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1 Introduction

1.1 Aspiration

InJanuary2008,TheEconomistmagazinefeaturedanarticleentitled“The

Challengers”abouttheriseofmultinationalsfrom emergingmarkets.Adecadelater,

thisepithetstillappearsvalid,althoughanewbreedofemergingeconomyfirmshas

takenthecenterstage,challengingtheglobaldominanceofexistingplayers.

Inthepasttwodecades,arapidlygrowingnumberofChinesefirmshave

resortedtooverseasinvestmentsinpursuitofstrategicassetsanddiversification

intonewregionsandindustries.Particularlyinrecentyears,Chinesefirmsofvarious

sizesandbackgroundshavebeenengagedininternationalization,notablybymeans

ofM&A.

EuropestandsoutasoneofthemostfavoritehostregionsforChinesefirms.In

2016alone,theChineseinvestedEUR35billionintheEuropeanUnion,outofwhich

overthirtypercentflewtoGermany.Theyearof2016wasphenomenalinthatannual

ChineseFDIflowsintoGermanyoutpacedtheothersaroundforthefirsttime(see

Figure1)inhistory.
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Figure1:ValueofFDItransactions,2000-2016

Source:estimatesbasedonpapersbyMerics/Rhodium Group(January2017)

Although itisa widelyaccepted notion thatthe Chinese firmslike other

emergingeconomyfirmsareseekingstrategicassets,thereislittleknowledgeabout

howtheChinesechallengerscreatevaluethroughtheacquisitionsinGermany.The

nascent,dynamic Chinese M&A activities in Germany create a laboratory for

enrichingandextendingexistinginternationalizationtheory,assuggestedbye.g.

Cuervo-Cazurra(2012)andRamamurti(2012).

Inthisdissertation,Iaim toanswerthefocalquestion“HowdoesChineseM&A

investmentinGermanycreatevalue?”,whereasIlaythefocusontheprocessin

whichtheChinesedeploygrowthstrategiesandenactchangesduringthepost-M&A

integration.

AsfoundbyLiu&Deng(2014),therelacksresearchonhow Chinesefirms

amongotheremergingeconomyfirmscreatevaluethroughpost-M&Aintegration,

andtowhatextenttheydifferfrom developedeconomyfirmsintheirapproaches.

Withthisdissertation,Ishallmakecontributiontotheburgeoningliteratureoncross-

borderM&A ofemergingeconomyfirmsbynarrowingtheresearchgaponthe

processperspectiveandproposinganalternativetheoreticalframeworktoaccount

forvalue creation strategyin the course ofaccelerated internationalization by

emergingeconomyfirms.

Next,Ishalldiscussthecontextbriefly,inwhichtheresearchisembedded,

beforeelaboratingontheresearchobjectivesandintendedcontribution.

1.2 Context

BeforetherecentwaveofM&Aactivitiesfrom ChinesefirmsinGermany,there
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were atleastfourothermajorwaves ofM&A worldwide,beginning with the

Americans’expansionintoEuropeintheearlydecadesofthe20thcenturyandmost

remarkablyaftertheWorldWarII.Theirinternationalactivitieswere,inturn,followed

bysimilarwavesbytheEuropeansinthe1960s,theJapaneseinthe1970s,andthe

Koreaninthe1980s.Despitesomesharedinstitutionssuchasculturalbackground

and governmentalencouragement,the motives of internationalization of the

NortheastAsianTrio(China,JapanandKorea)diverge.

TheJapaneseandKoreanmultinationalsofferprecedentsforChinesefirms

thatarelatecomerstotheworldstage(Jun&Rowley,2014;Rowley&Paik,2009).

Particularly,Japanhadestablisheditselfasoneoftheleadingcontributorsofforeign

directinvestmentoutflows(UNCTAD2018).Inthecourseofglobalization,anumber

ofJapaneseconglomeratessuch asToyota,Mitsubishiand Sonyetc.became

householdnamesinmanypartsoftheworld.Japanesemultinationalsresembled

theircounterpartsinEuropeortheUnitedStates,inthattheytransferredcompetence

intechnology,productionandmanagementtohosteconomiesandtendedtoapply

tightcontroloftheiroverseassubsidiaries(Fitzgerald& Rowley,2016).Inother

words,theprimarygoaloftheinternationalizationofJapanesefirmswastoexploit

competitiveadvantage.Remarkablythroughenhancedintegrationofsupplychainon

a globalscale,Japanese multinationals succeeded in overtaking theirwestern

competitors(Trevor1983).

Koreanfirmsstartedoutwithinternationalizationinneighboringcountriesand

graduallyexpandedtomoredistancedregions(Guillén,2003),whileAsiaremainsthe

mostimportanthostregionforKoreanoverseasinvestment(Yangetal.,2009).The

stagedmodelofinternationalization,tappingaccumulatedknowledgeovertime,

alludestoamotiveforinternalizationsimilartothatofJapanesemultinationals,
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namely,exploitationofcompetitiveadvantageandcostreduction(Dunningetal.,

2018).

Hemmert & Jackson (2016) advises caution about generalizing

internationalization patterns ofthe NortheastAsian countries,arguing thatthe

seeminglyinstitutionalandculturalsimilaritiesmaymaskmicro-leveldifferences.

ComparedtoJapaneseandKoreanfirms,Chinesefirmsseem tofollow adifferent

pathofglobalizationandhaveshownstrongpropensitytoseekandacquirestrategic

assetssuchknowledgeandbrandnamemostremarkablyinrecentyears(Dunninget

al.,2018),astheylackcompetitiveadvantagetocapitalizeon.Inwhatfollows,Iwill

discusstheglobalizationandcross-borderM&AofChinesefirms.

Thenew millennium markedaturningpointintheglobalforeigninvestment

landscape,asemergingeconomiesstartedtobecomeactiveontheworldstage.

Againstthisbackdrop,firmsfrom Chinaitsglobalizationprocessthroughoutbound

foreigndirectinvestment.

In2016,withatotalinvestmentof218billionUSdollars,Chinasurpassedthe

UnitedStates(189billiondollars)to becomenumberoneincross-borderM&A

investmentforthefirsttime.Thatyear,Chinainvestedmorethantwiceasmuchasit

didin2015,whileUSoutboundinvestmentdecreasedby15percent.Inaddition,

ChinaoutstrippedtheUnitedStatesintermsofaveragedealsize(302milliondollars

vs.131milliondollars)accordingtoWorldInvestmentReport(UNCTAD2016).

TheChinesegovernmentalsupportplayedapivotalroleinpropagatingthe

surgeofoutboundinvestment.Thegovernmenthasbeenusingitspowertocultivate

nationalbrandsandglobalplayers.Thecentralpillarofitsstrategyisthe“GoGlobal”

policy,whichencouragesChinesefirmstomakeoutwardinvestment.Itwasinitially
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introducedin1999andhasevolvedovertimetoincludeaplethoraofotherpolicies

enactedatawiderangeofadministrativelevels,from centralgovernmentthrough

provincialdowntomunicipal.Qualifiedinvestorsweregrantedpreferentialtreatment,

including relaxed authorization procedures,financialincentives such as tax

deductionsandlow-interestloans,aswellasaidintheform ofprofessionalservices

relatedtooverseasinvestment.Asaresultoftheseincentives,Chinesefirmsare

increasinglysettingtheirsightsonoverseasmarkets.Theyprefercross-borderM&A

asthemeanstoacquirestrategicassets,includinginternationalmarketknowledge

andcutting-edgetechnology,becausesuchstrategicassets,especiallyintangible

assets,aredifficultforfirmstoobtainwithoutformalgovernancestructuresinplace

(DeBeule&VanDenBulcke,2013).

Asstrategicassetsaretheprincipalgoalofcross-borderM&A,Chinesefirms

mostfrequentlytargetdevelopedeconomies.Germanystandsoutasoneofthe

favorite hostregions forChinese investors.Notwithstanding the stereotype of

ChineseequatingGermanytoqualityandrigor,thereisafactualbasisforthe

preference.To startwith,Germanyhas a well-established manufacturing base,

providing investors with varying financialmeans a broad choice ofpotential

acquisitiontargets.Manyofthesemanufacturingcompaniesareso-calledhidden

champions.Thehiddenchampionsarehighlyspecializedsmalltomedium-sized

enterprises,whichareundisputedmarketleadersintheirrespectivenichemarkets

andinthemeantimelargelyunknownbythepublic(Simon,2012).Coincidently,

Germany and otherGerman-speaking countries are a majorhub forhidden

champions.Furthermore,Germanyisknownforitsresearchanddevelopment(R&D)

capabilitiesonmultipletechnologicalfrontsandpossessesextensiveknowledgeand

expertiseregardingIndustry4.0,biopharma,autonomousdriving,tonamejustafew.
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Alloftheseareasfallunderthecategoryofstrategicassetsandarehighlysought

afterbytheChinesefirmswhichareeagertomigrateupthevaluechainandbecome

globalplayers.

Theimpactofstrategicasset-seeking acquisitionsusuallytakeslongerto

becomeapparent,asintegrationofvalue-creatingassetsisalengthyanddifficult

process(Wu,2015).Especially,isitunlikelyforChineseinvestorstounlockthefull

potentialofthecross-borderM&Aintheshortrun.NotonlydotheChinesefirms

haverelativelylimitedtechnologicalcapitalandinnovationcapabilities,andlack

internationalexperience,theyarealsoconstrainedbytheirabsorptivecapacity,i.e.

theabilitytorecognizethevalueofnew informationorknowledge,assimilate,and

applyittocommercialends(Deng,2010).Withthislimitationinmind,Chinese

investors new to cross-borderM&A increasingly adopta “softand selective

approach”,alsoknownas“partneringapproach”tothepost-M&Aintegration(Kale&

Singh,2009;Kaleetal.,2009).Suchapproachestypicallyrequiretheincumbent

managementtoberetained,whilethemothercompaniessendonlyahandfulofstaff

from Chinatofillspecificpositions,onatemporarybasisinmostcases.Tothebest

ofmyknowledge,mostoftheChinesestaffsecondedtoGermanyassumetheroles

related to finance orcontrolling,oractsimply as coordinators to facilitate

informationflow betweenGermanyandChina.Moreoftenthannot,theChinese

representativesrefrainfrom takinganactivepartinoperations,regardlessofthe

levelofseniorityinthemothercompaniesinChina.AlthoughChineseinvestorshave

onlytakenonactualgeneralmanagementrolesinasmallnumberofcases,the

activeinvolvementofCEOsfrom ChinahasbeenessentialtothesuccessofM&Aby

ChinesefirmsinEurope(Chenetal.,2016).However,detailsabouttheinvolvement

ofChineseCEOshavebeenlargelyelusive.
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1.3 Researchobjectives

Inspiteofagrowingbodyofliteratureoncross-borderM&Aingeneral,the

processperspectiveonM&Abyemergingeconomyfirmshasbeenlargelyneglected

(Liu&Deng,2014).Morespecifically,extantliteraturedealswithprimarilymotivesof

cross-borderM&Aorstockmarketreaction,whereasthegrowthpatternsafterthe

acquisition are understudied.Theoryas wellas empiricalanalysis on Chinese

investors’valuecreationstrategyandpost-M&Aintegrationapproachisparticularly

scarceforlackofpubliclyavailableinformation.

