvantage uses FDI to overcome this disadvantage. 

This theory started with the ‘Flying Geese Model’ from Akamatsu (1962) who observed in statistical 

analyses next to the basic pattern of industrial development, where a single industry grows through 

different stages of import, production and export, a different pattern of development. Alternatively, 

industry can diversify itself and upgrade its production from consumer goods to capital goods as well 

as more sophisticated goods. In this ‘flying geese’ paradigm Asian countries drive a catching-up 

strategy with Japan as leading ‘geese’ which was followed by other countries like a flying geese 

formation. The very similar ‘stages approach to comparative advantage’ from Rostow and Balassa 

popularised this model in Europe and was again updated by Ozawa creating a macroeconomic 

approach to a model of FDI which recognizes the different factor endowments of trading countries and 

tries to analyse the effect of FDI on their home and host economy. (Andreosso-O’Callaghan 2016) 

Different to the successive models Akamatsu sees a power structure in trade between western states in 

the centre and Asian (ex-)colonies in the periphery. In the pre-stage of this model Asian countries 

developed their own industry as result of their trade with western countries. In the stage of economic 

imperialism (forced) imports had devesting effects for the less-developed industries and their workers. 

This development occurred because colonial powers did try to heterogenized their colonies economies 

compared to their own economies with the aim that the colony produced goods to complement the 

colonisers economy. Of course, the import of goods these Asian economies could not produce before 

also elevated the living standard of the native population, nonetheless the old workers in the destroyed 

handicraft industry were reduced to being farm labourers or poverty. 

Ozawa (1992) sees TNCs as the main drivers behind the industrial upgrading and growth of their 

developing host countries. Therefore, developing countries try to create TNCs on their own. That is 

why Ozawa created a theory of open economy development with the special role of TNCs, the theory 

of ‘TNC-facilitated structural upgrading’. Therefore, he is using the Rostow-Balassa ‘stages approach 

of competitive development’ for a three stages development path which includes changes in inward 

and outward FDIs. Like Akamatsu Rostow-Belassa analysed economic development through trade 

patterns. (Andreosso-O’Callaghan 2016) 

Ozawa (1992) uses Porters four stages of competitive development: (i) factor-driven, (ii) investment-

driven, (iii) innovation-driven, and (iv) wealth-driven. The pre-stage of Akamatsu in which the leading 

(western) countries destroy the industry of the less-developed (Asian) economy is skipped by Ozawa. 

Each stage of competitive development is associated with a particular pattern of export 

competitiveness. 
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The factor-driven stage is based on primary extraction or by labour-intensive manufacturing. The 

export competitiveness are factor-based trade advantages like labour-intensive goods. In this stage the 

developing industry attracts resource and labour-seeking FDI.  

The investment-driven stage is associated with the manufacturing of intermediate and capital goods 

(heavy and chemical industrialisation) as well as infrastructure building. The exports are characterised 

by scale-based advantages (capital-intensive goods). In this phase the country begins to invest outside 

in other more labour-intense countries while receiving inward FDI in the capital and intermediate 

goods industry. If the transforming country is scare of natural resources investments in resource 

extraction could develop as well. 

The innovation-driven stage arrives when a country is rich in human capital, active in R&D and their 

comparative export advantage is R&D-based. Inward investments are in technology-intensive 

industries while outward investments are done in intermediate goods industries. 

The wealth-driven stage is representing a fully developed country and therefore is nor relevant for this 

analysis. 

While giving a stage approach of industrial development directly influenced by trade, FDI and 

learning by doing Ozawa leaves open how domestic firms get access to better know-how and 

technology. This theory also only shows learning by doing while emulating other countries and not 

how it can transition from one phase to another.  

In Akamatsu’s theory creating a domestic industry which can compete against imports is an important 

step in the development of a country. Ozawa however, excludes national protective measures while he 

offers no real solution for these countries on how to create a domestic industry which can compete 

with TNCs from industrial high-developed countries or on how to upgrade existing industries to reach 

higher stages. He only recommends them to concentrate on their competitive advantage implying this 

will always be sufficient to outcompete western imports. Also, he leaves open how the government 

can help in this process besides engaging in ‘pro market policies’.  

Ozawa’s theory is neither based on the historic example of Asian countries which only opened their 

markets only for some sectors after a long phase of ‘inward-locking’ policies. Nor can it explain 

Chinas case. In none of the above-mentioned stages would China invest in highly industrialised 

countries or high-tech sectors, while it is still only partly an ‘outward looking’ country, today. 

2.2.2 Investment development path (IDP)-Theory 

The IDP-theory by Dunning and Narula (1993) is a macro-theory of economic development as 

complement to the micro on the individual firm orientated OLI-paradigm. This theory sees the inward 

and outward FDI of a country as the direct function of its level of economic development, which is 

here measured in GDP per capita. It recognises a more active role of the government in creating push-
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factors for outward direct investments as well as the existence of investments to upgrade the domestic 

industry.  