Inmeasuringvaluecreation,scholarstypicallyapplyeventstudies,whichare

constrainedtoashorttimehorizonbydefault.AsChineseinvestorstypicallyhave

longerinvestmenthorizons,longer-term value creation (>2 years)should beof

greaterinterest.

Withinthescopeofthisresearchproject,thedissertationaimstomakethe

following contribution to academic research on Chinese cross-border M&A,

especiallyinGermany.Firstly,itshallshedlightonlong-term shareholdervalue

creation,whilepost-M&Aintegrationunfolds.Extantresearchismainlyconcerned

withtheimpactofcross-borderM&A ontheshort-term shareholdervalueofthe

acquiringfirms(Asquith,1983;Faccio,McConnell,&Stolin,2006;Firth,1980;Masulis,

Wang,&Xie,2007;Mitchell&Stafford,2000;Schwert,2000).Incontrast,Chinese

culturevalueslong-term orientationmuchmorethanWesterncultures(Hofstede,

Hofstede,&Minkov,2010).Secondly,itshalldeciphertherecentgrowthpatternsin

thepost-M&Aphase,buildingonthetheoriesdevelopedpreviously,suchasthe‘‘light

-touch’’integrationapproach(Liu&Woywode,2013).Lastbutnotleast,itshallenrich

andextendtheoryonvaluecreationstrategybyemergingeconomyfirms,especially

byChinesefirmsthroughcross-borderM&A.
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The research projectconsists ofthree parts.The firstpartdelivers a

comprehensiveliteraturereview onvaluecreationstrategyandrelatedtopicsof

emergingeconomiesfirms,especiallyChinesefirms,throughcross-borderM&Ato

ascertainresearchgaps.Thesecondpartisanempiricalin-depthstudyconsistingof

threeprominentM&A cases,whichhaveagedatleasttwoyearstoallow fora

temporalanalysisoftheevolutionoftheChineseacquirerandtheGermanacquiree(s)

asacombinedgroup.Thisapproachcomplieswiththereplicationlogic,whereeach

caseistreatedasadifferentexperiment,confirmingordisconfirmingobservations

(Yin,2014).Thelastpartsynthesizesthefindingsofthesinglecasesanddiscuss

theirimplications.Toconclude,Iofferanovelframeworkforfuturestudyonvalue

creationstrategyofChineseM&Ainvestment,whichisderivedbutcanbeextended

from theSino-Germancontext.

2 Literaturereview

2 Introduction

Mainstream western theory predicts thatfirms internationalize to exploit

competitiveadvantages.However,Chinesefirmsamongotheremergingeconomy

firms,arebelievedtoengageincross-borderM&A toattainstrategicassetsto

overcomelatecomerdisadvantages(Deng,2009;Liu&Woywode,2013;Luo&Tung,

2007;Nicholson&Salaber,2013).

Chineseoutboundinvestmentgrowsatmuchafasterpacethanwouldbe

predictedbytraditionalgrowththeory,whereasaconsiderableamountofinvestment

channelsintomorematureeconomiesintheWest(Athreye&Kapur,2009).Unlike

established players from developed economies,Chinese firms usuallylack the

expertiseandcapabilitiestomanagecomplexinternationaloperationsingeneral
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(Peng,2012)andarelesslikelytoenhanceinnovationperformancethroughM&Ain

theshortrun(Wuetal.2015).

Theacceleratingcross-borderM&Aactivitiesofemergingeconomyfirmshave

evokedaremarkableincreaseinacademicaswellasmanagerialinterest(Kotabe&

Kothari,2016).However,theprocessinwhichthelatecomersabsorbknowledgeand

leapfrogoverestablishedplayershasthusfargainedlittlecoverageinresearch

(Lahiri,2011;Pengetal.,2008).

Meanwhile,scholarsremainequivocalaboutwhattheoriescouldaccountfor

theM&Aactivitiesoftheemergingeconomyfirms.Onecamp(e.g.Dunning,1993;Li

&Oh2016)contendsthatnew theoryisnotrequired,astheexplanatorypowerof

existing theories such as the OLI(Ownership,Location and Internalization)

frameworkstillholds,withatwist;theothercamp(e.g.Matthews,2006;Luo&Tung,

2007)arguesthatthewealthofliteraturewhichcentersontheWesternmultinational

firms is irrelevantforunderstanding the internationalization ofthe emerging

economyfirms.AlternativetheoriessuchastheLLL(Linkage,LeverageandLearning)

frameworkwoulddoabetterjob.Reconcilingthetwocamps,Cuervo-Cazurra(2012)

and Ramamurti(2012)plead thattheuniquefeaturesofinternationalization of

emerging economy firms create a laboratory for extending existing

internationalizationtheory.

2.2 Methodology

Insystematicreviewsaddressingcomplexquestions,databasesearchingoften

accounts foras little as 30 percentofthe totalnumberofrelevantarticles

(Greenhalgh&Peacock,2005).Beingmindfuloftheconstraintsofdatabasesearch,I

choseadyadicapproachtoscoutforrelevantpapers,buildingontheapproach

suggestedbyMorgan&Gagnon(2013).
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IstartedoutwithasystematicsearchintheEBSCOhostelectronicdatabase

focusingonpeer-reviewedjournals.InspiredbytheapproachsuggestedbyDeng

(2012,2013,2014),Iusedacombinationofkeywords,i.e.“Valuecreation”,“Cross-

borderM&A”and “Chinese firms”,which underpinned the research interestin

question.Incongruencewiththeimplementationofthe‘GoGlobal’policyinitiatedin

1999 by the Chinese government,and China’s entry into the World Trade

Organization(WTO)in2001,Chinesefirmsstartedtoengageincross-borderM&Aen

massearound2000.Consequently,Iscoutedforarticlespublishedbetween1st

January2000and30thJune2017.Atotalof410articlesmatchedthesearchcriteria.

Toascertainrelevance,Iscreenedeacharticlemanuallybyreadingtheabstract.If

theabstractfailedtoprovidesufficientinformationforaclear-cutdecision,Iwenton

toreviewtheintroduction,andundercircumstancesalsotheconclusionsection.An

articlewouldbeexcluded,ifitmetnolessthanoneofthecriterialistedbelow.Asa

result,64articlespassedthescreening,representingasurvivalrateof16%.

Table1:Screeningcriteriaforliteraturereview

Source:Self-compiledbyauthor
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Atthesecondstep,Iscannedthebibliographiesofthepapersthataremost

relevanttotheresearchtopic,inordertoidentifyadditionalarticlesofinterest.

Consequently,Iincludedanother19articlesintheliteraturereview.Intotal,qualified

articlesamountto82.Agraphicalillustrationoftheidentificationofrelevantarticles

isshownbelow.

Figure2:Literaturereviewmethodologyandoutcome

Source:Self-compiledbyauthor

The qualified articlesare from 26 differentoutlets.InternationalBusiness

Review,JournalofWorldBusinessandThunderbirdInternationalBusinessReview

altogetheraccountfornearly60% ofthearticlesincludedintheliteraturereview.

Reflectiveofthenascentnatureoftheresearchfield,articlesinthelastthreeand

halfyearsmakeupalmost60%ofallqualifiedarticles.Asummarycanbefoundin

Table2:OutletsandyearofpublicationofqualifiedarticlesTable2.
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Table2:Outletsandyearofpublicationofqualifiedarticles

Source:Self-compiledbyauthor

2.3 Discussion

Shimizu(2004)wasoneofthefirstpaperstosystematicallytakestockof

literatureoncross-borderM&Aandclassifiedthethemesinthreecategories:(1)

modeofentryinaforeignmarket,(2)dynamiclearningprocessfrom aforeign

culture,and (3)value-creating strategy.Mostwell-known frameworkson cross-

borderM&A hadfocusedonthefirsttheme,e.g.theinternationalizationtheory

(Hymer,1970),resource-basedview(Barney,1991),theeclecticparadigm (Dunning,

1993),andtransactioncosteconomics(Hennart,1994).Atthattime,developed

economyfirmsdominatedthearenaofcross-borderM&A,whereasM&Ainvestment

from emergingeconomieswasyetatanearlystage.Logically,scholarshadmainly

studiedcross-borderactivitiesthroughthelensofthedevelopedeconomyfirms.

Thefollowingyearssaw aremarkabledriftinacademicresearchoncross-
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borderM&A,asscholarsincreasinglyturnedtheirattentiontoemergingeconomy

firms,whichstrovetogainafootholdintheworldeconomy(Zhang&Filippov,2009).

Meanwhile,valuecreationstrategyandintegrationprocessfoundbroaderinterestin

theacademia.Someprominentexamplesarethelinkage-leverage-learning(LLL)

framework (Mathews, 2006), partnering/light-touch approach for post-M&A

integration(Kaleetal.,2009;Liu&Woywode,2013)andamultileveltentativemodel

focusingonChineseoverseasM&A(Liu&Deng,2014).Asummaryofprominent

researchoncross-borderM&Aisfoundbelow.

1)DEF=Developedeconomyfirms;EEF=Emergingeconomyfirms
2)AccordingtoclassificationofShimizu(2004):(1)modeofentryinaforeignmarket,(2)dynamic
learningprocessfrom aforeignculture,and(3)value-creatingstrategy.

Table3:Aselectionofprevailingresearchoncross-borderM&A

Source:Self-compiledbyauthor
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Sticking to the focus on the process perspective ofcross-borderM&A,I

deliberatelydivertedfrom Shimizu(2004)andcategorizedtherelevantliteratureinto

threethematicgroupsasfollows:Group1–motiveforcross-borderM&A,Group2–

short-term valuecreation,andGroup3–long-term valuecreation.Motiveaddresses

thequestionwhyanemergingeconomyfirm engagesincross-borderM&A.Itoffers

hintshowtheacquirersintendtocreatevalueafterwards.Short-term valuecreation,

inthisresearchcontext,equatestothestockmarketreactiontotheannouncement

ofthetransaction,conventionallymeasuredascumulativeabnormalreturnsina

shorttimewindow.Itreflectsthemarket’sexpectationonthesynergybetweenthe

transactionparties,beforetheactualintegrationstarts.Itissubjecttospeculationto

whatextentthe longer-term growth aspecthasbeen factored into the market

reaction.Thelastbutthemostimportantgroupfrom theprocessperspectiveislong-

term valuecreation,whichcanonlyberealizedthroughpost-M&Aintegration.The

relationsbetweenallthreethematicgroupsarevisualizedasfollows:

Figure3:Relationsbetweenthethematicgroups

Source:Self-compiledbyauthor

Asaresultofmyperusalofthearticles,26articlesfallinthethematicgroup

“Motive”.10articlestouchuponshort-term valuecreationand54articlesrelateto

long-term valuecreation.Anothereightarticles,whichcannotbeclearlycategorized,

areflaggedas“Mixed”,afourthcategory.Sincesomearticlesfallinmorethanone
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thematicgroup,thesum oftheaforementionedarticlespercategoryamountsto98.

Almostallarticlestakethelensoftheemergingeconomyfirms,eithersolelyorin

additiontothatofthedevelopedeconomyfirms,asonewouldexpectgiventhe

search criteria.However,outlierspersisted,asdatabaseresearch returned nine

articlesthatonlyfocusondevelopedeconomyfirmsasacquirers.Thatsaid,allof

them relatetolong-term valuecreation.Inordertocontrastlong-term valuecreation

approachbetweenthedevelopedeconomyfirmsandemergingeconomyfirms,I

intentionallykeptthem inthereview(seeTable4).

Note:MO=Motive,VC_S=Short-term valuecreation,VC_L=Long-term valuecreation,MI=Mixed;Total

equals98,asthethematiccategorizationisnotunique

Table4:Articlesbythemeandlens

Source:Self-compiledbyauthor

Inwhatfollows,Idiscussthearticlesbythematicgroup.The“Mixed”group

doesnotwarrantaseparatesub-chapter.Instead,Irefertothearticlescategorized

as“Mixed”,whereversuitableduringthediscussion.

2.3.1Thematicgroup1:Motive

Simon (2012)asserts that“Globalia”,orglobalization is unstoppable.The

integrationofsovereignmarketsintoasingleglobalmarketcreatestensionand

competitivepressure.Consequently,inefficientfirmscannolongershelterbehind

protectionistbarriers(Bartlett& Ghoshal2000).Againstthisbackground,cross-
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borderM&Aarebecomingmoreandmorepopular.

The acquiring firms in cross-borderM&A often fallprey to liabilities of

foreignness(Hymer,1976;Zaheer,1995).On top ofthat,firmsfrom emerging

economies have to tackle liability ofcountry oforigin,because ofperceived

weaknessofthehomecountry’seconomy(Changetal.,2009).Theyareoften

referredtoasthe“latecomers”totheworldeconomy.“Cominglate”is,however,

relative---Gerschenkron(1962)depictstherapidinternationalizationofAmerican

andGermanfirmstocatchupwiththeUK,theleaderoftheworldeconomyinthe

19th century.Today,emergingeconomyfirmsareeagertointernationalizethrough

M&Aasashortcutforcatch-upstrategy(Mathews,2002).

Mathews (2006)suggests thatthe incumbents see the world as fullof

competitorswhoaretryingtoimitatetheirsuccess.Recentresearchsuggeststhat

themotivesforfirmsfrom emergingeconomiestoexpandabroadarefundamentally

differentfrom thosefrom developedeconomyfirms(Buckleyetal.,2007;Fortanier&

Tulder,2009;Li,2007;Luo&Tung,2007).Thelatecomers,orthechallengers,view

theworldasfullofresourcestobetappedandleveraged.Thelatecomerstothe

globalbusinesshavetofindwaystobreakintothisadvancedworld(Gerschenkron,

1962;Mathews,2006).Theycatchupwithcompetitionthroughrepetitivelearning

and doing,and oftentimes amid accelerated internationalization combined with

strategicandorganizationalinnovation(Bonagliaetal.,2007).Thewinnerstypically

envisiontheworldmarketastheirhomemarketwellbeforetheyachievethescale

conventionallyconsiderednecessaryforglobalization.

Theemergingeconomyfirmsarelookingtomorelikelyexplorethanexploit

assets.Theyusecross-borderM&Aaneffectivewaytoimprovetheircompetitive

advantage and performance (Gubbietal.,2010).In orderto access advanced
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managementandmarketingskills,emergingeconomyfirmswouldprefertotarget

firmsindeveloped,maturemarkets,i.e.,characterizedbyhigh-qualityresources

(Gubbietal.,2010).AssuggestedbyHarrisonetal.(2001),front-endhigh-value

capabilitiesandresourcesavailableindevelopedeconomies,whencombinedwith

the back-end low-costcapabilities in emerging economies,can create uniquely

valuable resource combinations that result in higher market valuation and

globalizationrealization.

Comparing Chinese multinationals to their peers from other emerging

economies,Athreye&Kapur(2009)maintainthattheflowofinvestmentsfrom China

tookplacemuchfasterthanwhattraditionalgrowththeorywouldsuggestandthata

largepartoftheseinvestmentsfoundtheirwaysoonerintodevelopedeconomies.

Somescholars,e.g.Kumar(2009)andFortanier&Tulder(2009)evencontendthat

theChinesefirmsarerewritingtherulesofcross-borderM&A,asthetraditional

theoryofinternationalizationappearsill-suitedtoaccountfortheChineseoverseas

M&Aactivities.DuetodistinctfeaturesoftheChinesemultinationals,oneshould

takecautioningeneralizingChinesefirmstorepresentallotheremergingeconomy

firmsincross-borderM&A(Deng&Yang,2015).

ChinesefirmsresorttoM&Aabroadinpursuitofinternationalexpansionand

diversification,andmoreimportantlytoacquirestrategicassets.Strategicassetsare

firm-specificresourcesandcapabilitiesthataredifficulttotradeandimitate,scarce,

appropriable and specialized (Amit& Schoemaker,1993),including technology,

research and developmentcapabilities as wellas managementknow-how.As

Chinesefirmsstartoutfrom a‘resource-meagre’position(Wangetal.,2012),the

Chinesegovernmenturgesdomesticfirmstoacquirestrategicassetsoverseasso

thattheChinesenationalchampionscaneventuallycompetesuccessfullyinthe
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globallandscape(Alonetal.,2011).Luo& Tung(2007)suggeststhatChinese

multinationalsuse“springboarding”tooffsetlackofcompetitiveadvantageand

internationalexperience,whilecounteringcompetitioninthehomemarketfrom more

establishedinternationalplayers.Alongthesimilarlineofargument,Wuetal.(2012)

concludesthattheacquisitionofaninternationalfirm helpsbuildbrandawarenessin

thedomesticmarket,wheretheinternationalventureisasignofsuccess.

Theasset-seekingmotivesofChinesemultinationals’cross-borderM&Ahave

foundbroadinterestinresearche.g.Child&Rodrigues(2005),Deng(2009),Rugman

&Li(2007),Rui&Yip(2008),justtonameafew.Nevertheless,therehasbeenlittlein

-depth analysis on the nature of strategic assets soughtafterby Chinese

multinationalsthrough M&A abroad,especiallyin thedeveloped economies.As

Boatengetal.(2008)suggests,thereisasetofdiversemotivesbehindthecross-

borderM&AactivitiesbyChinesefirms.Assuch,generalizationisnotwarranted.

TheroleofthestateinChinahasbeenpermeatingandevolvingsincethe

inaugurationoftheeconomicreformsinlate1970s(Yang&Stoltenberg,2014).The

“GoGlobal”policyisoneofthepillarnationalstrategies,theessenceofwhichisto

encourageChinesefirmstogoabroadinordertobuildworld-classcorporations

competing successfully on a globallevel.Local,national,and international

environmentshavebeenconstantlyreshapingtheco-evolutionbetweenChinese

institutionsandtheChinesemultinationals(Carneyetal.,2009;Yang&Stoltenberg,

2014).

Intheaftermathofthe2008globaleconomiccrisis,whenmanyassetsin

Westerncountriesbecamemoreaffordable,manyChinesefirmsexpandedtheir

internationalbusinessthroughM&Aandleveragedtheirlow costpositiontogaina

foothold overthere.This new investmentbehaviorcoincided with the timely
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relaxationofforeignexchangerestrictionsbyChineseauthoritiesandaseriesof

governmentalstimulifrom May2009onwards(Yong,2011).Thestatenotonly

activelyfacilitatesandencouragesoverseasFDI,butalsoencouragesinvestment

specificallyinR&DindevelopedcountriestoenhanceChina’sinnovativecapability

(UNCTAD,2005).

Since the financialcrisis around 2008,the rising laborcostcoupled with

shortagesofworkershasposedaseriouschallengeformanyChinesefirms.Many

ofthesefirmsview M&Aabroadasanavenuetogetoutoftheirpredicament,to

migrateupthevaluechain,andestablishglobalbrands(Yang&Stoltenberg,2014).

TheexistenceofrivalnormsandinterestsinChinaanddifferentlevelsof

influenceoverpublicpolicyensuresthecontinuationofacomplexstruggletodefine

China’seconomicsystem andtheroleofassociationsinit.Traditionally,thestate-

ownedenterprisesorSOEwerethedrivingforcebehindChineseoutboundM&A

investment(Pengetal.,2011).Asamatteroffact,notuntil2003didtheChinese

authoritiesgivegreenlightforprivatelyownedenterprisesorPOEtoinvestabroad.

Aspiring Chinese POE took upon the opportunityseriously,as theycraved for

strategic assets abroad to build competitive advantage,in the absence ofan

institutionalsupportnetworkenjoyedbymanySOEonthehometurf(Stroem,2013).

Meanwhile,oneshouldnotoverlookthediversitybetweencentralandlocalSOE

alongmultipleorganizationaldimensions(Lietal.,2014),aphenomenonreferredto

as“diversityincapitalism”whichextendstraditionalassumptionsofcomparative

capitalism toaccountforamoredynamicunderstandingofinstitutions(Crouch2005;

Lane&Wood,2009).CentralSOEhavetheformalmandatetosupportmacro-level

industrialgrowth,andsocialwelfaredistancesthem from purelyprofit-maximizing

practices;whereaslocalSOEaremademoreautonomousandmarketorientedfirms
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withgreaterflexibility.Tao etal.(2017)maintainsthatsuchdifferencesinthe

formulationoftheirstrategicprioritiesandresourcepositionsnotonlyintrinsically

shapehowSOEactindomesticbusinessenvironments,butalsohowtheynavigate

foreignmarkets.

Wang(PwC,2017)observesnoanysubstantialdifferencebetweenSOEsand

POE concerning the motives forcross-borderM&A.Some SOE maybe more

concernedabouttheirmarketposition,therankingofthecompany,andfitwith

nationalstrategies.POEmaybemoreconcernedaboutthelong-term returnon

investmentandcapitalmarketperformance.Butinessence,theyallstrivetogain

accesstostrategicassetsthatareneededforlong-term futuregrowth.