In Dunning’s IDP-Theory the industrial development of a country goes through five stages. In the first 

stage with the least industrial development also inward and outward FDI is marginal. Government 

intervention is limited to providing basic infrastructure and education as well as economic and social 

policies like import protection, domestic content or export subsidies. With the beginning industrial 

development in the second stage inward FDI in natural resources, primary commodities and labour-

intensive production will be attracted. Also import-substituting investments are stimulated by growing 

markets as well as tariff and non-tariff trade barriers. Market or strategic-asset seeking outward FDI 

starts growing as well but is dependent on government push-factors like export subsidies. The third 

stage is defined by rising technological competence, domestic demand for high-quality goods and 

diminishing advantages from labour-intense production. Outward direct investment will be directed to 

countries at lower industrial development as well as towards countries in stage three or four as market 

and asset seeking strategy. The role of government loses often significance in this stage. It will try to 

attract FDI in sectors where it is relatively weak and ODI in sectors where it is relatively strong. Stage 

four is reached when outward direct investment outpaces inflowing FDI. Domestic industry can 

compete with foreign-owned firms on the domestic market but is able to compete on foreign markets 

as well. Inward investments become more asset-seeking while outward investment will be offshoring 

segments of the economy they loss the competitiveness since intra-industrial trade will become more 

important and be more intra-TNC. The government policies will become most likely more structural 

creating better economic environments. While in stage five high outward and inward FDI keep an 

unstable equilibrium while the service sector dominates the GDP. 

2.2.3 Linkage, Leverage and Learning 

Mathews (2002, 2006, 2017) theory of development concentrates on the challenges of TNCs from 

emerging countries. It concentrates on the strategies these firms use to overcome their initial 

disadvantage from their starting position in the periphery or their late arrival at international markets. 

This lack of access to resources and experience as well as the high distance from suppliers and 

customers makes it for emerging TNCs not possible to simply emulate strategies and organisational 

forms of western TNCs. Their ownership advantage is less about low labour costs, which they will 

lose anyway in mid-term development to other states and firms of the periphery, than about their 

production or process innovations. Their specific advantage is in strategy and innovation which allows 

them a rapid internationalisation and leapfrogging to the newest technologies. Exactly because they 

need to compete with the western TNCs the newcomers cannot take the slow route of the Uppsala 

model. 

Because they are newcomer TNCs from emerging countries they focus on resources like know-how or 

high-tech capital they cannot access on their domestic market. These outward direct investments are 
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risky. To mitigate this risk these TNCs create collaborative strategic partnership in international 

markets often in form of joint ventures. The latecomer TNCs create international networks to link up 

to existing players to overcome their shortage of strategic resources. This process is called Linkage. 

Leverage describes the ‘resource leverage’ strategies getting advantages out of these linkages. The 

latecomer TNCs need to accomplish structures and processes to use these networks for knowledge 

sharing. This may include technology licensing but also imitation and reverse engineering. 

The repetitive application of linkage and leverage strategies enable latecomer TNCs to adapt to global 

markets and abilities to compete with established firms. This is called Learning. 

Unlike the OLI paradigm LLL sees development not as something which will happen just after they 

get a firm specific advantage, but it is interested in the strategies of TNCs to get firm specific 

advantages and to internationalise their firms. Also, this theory concentrates on pull-factors for 

outward investments especially technology, knowledge and know-how-transfers. 

2.3 Chinese outward direct investment 

Especially the micro-models, which see a single firm as the unit of analysis, neglect that Chinese firms 

are often organised as business groups as well as the main tactic of Chinese latecomers seems to be 

linking themselves with other firms. Most analysis of Chinese outward direct investment sees neither 

the OLI paradigm, the RBV or the Uppsala model to be able to explain these investments and at least 

see the necessity of modifications to these models. Therefore, every theory which wants to grasp 

Chinese outward direct investment needs to incorporate the following issues. (Berning and Holtbrügge 

2012) 

2.3.1 Investment motives 

The role of the government must be considered. Especially the role of China’s government in the 

approving process, fiscal incentives, political partnership, assistance of the private sector in 

international expansion as well as bilateral and multilateral frameworks to liberalise investment 

conditions. There is still a tight governmental control of outward direct investment in China which 

suggests that the investment motives are deeply connected with the national strategy of 

internationalisation and therefore with politics. The ‘Going Out’ strategy is a famous example of a 

political guideline deeply influencing outward investments. Chinese R&D investments in highly 

industrialised countries are an example for knowledge-seeking investments which were explicitly 

requested goals of the Chinese government. (Berning and Holtbrügge 2012)  

‘Asset-seeking investments or strategic investment goal’ means that Chinese TNCs go abroad to 

strengthen their overall performance rather than setting up efficient affiliates or exploiting ownership 

advantages. (Andreff and Balcet 2013) This asset-seeking investment behaviour is strongly supported 

by the Chinese government. (Deng 2007) The most macro-level variable are governmental policies, 
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‘contextual factors’ and institutional frameworks, as well as state intervention. It would be wrong, 

however, to think that Chinese outward direct investment is purely political. Empirical studies 

conclude that these investments are mainly motivated by commercial and not political determinants. 