2.3.2Thematicgroup2:Short-term valuecreation

Prevailingstudiesapplyeventstudymethodologytomeasureshort-term value

creationbymeansofstockmarketreactiontotheannouncementofthecross-border

M&A.Therationale,accordingtoHittetal.(1998),isthatsharepricemovementof

theacquiringfirm reflectstheinvestors’rationalexpectationsonfutureoperating

performance.

LiteratureshowsthatstockmarketreactiontoannouncementofM&Adeals

cangoinanydirection.Thesameholdstrueforemergingeconomyfirms(e.g.Aybar

&Ficici,2009;Bhagatetal.;2011;Chen&Young,2010;Lebedevetal.,2015;Ninget

al.,2014etc.)

ExceptforDeBeule&Sels(2016),whofocusonIndianinvestors,allpapers

includedinthissectionoftheliteraturereviewconcernChinesefirmswhichacquired

firmsindevelopedeconomies.Theeventstudiesinthesepapersallreportnon-

negative cumulative abnormalreturns through cross-borderM&A foracquirers’
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stocksonChinesestockexchangesoverashort-term timewindow,lendingevidence

for short-term value creation through cross-border M&A.Chinese investors’

sentimenttowardscross-borderM&A isplausiblypositive,sincethegovernment

incentivizesChinesefirmstogrow fastandbig,notonlyinhomemarketbutalso

abroad(Chen&Shih,2008).Theresultingexplicitandimplicitbenefitsassociated

withcross-borderM&Adealsteaseinvestorstobuyintothestory(Gauretal.,2007).

Determinantsofvaluecreation in theshortterm can beclassed in three

categories:thefirstonerelatesto theacquirer,thesecond onerelatesto the

acquireeandthelastoneistheinteractionbetweentheacquirerandtheacquiree.In

thecaseofChinese-ledM&A,investorownershipstatus(categoryI),i.e.SOEvs.POE,

isoneofthemostimportantdeterminantsforvaluecreation.CategoryIImainly

dealswithidiosyncrasiesofhostcountriesortargetindustries,whilecategoryIII

centersontheinstitutionaldifferencesbetweenthetwopartiesinvolvedinanM&A

deal,mainlyreferringtoculturaldifferences.Table5andTable6summarizethe

determinantsofshort-term valuecreationandcategorizationofthedeterminants

acrossthepapersincludedinthissectionoftheliteraturereview.

Table5:Determinantsofshort-term valuecreation

Source:Self-compiledbyauthor
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Table6:Categorizationofthedeterminantsofshort-term valuecreation

Source:Self-compiledbyauthor

2.3.2.1 CategoryI–Acquirer-relateddeterminants

Onecannotgetaroundstateownershipasoneofthemosttestedacquirer-

relateddeterminantsforshort-term valuecreationofChinesecross-borderM&A.

However,thejuryisstilloutthereinthismatter(e.g.Chen&Young,2010;Karolyi&

Liao,2010;Sunetal.,2002;etc.).Therewilllikelybenounequivocalconsensus

thereon,asvaryinginvolvementofdifferenttiersofgovernmentalbodiesobscures

theanalysis(Antkiewicz&Whalley,2007;Gu&Reed,2013).

Du&Boateng(2015)findthatthatformalstateownershiphaspositive(0.12)

andsignificant(p<0.01)impactonshareholdervaluecreation,astheacquirerslisted

onmainlandChinastockexchangesexperiencewealthgainsintherangeof0.48%to

1.52%overa10-dayeventwindowforcross-borderdealsintheperiodfrom 1998to

2011.

Ningetal.(2014)confirm apositivestockpricereactiononaveragetocross-

borderM&AannouncementsmadebyChinesefirmslistedontheHongKongstock
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exchangeovertheperiodbetween1991and2010.However,thepositiveimpactis

mediated,iftheacquirerisstate-ownedor-controlled.Itmaysuggestthatthe

internationalinvestors,whohavethelion’sshareoftradingvolumeontheHongKong

stockexchange,discountthe good news on the ground ofpotentialprincipal-

principalconflicts,forexample.Gu&Reed(2013)findthatChinesecross-border

M&A havenotdestroyedvalueforChineseshareholders,basedonsharemarket

returnsfrom theShanghai,Shenzhen,HongKongandUSmarketsduringtheperiod

between1994and2009.State-ownedor-controlledfirmsarefoundtohavenegative

impactonvaluecreation,althoughstatisticallyinsignificantat5percentlevel.

Theexamplesaboveindicatetheubiquitousyetinconclusiveliteratureabout

theimpactofthestateownershiponabnormalreturnsfortheshareholderofthe

Chinese acquirers.Firms with differentownership status are associated with

differentcapabilitiesand behave differently,depending on differentinstitutional

constraintsandcompetitivepressures(Zhou&Witteloostuijn,2010).SOEarenot

merelyan ownership structure ora form ofcorporate governance,butrather

productsoftheinstitutionalenvironment(Brutonetal.,2015;Child&Rodrigues,2005;

Peng,2000).EspeciallyinChina,whereSOEareperceivedasamajorelementof

economicinstitutions,theyactpracticallyasextendedarm ofthegovernmentto

steereconomicactivities,(Baietal.,2006;Sunetal.,2002;Tian&Estrin,2008).

Consequently,the ownership status of acquiring firms may signaldifferent

implicationsforthemarketperformanceofcross-borderM&A.

ChineseSOEcanobtainpreferentialtreatmentfrom thegovernmentanda

favorableallocationofresources,whichinturnimprovethevalueofthecompanies

(Blanchard&Shleifer,2001;Sunetal.,2003;Tian&Estrin,2008).Du&Boateng(2015)

elaboratethattheprivilegeofChineseSOEmayprevailincross-borderM&Athanks
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tolow-costloans,taxrebatesandotherincentives.Thiskindofadvantagelowersthe

costofcapitalorperceivedriskinessforSOEandinturnincreasesfirm value(Morck

etal.,2008).Iftheperceivedriskinessoffirmsconnectedtothestateislowbecause

ofpreferentialcreditaccessorpotentialgovernmentbailoutsupportintheeventof

financialcrisis,firm valueshouldincrease(Boubakrietal.,2012).Thereisalso

evidencethatpoliticalconnectionsputfirmsinasituationtoaccesspreferential

treatmentfrom abroadrangeofstateinstitutions(e.g.Faccioetal.,2006;Wu&Xie,

2010).Yang&Zhang(2015)alsofindapositivecorrelationbetweenstateownership

andshareholderreturnsChinesefrom cross-borderM&A.Basedonadatasetof108

Chinesecross-borderM&A2001tothefirstquarterof2012,theaveragecumulative

abnormalreturnofstate-ownedbuyers(0.02)wasfoundtobehigherthanthatof

non-state-ownedbuyers(0.00)andissignificantatthe5percentlevel.

Nevertheless,thepreferentialtreatmentfortheSOEmayturnintoaburden,

whentheyextendtheiractivitiesabroad(Lin,2010).Thecauseliesintheperceived

weakcorporategovernanceassociatedwithstateownershipinadditiontopossible

politicalintervention(Ningetal.,2014).Investorsmaybeskepticalaboutthepolitical

motivationsofcross-borderM&A bySOEacquirers,resultinginlowerabnormal

returnsforshareholders(Taoetal,2017).

UnlikeSOE,privatefirmshavetocompetebasedontheirtechnologicaland

marketingcapabilitiesinordertosurviveandprosper(Peng,2001).Moreover,private

firms tend to be more effective than SOE in termsofmarketorientation and

innovation(Pengetal.,2004).Inaddition,manyprivatefirmshavegreaterflexibility

andautonomyintermsofmanagementanddecisionmaking.Thisimpliesthat

privatefirmsmaybeabletocompeteinforeignmarketsandintegratetargetfirms

moreeffectivelythanSOE,thusleadingtoahigherlevelofperformance(Liuetal.,
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2016).

2.3.2.2 CategoryII–Acquiree-relateddeterminants

DrawingonasampleofChinesefirmsduringtheperiodbetween2000and

2012,Taoetal.(2017)suggestthattheannouncementofcross-borderM&Aleadsto

apositivestockmarketreaction.Thepositiveshareholderreturncanbeascribedto

thepoliticalriskinthehostmarkettoacertaindegree.Thestrategicassetsthatare

muchsought-afterbyChineseinvestorsoftenresideindevelopedeconomieswith

highgovernancequalityaswellaslowpoliticalrisk(Cuietal.,2014;Liuetal.,2016;

Nicholson&Salaber,2013).Stockmarketsrewardsuchacquisitions,evidencedby

highercumulativeabnormalreturns.Nicholson&Salaber(2013)alsoconfirm that

Chinese M&A in developed economies tend to generate higher returns to

shareholders.Furthermore,the same study finds a positive correlation (0.04,

significantat1 percentlevel)between value creation and the targetbeing

manufacturingcompanies.Bracingforthe“MadeinChina2025”nationalstrategy,

Chineseinvestorsseem tobeoptimisticaboutthelong-term prospectofthelocal

manufacturersthatengageincross-borderM&Afrom Chinesemanufacturersinthe

pursuitofstrategicresources.

DeBeule&Sels(2016)proposeaninterestingtheory,suggestingaU-shaped

relationshipbetweenresearchintensityofIndianacquirersandtheircumulative

abnormalreturnfollowingacquisitionsinEurope.Morespecifically,firmswithno

researchcapacitycanbenefitfrom theacquisitionbyaccessingadvancedtargets,

whereasfirmswith extensive research capacityoutperform anyoftheirIndian

competitorsasthesefirmshavetheabsorptivecapacitytonotonlyexplorebutalso

exploittheknowledgebaseoftheacquiredtarget.Furthermore,theauthorsfinda
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positiveeffectoftheacquisitionofahigh-techtargetcompany,regardlessofthe

absorptivecapacityoftheacquirer.NosimilarresearchhasbeendoneforChinese

acquirerstothebestofmyknowledge.ButIdoexpecttoobserveasimilarpattern

for Chinese multinationals.Targets with advanced technology in developed

economiesareparticularlyattractiveforChinesefirmswhicharekeentomoveup

thevaluechain.ThoseearlymoversamongChinesefirms,whichhaveaccumulated

afairamountofexperiencethroughcross-borderM&A and developedstronger

absorptiveandinnovativecapacity,arepoisedtobenefitmorefrom acquisitionof

high-techtargets.

2.3.2.3 CategoryIII–Interaction-relateddeterminants

Culturaldistancereferstothedifferencebetweenthecultureoftheacquirers

andthoseoftheacquirees(Hofstede,2001)anddeterminestoalargeextentthe

modeofinteractionbetweenthetwoparties.Culturaldistancestemsfrom many

sources,e.g.history,religion,andlinguisticdifferences(Riad&Vaara,2011).Itisa

double-edgedsword,whichmayhavepositiveimpactonvaluecreation(e.g.Larsson

&Finkelstein,2001)ornegativeimpact(e.g.Gu&Reed,2013).Allinall,itisexpected

thatculturaldistance would increase the levelofuncertaintyin the post-M&A

integration(Kang&Jiang,2012).

Lietal.(2016)investigatetheimpactofculturaldistanceonvaluecreation

basedonasampleof367transactionsbyChinesefirmsbetween2000and2011.

Thecross-borderM&Aledtocumulativeabnormalreturnovera10-daywindow,while

culturaldistanceshowednegativecorrelation(-0.04,significantatonepercentlevel)

withvaluecreation.Onlyfirmswithgreaterlearningandabsorptivecapacitywere

foundtofarebetterwithculturaldifferences.Incontrast,Du&Boateng(2015)does

notfindsignificantcorrelationbetweenculturaldistance,asaproxyforinformal
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institutionaldistance,andvaluecreation.

2.3.3Thematicgroup3:Long-term valuecreation

CumulativeabnormalreturnasacommonmeasureofM&Aperformancehas

remarkablelimitations(Haleblianetal.,2009),becausetheeventstudymethodology

isill-equippedtoaccountforthesynergyrealizedinpost-M&A integration,which

usuallytakesyears(Capasso&Meglio,2007).Sinceemergingeconomyfirmsseek

strategicassetsandconsequentlyattachlessimportancetothefacevalueofthe

target(Rui&Yip,2008),itissensibletolookatlonger-term measurestofullyassess

successorfailureoftheacquisition(Peng&Beamish,2014;Slangen,2006;Song,

2014).ItisparticularlytrueforChineseacquirers,consideringthattheChinese

culturevalueslong-term futureorientation(Hofstede,2001).

Therefore,scholarsapplyothermeasurestoexaminelong-term valuecreation

ofM&A.Capasso&Meglio(2007)andCordingetal.(2010)citee.g.theusageof

accountingmeasuresaswellasmanagerialself-reportstomeasureM&Asuccess.

From timetotime,scholarsalsousenon-financialmeasuressuchasinnovation

outcomes,technologicalperformance orknowledge transferto measure M&A

success(Thanos& Papadakis,2012),whichevensometimesresultinopposite

conclusions(Chen&Werle,2016).

Post-M&A integration belongs to the mostimportantfactors forM&A

performanceandmainsourceofvaluecreation(Angwin&Meadows,2015;Gomeset

al.,2011;Larsson&Lubatkin,2001).Givenitslong-term anduncertainnature,post-

M&A integrationresemblesrealityinflight(Pettigrew etal.,2001).Consequently,

scholarsneedtofocusonstrategy,structure,processandcultureetc.overtime

(Chenetal.,2016).Long-term valuecreationisoftenachievedthroughincremental

changesratherthanagrandmasterplanofthemothercompany(Yahagi&Kar,
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2009).Carefulimplementation,aninterplayofstrategyandprocess,makesamajor

differenceinthesuccessofM&A(Ahlstrom,2014;Hittetal.,2004;Graebneretal.,

2010;Jacobides&Kudina,2013;Pheneetal.,2012;Rumelt,2011).

2.3.3.1 Challengesinpost-M&Aintegration

Thepost-M&Aintegrationiscrucialformaterializingtheintendedsynergyand

fullofchallengesinthemeantime(Childetal.,2001).Deloitte(2016)findsthatonly

5%ofChineseM&Aoverseasturnedouttobeprofitable.AnotherreportbyPhoenix

MediaThinktank(2016)ismoreoptimisticandreportsa20%successratebasedon

therecentdealsin2016.Inwhatfollows,Ilayoutthetypicalchallengesthatconfront

Chineseacquirersinpost-M&Aintegration.

Ingeneral,Chineseacquirershavetobattlenotonlyliabilityofcountry-of-origin

(Elango & Sethi,2007;Harveyetal.,2005;Lee & Lee,2011),e.g.institutional

weaknessandlackofglobaldominanceofthehomecountry,butalsoliabilityof

emergingness(Madhok&Keyhani,2012),whichinvolvesskepticalregulators,unions

and otherstakeholders in the hostcountry.Ruietal.(2016)furtherexplores

particularchallengesthatconfrontemergingeconomyfirmsduringintegrationof

cross-borderM&A.Theseincludee.g.few specializedproviders,relativeknowledge

isolation,andincreasingconsumersophisticationetc.

Transactioncostseconomicsassociatesrisksandcostswithculturaldistance,

accordingtowhichculturaldistancemaytakeatolloncross-borderacquisition

performance(Shimizuetal.,2004;Steigner&Sutton,2011).Incontrast,theresource-

basedviewregardsthedistinctiveculturesofdifferentpartnersasinimitable,value-

creatingresources(Dong&Glaister,2009).Culturaldistancecanbeausefulvehicle

topromptlearningdifferencesinbeliefsandvalues,andpracticeshavethepotential

topromotelearningandinnovation(Vermeulen&Barkema,2001).
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Thereis,however,anuancewithintheconceptofculturaldistance.Namely,

national cultural distance and organizational culture distance affect M&A

performance differently (Ahammad et al.,2016;Weber et al.,2009,2011).

Organizationalculture is not immune to nationalculture in a multinational

organization.However,theindividualsituationandapproachatthefirm levelmediate

therelationshipbetweennationalculturaldifferenceandM&A performance.For

example,Shenkar(2001)highlightsthehumanroleinthecourseofintegration,

suggestingthathumanperceptionsareindividual,experience-based,flexibleand

richerthanaformula-determined,context-ignorantandfundamentallystaticmeasure

ofculturaldistance.Managersare an integralpartofthe acquired company’s

resources.Therefore,oneofthesignificantdeterminantsofacquisitionsuccessin

thelongrunistheretentionofacquiredfirm employees,especiallythekeypersons

(Ahammadetal.,2012;Krugetal.,2014).Furthermore,ifthemanagersthemselves

identify with the new owner,they would show greatercommitment,facilitate

cooperationandinturncontributetoimprovingtheM&A performance(Hassett,

2012).Ifmanaged effectively,the seeminglydetrimentalculturaldistance may

actuallyfacilitatethepostM&Aintegration(Rottig,2013).

Ranft&Lord(2002)andJunni(2011)maintainthatknowledgetransferisone

oftheprimaryobjectivesofM&A,andplaysasignificantroleinsynergyrealization.

Theabilityofafirm tocreatevaluereliesonasetofintangible,knowledge-based

resources(Leonard,1998).Thesuccessofknowledgetransferlargelycomesdown

totheabsorptivecapacityoftheacquirer,whichbelongstothemostextensively

researchtopicsaroundlong-term valuecreationofcross-borderM&Abyemerging

economyfirms.Itconsists ofthe abilityand motivation ofthe organizational

memberstoaccessandmakeuseofexternalknowledge(Minbaeva,2007).Thereis
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extensiveresearchontheconceptofabsorptivecapacityperseanditsdeterminants,

components,andoutcomes(e.g.Marabelli&Newell,2014;Robertsetal.,2012).

Absorptive capacitybuilds on priorknowledge and develops cumulatively

throughthecreationandacquisitionofnewknowledgeandlearning(Zahra&George,

2002).Firmsneedacertainlevelofabsorptivecapacitybeforetheycanbenefitfrom

technologiesdevelopedbyotherfirms(Cuervo-Cazurraa&Ruib,2017).Furthermore,

firmsofhigherabsorptivecapacityarefoundtobebetterequippedtoassimilate,

createandapplyknowledgeforbuildingacompetitiveedge(Laneetal.,2006).Inthe

contextofcross-borderM&A,theextentofafirm’spriorrelatedknowledgemay

determinetheM&Aperformance(Shimizuetal.,2004).

Firms also oughtto develop combinative capabilities so thatthey can

synthesizeandacquirenew knowledgeandgeneratenew applicationsfrom those

resourcesoftheacquiredfirms(Zollo&Singh,2004).Althoughacquisitionofcritical

knowledgepavesthewayforvalue-creatingactivities,thereisnoguaranteeofa

directtranslationintostrongcompetitivemarketpositionsorhighperformance(King

etal.,2004).Junni&Sarala(2013)emphasizesthatabsorptivecapacityisadynamic

organizational-levelcapabilitythatessentiallyresideswithintheemployeesofthe

organization (e.g.Minbaeva,2007).Itis a challenge forChinese acquirers in

particular,asChinesemanagerstendtofallshortofcommunicationskills,cross-

culturalknowledgeandforeignmanagementexperience(Dietzetal.,2008),whilethe

Chineseacquirer’sabsorptivecapacitydetermines,toalargeextent,theperformance

oftheircross-borderM&A(Deng,2010).

Stated-ownedChinesefirmsmayhaveadditionalbarrierstoovercomeincross-

borderM&A.TheSOEareperceivedaspoliticalactors(He&Lyles,2008)duetotheir

affiliationwiththestate.Undercircumstances,suchperceptioncanposechallenges
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andincreaseinstitutionalpressureontheSOEinhostcountries(Luo&Rui,2009).

2.3.3.2 Post-M&Aintegrationstrategyandprocess

Inthecross-borderM&A,thechoicebetweenautonomyandintegrationhas

alwaysbeenaconundrum formanagers(Zhuetal.,2015).Hittetal.(1996)notes

thatacquiringfirmsexerttwotypesofcorporatecontrol,i.e.financialcontroland

strategic control,to manage the acquired firms.Financialcontrolis ex post

supervisionandtendstofocusonshort-term financialperformance,notinvolving

restructuringoftheacquiredfirmsinmostcases.Incontrast,strategiccontrolis

preemptiveandinvolvesgreaterintegrationefforts.Strategiccontrolisconsidered

necessaryforlong-term valuecreationandmoreeffectiveforacquirerslookingfor

synergic growth following M&A (Chatzkel& Ng,2013).In fact,mostChinese

acquirersclaim toapplystrategiccontroltotheiracquiredforeignentitiesinGermany

(Chenetal.,2016).

Haspeslagh&Jemison(1991)notethattherearethreedifferentintegration

modes forcross-borderM&A,i.e.absorption,symbiosis and preservation,in

descendingorderofautonomyfortheacquiree.Intheabsorptionmode,theacquiree

concedescompletepowertotheacquiringfirm,effectivelysurrenderingitsown

identity.Inthesymbiosismode,theacquirerandtheacquireestartoutasseparate

unitsbutconvergeandbecomeincreasinglyindispensabletoeachotherovertime.

Lastbutnotleast,inpreservationmode,theacquireeretainsautonomyandfaces

minimalinterventionfrom theacquirer.