(Berning and Holtbrügge 2012) 

2.3.2 Ownership 

The type of ownership is another important factor for Chinese ODI. State-owned enterprises (SOEs), 

including enterprises owned by transnational agents and commissioned specialists, and non-SOEs 

(including niche entrepreneurs and world-stage aspirants) have both unique ways to internationalise. 

Likewise, Chinese business groups were created with the key objective to become cross-industry, 

cross-regional national champions which produce competitively internationally. These business groups 

do internalisation through unique attributes like internal markets, inward linkage and institutional 

support. In 2003 SOE created 74% of Chinas total ODI and making acquisitions in advanced 

economies with non-commercial (here: direct profits) objectives. (Berning and Holtbrügge 2012) 

2.3.3 Conglomerates and Internalisation 

Since many Chinese TNCs are part of a conglomerate they have special access to resources on a 

group-level like international experienced managers or financial resources for their 

internationalisation. These industrial networks have large TNCs as hub to international business 

networks which gives a large number of firms access to inward FDI. They get learning opportunities 

through home location advantages with their inward linkages with foreign partners as starting point for 

their internationalisation. These inward and outward linkages are used by Chinese TNCs to offset their 

weaknesses and complement their strengths. This contact to foreign experience and technology 

enables Chinese TNCs to leapfrog stages in the internationalisation process and to upgrade their 

technology. (Berning and Holtbrügge 2012) 

2.3.4 Push and Pull factors 

Investment decisions have to be viewed in the context of a step approach. Investment decisions always 

begin with ‘push factors’ which make a firm considering about producing in a foreign country instead 

domestic in the first place. These push factors can be specific advantages, production costs, exchange 

rate, saturated markets and laws. The second step in the decision process are the pull factors which can 

be the knowhow, markets, production costs of individual countries. (Andreosso-O'Callaghan 1997) 

The push-factors for Chinese outward direct investments are active encouragement of Chinese firms in 

‘Going outside’ by the government and the direct institutional support. However, there are as well 

some often pointed out negative push-factors in Chinas domestic markets like the lack of the rule of 

law, underdeveloped factor markets, lack of property rights as well as domestic logistics which can 

drive Chinese TNCs outside. Some authors mention saturated Chinses markets as a reason for exports 

and outward investments. 
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Pull-factors for outward direct investments from emerging countries can be labour costs. TNCs from 

emerging country can seek cost-advantages for low-skill labour as well as high-skilled labour outside 

their country to create cost advantages. The second big pull-factor is technology or knowledge-seeking 

investments to upgrade their industries in the global value chains. Therefore, the TNCs buy themselves 

into western firms and sometimes even create R&D-centres in the EU or US. Especially Indian and 

Chinese TNCs try to close the technological gap with these investments. (Andreff and Balcet 2013) 

3 Conclusion 

The above review leads to several specific insights. The lack of greenfield investment and market-

seeking investments in sectors China is already strong in does not conform to standard foreign direct 

investment theory (with the ownership-location-internalisation or OLI paradigm at its core). It seems 

to rather follow a combination of push and pull factors an investment logic which was observed before 

from Japan and South Korea. (Andreosso-O’Callaghan and Dathe 2016) 

There are some theories that focus on the economic development of Asian economies. For example, 

Akamatsu’s and Ozawa’s development pattern theory or Mathews LLL-theory for latecomer TNCs 

from transforming countries that have to use special catch-up strategies to become competitive with 

western TNCs. However, there is still no theory which thoroughly explains the pattern of Chinese 

outward direct investments. Additional pull-factors must be included and expanded to explain Chinese 

investment in the EU. Especially asset-seeking investments, which could potentially upgrade Chinas 

economy, should be an important factor for every Chinese FDI theory. Additionally, the push-factors 

and strategies of the Chinese government, Chinese TNCs as well as the Chinese Business sectors, have 

to be analysed to understand these investments and to create a general theory of Chinese FDI.  

The purpose of Chinese direct investments in the EU are long-lasting involvement in advanced 

markets and sectors, in order to acquire specific assets such as technology, marketing know-how 

(branding) and superior managerial capabilities. While the investments seem to be opportunistic at the 

start using the huge sell-outs of state and private companies in the European Crisis for favourable 

investment possibilities. While both crisis kick-started the Chinese direct investments in the EU they 

proved to be a long-lasting involvement of China in the European market. This stability of investment 

flows indicates that a significant portion are not short-lived investments to diversify the wealth of 

Chinese companies but are sound strategic investments. 

Interestingly even if the EU states seem to be reluctant to accept acquisitions of European firms in the 

technology or infrastructure sector, Chinese investment is still rising. It seems that despite contrary 

announcement by European politics they seem not to be able or willing to crack down Chinese direct 

investments in the EU. 
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