Therightdegreeofintegrationforaparticularcross-borderM&Adependson

manyfactors.Amongothers,theinternationalizationstrategyoftheparentfirm

carriesabigweight.Itcomesdowntothequestion,whetheritispursuingamulti-

domestic(differentstrategiesindifferentcountries)orglobal(aratheruniform
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strategycopiedtodifferentcountries),andtheextentofstrategic,cultural,and

organizationalcompatibility(Duncan&Mtar,2006).Tian&Slocum (2014)arguethat

asubsidiaryneedstocraftitsownbusinessstrategytosucceedinitsowncountry.

Thelocation-boundsubsidiarybusinessstrategyinteractswithstrategicmandates

from theheadquartersin influencing subsidiaryperformance.Thisallowsfora

proactiveanddynamicroleofsubsidiarybusinessstrategy.

Theacquirersfrom thedevelopedeconomieswouldprefertheabsorption

mode,astheyemphasizemaximizingsynergywithinarelativelyshorttimeperiod

(Bhabra & Huang,2013).Traditionally,they would take a powerorefficiency

perspectivetopartiallyorfullyintegratethebusinessacquiredoverseastotake

controlofnew acquisitionsandrationalizetheoperations(Childetal.,2001).The

downsidetotheapproachisthatdrasticchangesthreatentounderminethebrands

andcapabilitiesoftheacquiredfirmsandloseexperiencedincumbentmanagers,

exactlywhattheChineseinvestorswanttolaytheirhandson(Madhok&Keyhani,

2012).

Therefore,Chinesefirmswouldavoidtakingthetraditionalstructuralintegration

approach(Liu&Woywode,2013;Zhengetal.,2016etc.).Morespecifically,Chinese

firmstendtogranttheiroverseassubsidiariesahighlevelofautonomy,inaneffort

toovercometheobstaclestoreverseknowledgetransferbythe“knowledge-superior”

subsidiary,includingthelackofmotivationonthepartofthesubsidiarytoshare

knowledge(Schüler-Zhou&Schüller,2013).

Kaleetal.(2009)introducethenotionofpartneringapproach,apost-M&A

integrationapproachthatresonateswithemergingeconomymultinationals.They

oftenkeeptheacquiredforeignentitiesstructurallyseparate,whilemergingbusiness

activitiesonlyselectivelyandgradually.Asaresult,theacquiredfirmscontinueto
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enjoyahighdegreeofoperationalautonomyfreedofthecomplexityembeddedin

theconventionalintegrationapproach.Asapositivesideeffect,itwouldbeeasierfor

theacquirerstoretainkeypersonnelandmaintaintheoriginalidentityoftheacquired

firms.

Thepartneringapproach,whichisconducivetocooperationandknowledge

sharing,liessomewherebetweensymbiosisandpreservation.Madhok&Keyhani

(2012)refertoitasagenuinecollaborativepartnershipratherthananimpositionof

hunteruponhunted,withthemanagementoftheacquiredfirm retainingalmost

completeoperationalfreedom.Withoutcollaborationoftheincumbentmanagement,

itwouldbedifficultfortheChineseacquirerstocapturethevaluefrom cross-border

M&A,asbitterlyshowninthecaseofTCL’sacquisitionofThomson’sTVandDVD

operationsinEuropein2004.

Retaining the managementteam and granting them autonomy create a

constructiveatmosphereintheacquiredfirms,sendapositivesignaltostakeholders,

helpobtainindustry-andfirm-specificknowledge,leveragethetargetfirm’shuman

andsocialcapital,reducepost-M&A uncertaintyamongcustomers,suppliersand

employees,andmotivatethemanagementteam toimproveproductivity(Kaleetal.,

2009).WhileKaleetal.(2009)mainlybaseshisfindingsonthecasesofIndian

investorsin US and Europe,Liu& Woywode(2013)show Chineseinvestorsin

Germany achieved positive results applying the same approach.Due to the

contextualcharacteristicsofChinesecross-borderM&A,suchasculturalinfluences

andthelearningperspective,Chineseinvestorstouchsoftlyon,orinotherwords,

partnerwiththeiracquiredfirmsinGermany(Liu&Woywode,2013).Schüler-Zhou&

Schüler(2013)addthatChinesefirmsimposenorigidrulesregardingauthorityover

decisionmakingintheirforeignsubsidiaries.Indoingso,theChinesefirmsareable
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toengageinmultiple,simultaneousandsequentialacquisitions,whichwouldbe

practicallyimpossible,iftheyhadchosenconventionalabsorption-likeintegration

method(Grant&Baden-Fuller,2004).

Warneretal(2004)suggeststhatstate-ownedparentcompaniesseem to

exercisemorecontrolthroughtheassignmentofheadquarters’personnelto

overseassubsidiariesandfrequentlyrequestdutyvisitstotheheadquartersfor

briefingandreporting.Theparadigm ischangingovertime.Inamorerecentstudy,

Schüler-Zhou&Schüller(2013)findthatwhiletherelianceonreverseknowledge

transferexertsastrongandpositiveinfluenceonthesubsidiary’sdecision-making

autonomy,theimpactofthestateownershipofChineseacquirersonsubsidiary

autonomyseemslimited,notwithstandingthepressuretoconform tobureaucratic

rulesandregulations.

Privatelyownedfirms’controlpatternstendtobelessbureaucratic,withahigh

levelofsubsidiaryautonomy(Warneretal,2004).However,therearenostatistically

significantdifferencesbetweenprivatelyownedandstate-ownedChineseparent

companiesintermsoftheintensityoftheiroverseascontrol(Schüler-Zhou&

Schüller,2013).Further,instudyingpatentingactivitiesaftercross-borderM&Aby

Chinesefirms,Andersonetal.,(2015)alsofindnonoticeabledifferenceinthedegree

ofautonomyprovidedbySOEandprivatelyownedfirms,implyingconvergingpost-

M&Aintegrationstrategies.

2.3.4Conclusion

Chinesfirmshaveincreasinglyresortedtocross-borderM&Ainthemostrecent

waveofglobalizationsincethebeginningofthe21stcentury.BycarryingoutM&Ain

developedeconomies,Chinesefirmsstrivetoacquirestrategicassetsthathelpthem

torisetoglobalpayers.Typically,suchstrategicassetsrepresentabundleofvalue-
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creatingresourcesincludingadvancedtechnology,innovativeprocesses,established

brandnames,etc.(Luo&Tung,2007).

Short-term valuecreationresults,asmeasuredbycumulativeabnormalreturns

inagiventimewindow,aremixed.Thedeterminantsforshort-term valuationof

ChineseoverseasM&A overlapwiththosecarriedoutbydevelopedeconomies,

notablyinstitutionalandculturaldistanceandabsorptivecapacities,justtonamea

coupleofexamples.Beyondthat,scholarsarealsointerestedintheextenttowhich

thelinkagetothegovernmentswouldimpactvaluecreation.Againtheresultsare

mixed.

Inlightofthemotiveofstrategicassetseeking,mostChineseacquirershavea

long-term investmenthorizon,whichsetthem apartfrom theuniverseofinvestors

activeincross-borderM&A.Theimplicationforacademicresearchisthatitismuch

more important to understand how Chinese acquirers cope with post-M&A

integrationinthelongruntocreatevalue.

Post-M&Aintegrationhasprofoundimpactonvaluecreationandperformance

(Haspeslagh&Jemison,1991;Weberetal.,2012).Itiscrucialindeterminingsynergy

potentialand the subsequentsuccessofthe marriage (Oberg & Tarba,2013).

Integratingacquiredfirmsmeansacquiringdifferentbundlesofstrategicresources

andredeployingthem post-M&A(Wei&Clegg,2017).Chineseinvestorshaverecently

shownstrongpreferencefortheso-calledpartneringapproachduringpost-M&A

integration.Inessence,itisaphasedintegrationapproach(Quah&Young,2005).

Morespecifically,inphaseone(usuallyyear0–2),theacquirerfocusesongaining

thetrustofthestakeholdersoftheacquiredfirm,minimizingdrasticchanges.Onlyin

phrase two (from year2 onward),the acquirerenacts restructuring including

replacementofseniormanagement.Dong & Glaister(2009)give one possible
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explanationthatChinesefirmsmaybeconstrainedbythenatureoftheirresources,

whichmaybebothimitableandsubstitutable,sothattheymaytendtobemore

culturallyresponsivetotheirforeignpartners.

Previousresearchhasprimarilyfocusedontheimpactofcross-borderM&A

ontheshort-term shareholdervalueofacquiringfirmsfrom developedcountries(e.g.

Faccio,etal.,2006;Schwert,2000).Yetfew look deeperinto the companies’

subsequentgrowthoveranextendedtimeperiodafteracquisitionandtherolesof

theacquirersandtheacquireesplayrespectivelyincorporategovernanceandvalue

creation.

Thereissofarlimitedresearchonhow ChineseM&A activitiesoverseas

create value in the longerrun.ConventionalWestern theories struggle with

incorporating the long-term orientation ofChinese acquiring firms.The lackof

reliablepublicinformationobscuresthestrategyandthegrowthpatternsofthe

acquirersandtheacquireeasacombinedgroupafterthecompletionofthedeal.

Consequently,theroutestowardsvaluecreationhaveremainedlargelyelusive.Asa

matteroffact,itismoreageneralthanaChina-specificissueintheacademia.The

processperspectiveonM&Abyemergingeconomyfirmsisunderstudied(Liu&Deng,

2014),despiteitsimportanceforunderstandingthemechanism ofvaluecreation

(Gomesetal.,2013).

Toputitinanutshell,currentresearchonvaluecreationstrategyofemerging

economyfirmsrevealsthefollowinggaps:

 Extantliteraturefocusesonthemotivesofacquisition,whereasthegrowth

patternsaftertheacquisitionareunderstudied.

 Strategyandprocess:TheoryonChineseinvestors’approachisscarce,partlyfor
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lack ofpublic information,as Chinese acquirerare reluctantto disclose

information related to post-M&A integration and many acquired German

companiesareprivatelyowned.

 Longer-term shareholdervalue:Thetimehorizonofinvestmenteffectsisusually

short-termedduetothenatureofeventstudies.AsChineseinvestorstypically

havelongerinvestmenthorizons,longer-term valuecreation(>2years)should

receivegreaterattention.

 Contrastbetweenstate-ownedenterprisesandprivatelyownedcompaniesas

acquirers:Despitesomeexistinganalysisofhowthesetwotypesofcompanies

differ in investment motivations,there is insufficient knowledge about

whether/howtheydifferinpost-acquisitionintegration.
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3 EmpiricalanalysisofvaluecreationstrategyofChineseM&A

investors

3.1 Introduction

Compared to their Western counterparts,Chinese firms lag behind in

internationalization.The early movers among Chinese firms were notentirely

successfulforlack ofexperience coupled with unfortunate mismanagement.

However,thissituationischanging.Huawei,forexample,isfrequentlycheeredasa

role-model Chinese company that has successfully implemented an

internationalizationstrategyinmanypartsoftheworld.Besidesthebignames,there

arealso manylesser-knowncompaniesplaying anactiveroleinthecourseof

globalization.Intheexportarena,GermanyandChinaareverysimilarinthatsmallto

medium-sizedcompaniesareresponsibleforthesetwocountries’success.About68

percentofChinese exports are manufactured by firms with less than 2000

employeesandapproximately70percentofGermanexportscomefrom Mittelstand

(medium-sized)companies,providing theireconomieswithahiddenchampions

exportturbo(seeFigure4).
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Figure4:ExportperformanceandnumberofFortuneGlobal500corporations

Source:https://www.destatis.de

Withtheirstrongfocusonexportandextremelyhighlevelsofexpertisein

specificareas,GermancompanieshavebecomeattractivetargetsforChinesefirms

lookingforgrowthopportunitiesoutsideoftheirhomecountry.

Cross-borderM&A activities byChinese firms gained steam following the

introductionofthe“GoGlobal”policyaroundtheyear2000.However,intheearly

years,ChineseM&A werestillararityinGermany.Theyfirstgainednoticeable

momentum around 2010,when both thenumberand sizeofM&A dealsrose.

Chinesefirmsbenefitedfrom theweakfinancialpositionofEuropeanfirms,which

speduptheirpenetrationintoEuropeintheaftermathoftheglobalfinancialcrisisin

2008.

AmongallEuropeancountries,GermanywasthelargestrecipientofFDIfrom

Chinain2016.With11billioneurosworthofcompleteddeals,Germanyaccounted

for31percentoftotalChinesedirectinvestmentinEurope.Thelargesttransactions
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wereMidea’sacquisitionoftheroboticsmakerKUKA (4.5billioneuros);Beijing

Enterprises’acquisitionofthewasteincinerationandpowergenerationcompany

EEW Energy(1.4billioneuros);CIC’sinvestmentintheGermanpropertygroupBGP

(onebillioneuros);andChinaNationalChemicalCorporation’sacquisitionofthe

industrialmachinerymanufacturerKraussMaffeiGroup(925millioneuros).Forthe

firsttime,annualChineseFDIflowsintoGermanyweregreaterthantheotherway

around.Thischangeintwo-wayFDIdynamicshasledtomajorpolicydebatesin

GermanyandEuroperelatedtoChineseinboundinvestment.

ThesurgeofinvestmentinGermanycoincidedwiththeintroductionofwide-

rangingfiscalandmonetarypoliciesbyChineseauthorities.Inanattempttokeep

GDPgrowthhighamidtheglobalfinancialcrisis,theStateCouncilofthePeople's

RepublicannouncedafourtrillionyuanstimuluspackageonNovember9,2008.The

sizeofthestimulusequatedto14percentofChina’sGDPthatyear.Backthen,

China’sbudgetdeficitwassolowthatafterthestimulus,China’sdebtamountedtoa

mere20percentofitsGDP.Sincethen,thePeople’sBankofChina(China’scentral

bank)hasembarkedonanexpansionarymonetarypolicy,whoseeffectisstilltobe

felttodate.Inthefirsthalfof2009alone,bankcreditincreasedby7.3trillionyuan,

surpassingtheoriginalannualtarget.Thefinancialmarketwasfloodedwithliquidity.

The cheap credithas been channeled into overseas investmentbecause of

diminishinginvestmentopportunitiesdomestically.Therelativelyhighvaluationon

stockexchangesinmainlandChinafurtherincentivizedgrowth-eagerChinesefirms

toaddforeignassetsontotheirbalancesheets.Mostrecently,overseasinvestment

has also been considered an effective hedge againstthe widely speculated

depreciation ofthe yuan.Outward-looking policies keptChina’s growth engine

runningthroughouttheglobalfinancialcrisis,whileChinarecordedGDPgrowthof
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10.6percentasrecentlyas2010.However,China’seconomyhassinceslowed,most

notablyfrom 2013onward(seeFigure5).Slowereconomicgrowthisbecomingthe

newnorm inChina.

Figure5:AnnualGDPgrowthrateofChina(2000–2016)

Source:WorldBank

TheInternationalMonetaryFund’sestimateforChina‘slong-term growthrateis

approximately six percent,as the Chinese economy shifts gradually toward

consumptionandservices.Speculationaboundsaboutthepossibilityofahard

landing,oncethecentralgovernmentdecidestowithdraw liquidity.Evenworse,

Chinaislosingitstraditionaladvantageinlow-costmanufacturingduetorocketing

wage inflation,which has led to domestic production sites being relocated to

SoutheastAsiancountries,suchasVietnam andBangladesh.Thelow value-add

manufacturingindustriesinChinaareinseverejeopardy.Onamorepositivenote,

the burgeoning middle class has amassed considerable purchasing powerand

developed a growing palate forhigh-quality goods,which are often taken as

synonymouswithimportedproducts.Inthiscontext,cross-borderM&Aseem tobea

sensiblechoiceinsofarastheacquiredtechnologyandknow-howcanbetransferred

back to China to satisfythe changing demand ofcustomers and generate a

competitiveedgeinthehigh-endmarket.
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Sincerecentyears,thespectrum ofinvestmenttargetshasspreadtoawider

rangeofindustries,unlike theearlyyears,when theprimaryfocusofChinese

investmentinGermanywasmanufacturing-relatedbusinesses(seeTable77).

Table7:NumberofChineseM&AperindustryinGermany(2014–2016)

Source:Compilationbytheauthorbasedonvariouspublicinformation

ChineseoverseasM&Awerehistoricallydominatedbystate-ownedenterprises,

yetrecentyearshaveseenanincreasingnumberofdealsledbyprivatelyowned

companies.ThistrendisparticularlypronouncedintheM&AinvestmentofChinese

firmsinGermany.Boththenumberandthevalueoftransactionscompletedby

private-ownedenterpriseshavegrowndramaticallyoverthelastfewyears.

TheincreasingimportanceofprivatelyownedenterprisesinM&Aactivitiesin

Germanyisalsounderlinedbytheirinvolvementincertainhigh-profiledeals.Table8

listssomeofthemostprominentM&AinvestmentsbyChinesefirmsinGermany.

Remarkably,6outof12oftheacquirerslistedareprivatelyowned.

Acquiree Industry Acquirer

Owner-

ship of

acqui-rer

Value

(millionsofeuro)

KUKA AG (closedinearly

2017) Manufacturing MideaGroup

Private

4,500

EEW Energy from Waste

GmbH Energy

Beijing Enterprises

Group

State-

owned 1,411

Kraussmaffei Group

GmbH Manufacturing SinoChem

State-

owned 925

AixtronSE(calledoff)

Science and

technology

Fujian Grand Chip

InvestmentFund

State-

owned 665

NordicYards Manufacturing

Genting Hong Kong

Limited

Private

221
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TechniSatAutomotive Manufacturing

Ningbo Joyson

Electronic

Private

209

Bilfinger SE Water Tech

Unit Manufacturing

Chengdu Tianxiang

Environment

Private

90

ManzAG

Science and

technology

Shanghai Electric

(Group)Corp.

State-

owned -

MedisanaAG Lifesciences

Xiamen Comfort

Science and

Technology (Group)

Co.,

Private

-

WindmwGmbH Energy

China Three Gorges

Corporation

State-

owned -

SchimmelPianofortefabrik

Consumer

goods

Pearl River Piano

GroupCo.,Ltd

State-

owned -

CreluxGmbH Lifesciences WuxiAppTec
Private

-

Table8:HighprofileChineseM&AinGermany(2016)

Source:Compilationbytheauthorbasedonvariouspublicinformation

3.2 Methodology

Iselected thecasestudyapproachasthemainresearchmethod forthe

empiricalanalysisforthefollowingreasons:Firstly,thehistoryofChineseM&A

activitiesinGermanyisshort.Thepopulationissmall,thereforethequestionnaire

surveyapproachisnotfeasible.Secondly,theresearchquestiondictatesthatthe

studybeexploratoryandnon-hypothesisdriven.AssuggestedbyBirkinshaw etal.

(2011),tounderstandthecomplexitiesofemergentandevolvingphenomena,itis

ofteninappropriatetoapplylargescale,cross-sectionalstudiesorreductivemethods

intheabsenceofwell-developedtheory.Thirdly,amultiplecasestudyapproach

givesopportunitiesforreplicationandcomparison(Eisenhardt,1989;Gao&Liu,2012;

Yin,2014)anditcanprovideamuchdeeperandbroaderunderstandingthanalarge

samplequantitativemethod(Eisenhardt&Graebner,2007).

Whilestrictgeneralizabilityisnotpossibleinthestatisticalsense,casestudies

achievetransferabilitythroughthickdescriptionandthereaderscanmakeinformed

decisionsabouttheapplicabilityofthefindingstotheirownsituations(Walford,

2001).AsCollinson&Rugman(2010)suggests,scholarsandmanagersgainmost
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academicinsightsandbestpracticesonmanagementfrom asmall,unrepresentative

groupof“exemplar”companies.

IstructuredtheempiricalanalysisaslaidoutinFigure6:Structureofempirical

studyFigure6.Thefirsttwophases“Define&design”and“Prepare&collectdata”

aretopicsofthischapter,whereasIelaborateonthelastphase“Analyzeand

synthesize”inthenextchapter.

1)ThemajorityofChinesecross-borderM&Aoccursinthemanufacturingindustry(Athreye&Kapur,

2009;Sunetal.,2012);2)Aconventionaltimeperiodtorecognizestrategiceffects(Brutonet.al,2003)

Figure6:Structureofempiricalstudy

Source:Self-compiledbyauthor

Thecentralresearchquestionis:“HowdoesChineseM&Acreatevaluethrough

post-M&Aintegration?”Ipositthattherearefourpossibleroutestovaluecreation:

 Traditionalpost-mergerintegration:Combiningandreorganizingthebusinesses

ofbothpartiesinordertoenhanceefficiencyandgainsynergy.Thisusually

includes integrating strategies,systems,organizationalstructures,human

resources,andcorporatecultures.

 Expansioninthelocalmarket:Expandingcurrentbusinessinthelocalmarketor
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enteringnewmarketsegments(categorizedbyproductorgeography)

 Expansionintooverseasmarkets:Expandingthebusinesstooverseasmarkets

bymakingextensiveuseofthemarketexperienceandlocalresourcesofthe

acquiree/targetfirm

 Innovationofbusinessmodel:Changingtheexistingbusinessmodel,exploring

newbusinessareas,anddevelopinginnovativeproductsandpricingmodels

Multiplecaseswerestudiedtodevelopabetterfeelforvarietyaswellasfor

whatisgeneralandwhatisnot(Piekkarietal.,2009).However,Ididnotintendto

claim generalizabilityofthefindingsforallChineseM&AinGermany,orindeveloped

economiesinabroadersense.Moreextensiveinvestigationthroughquantitative

studieswouldbeneededforarobustvalidationofthefindingsinordertoestablish

theirtheoreticalgeneralizability.Nevertheless,themultiple-casestudyapproachdoes

helpdevelopamorecompletepicture(Yin,2009),andinturn,buildthefoundationfor

furtherstudies.

Alongitudinalhistoricalapproachisneededtocapturetheecologicalview of

reality(Birkinshawetal.,2011).Theconventionaltimeperiodtorecognizestrategic

effectswouldbeaboutthreeyearsaccordingtoBrutonet.al(2003).Therefore,Ionly

consideredM&Adealsthathadagedforatleastthreeyearsforthecasestudies.

Iheldaseriesofinterviewswithkeypersonsinvolvedtounderstandthechoice

ofvaluecreationstrategiesandtheirsubsequentgrowthpatternsbyaskingthem

aboutthefollowingtopics:

Corporategovernanceandmanagementafterintegration

Theshorttomedium-term modeofbusinessintegration
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Long-term growthroadmapsandgrowthinitiatives

Inordertogainaholisticpictureofthecasesconcernedandminimizecognitive

biases,Iinterviewedstakeholdersfrom boththeacquirerandtheacquireeindiverse

functions,whichincludebutarenotlimitedtoCEO,boardmembers,managers,

coordinators,representativesoftheemployeesandpeopleoutsidetheorganization

whoarefamiliarwiththesematters.

Theinterviewsweresemi-structuredtogiverespondentsthefreedom totalk

andoffertheiropinionsandunderstandingofthetopic,followingtheapproachby

Gao&Liu(2012).Thestructureofthequestionnaireisshownbelow.

Figure7:Overviewofcasestudyquestionnaire

Source:Self-compiledbyauthor

In line with established qualitative research protocols (e.g.Yin,2014),I

complementedinterviewswithobservationsandsecondarysourcessuchaspublic

documents,mediareports,corporatenewsletters,companyarchivesandcompany
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websites.Iconducted mostinterviews face to face oroverthe phone.Under

circumstances,somerespondentsansweredinterviewquestionspartlyviaemailby

preference.Although emailinterviews lack the spontaneity offace-to-face or

telephoneinterviews,itoffersflexibilitytointervieweesastheycanchoosethe

convenienttimeforthem tosendtheirresponsesandasaresult,suchamethodcan

produceequallyrichdata(Burns,2010).

Whereapplicable,Iincludeddescriptivedataanalyses,inadditiontoqualitative

interviews,toinvestigatethefinancialandoperationalperformanceoftheChinese

acquirerandGermanacquireeovertimeandtocross-checkthefindingsofthe

interviews.

3.3 Casestudies

As Chinese investmentin Germanyisa relativelynew phenomenon,the

candidatepoolforcasestudiesissmall.Followingtheapproachputforwardin

Figure 6,Iidentified seven potentialcases which fulfilled the criteria.Despite

repeatedattempts,themanagementoffourcompaniesrefusedtoparticipateinthe

studyaswellastobenamedonvariousgrounds.Asaresult,threecaseswere

featuredinthecasestudies.Someessentialinformationabouttheacquirerandthe

acquireeislaidoutbelow.
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Table9:Overviewofthreecasestudies

Source:Self-compiledbyauthor

ThethreesurvivingcasestudiesarerepresentativeofsuccessfulChinese

M&AinGermanyinrecentyearsandofferausefulplatform toanalyzetheChinese

modelofpost-M&Aintegration,whilecautionisrequiredwhengeneralizingthe

results.

1 Case 1 – ShangGong Europe – The odysseyofa state-owned Chinese

enterprisetotheWest

Executivesummary

“Dasgibt’sdochgarnicht”(InEnglish:“Thatdoesn’tevenexist”)

In1994,asatiricalconspiracytheoryspreadvirallyonthenascentinternetthat

thecityofBielefelddoesn’tactuallyexist.Thisisarguablystillthemostwell-known

anecdoteamongthelocalBielefelders.WhenZhengYingleftmetropolitanShanghai

andfoundherselfintherustictowninNorthRhine-Westphaliamorethanadecade

ago,sheprobablydidnotrealizethatitwasjustthebeginningofalongjourneyfor

herandheremployer,theSGSBGroup,whichhadacquiredDürkoppAdler(DA)from
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FischersAktienGesellschaft(FAG)in2005.

PeoplefamiliarwiththemattersaidithadbeenaboldmoveforSGSB.Infact,it

wasthefirsttimethataChinesefirm hadeveracquiredaGermanpubliccompany

and,strikingly,neithercompanywasinparticularlygoodshape.TheSGSBGroupwas

anewlymintedcompanyestablishedattheendof2004outofamergerbetweentwo

state-owned enterprises (SOE):ShangGong (a pinyin abbreviation forShanghai

IndustrialSewing Machine Company)and SMPIC (ShanghaiMovie and Photo

IndustryCorporation).ZhangMin,whousedtobethegeneralmanagerofSMPIC,

wasappointedchairmanandCEOofthemergedcompany.Itwasnotthekindofjob

thatanyonewouldenvy.Likemanycompaniesfoundedintheeraoftheplanned

economy,theSGSBGroupwasstrugglingagainstfiercecompetitionfrom bothends

ofthemarket,i.e.low-costlocalplayersandpremium foreignbrands.Itsbackwas

againstthewall.Rumorhaditthatifthemanagementteam couldnotfindaquick

solutiontoturnthestate-ownedcompanyaround,SGSBwassettobedownsized

materially.Thesalvageturned outto betheacquisition ofa foreign company

thousandsofmilesaway.Asamatterofafact,ShangGonghadalreadybeenin

discussionwithDAevenbeforeSGSBhadcomeintoexistence.

DAwasaGermanmedium-sizedcompanylookingbackonover100yearsof

history.ThereveredDürkoppAdlerbrandhadsuchasolidreputationintheindustrial

sewing machine sectoras comparable to thatofBMW orMercedes in the

automotiveindustry.However,thegoldendayswerelonggonebytheturnofthe

twenty-firstcentury,asthedownstream marketstartedtotumble.ThecoreEuropean

marketswere,atbest,stagnating.Tomakethingsworse,premium brandshadbegun

relocatingproductiontolow-costregionsinAsia,particularlyChina.High-endsewing
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machineproducerswereno longercompetitiveandtheirveryexistencewasin

danger.PessimistsbelievedtheEuropeansewingmachinesectorwasdoomed.

Whentheacquisitiontookplace,bothpartiesinthetransactionwereailing.

Zhang,CEO oftheSGSB Group,intentionallykeptalow profile,referringtothe

acquisitionasamatterofsurvival.Twelveyearslater,theSGSBGrouphasnotonly

survivedagainstallodds,businessisthriving.Itsmarketcapitalizationincreased

eight-foldfrom 2005to2017,whileDA’smarketvaluegrewbymorethan10timesin

thesameperiod.Theweak-weaksituation wasturned into a textbookwin-win

situation.However,ithasbeenatoughturnaround,withplentyofupsanddowns

downtheroad,particularlyintheaftermathofthe2008globalfinancialcrisis,when

DAalmostwentunder–buttogether,SGSBandDAmadeitthrough.

AfterabsorbingDA in2005andnavigatingthedifficultwatersofthecrisis,

SGSBresolvedtoacquirePfaffandKSLin2013,andStollin2015,allwell-known

Germancompaniesinthesewingmachinerysector.Withintwelveyears,theSGSB

Grouphadbecomeaglobalpowerhouseinindustrialsewingmachines.Today,its

customerbaseincludesnearlyeveryEuropeanluxurybrand.Itsews90percentofall

theworld'shigh-endcarseatsandprovidesChineseaircraftmanufacturerswith3D-

sewingsolutionsforthecompositeparts.Thecompanyisnowactivelypreparingfor

thefuturewiththedevelopmentofsewingrobotsandsmartsewingunitsinlinewith

theconceptofIndustry4.0,amongotherinnovationsinitsproductpipeline.

Background

DespitealltheobviousdifferencesbetweenSGSBandDA,thetwopartiesofthe

Sino-Germanpartnershiphadatleastonethingincommon----theywereboththe
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productoftheirrespectivehistoricalgrowthpaths.

TheSGSB Group’snameoriginatesfrom itstwopredecessors,ShangGong

(ShanghaiIndustrialSewingMachineCompany)andSMPIC (ShanghaiMovieand

PhotoIndustryCorporation).“SG”standsforShangGongand“SB”istheacronym of

ShenBei,theapproximatepronunciationof“SMPIC”inChinesePidginEnglish.

Bothcompanieshadhadtheirglorydayslongbeforethedealtookplace.

ShangGongwasthefirstsewingmachinecompanytobepubliclylistedinChina.Its

stocksstartedtradingontheShanghaiStocksExchangeinSeptember1993.Under

itspreviousname,theShanghaiIndustrialSewingMachineFactory,thecompanylaid

thefoundationsofitsfirstfactoryinOctober1965.InAugust1997,thecompanywas

renamedShangGongHoldingCo.,Ltd.From theendof2000,ShangGong’sportfolio

also included well-known sewing machine brands forhousehold use,such as

Butterfly,Flyman,andBee.

In 2004,ownership ofShangGong wastransferred from thelightindustry

system tothePudongNewAreaState-ownedAssetsSupervisionandAdministration

Commissionaspartofalargeprogram torestructurestate-ownedassets.SMPIC’s

assetswereintegratedintoShangGong,givingrisetotheSGSBGroup.Zhang,who

usedtoworkforSMPIC,wasappointedchairmanandCEO ofthenewlyformed

company.

SMPICunderwentrestructuringandrepositioningseveraltimesbeforebeing

mergedwithShangGong.ThepredecessorofSMPIC,ShanghaiCopierFactory,made

thefirstcopierinChinain1964.TheShanghaiMovieandPhotoIndustryCorporation

wasofficiallyfoundedin1973.Fourteenyearslater,thecompanywasrebrandedas
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SMPIC.Today,thisbrandismainlyusedforofficeequipment,whichconstitutesthe

bulkofSMPIC’scurrentbusiness.ItwasalsooneofthefirstSOEtoform joint

ventureswithforeignmultinationalcorporations.Inthelate1980s,SMPICandXerox

establishedShanghaiXeroxCo.,Ltdtomanufactureandmarketcopiers.Today,

undertheumbrellaofSGSB,SMPIC isengagedintradingofficestationery,and

electronicgoodsandequipment,inadditiontomanufacturingandmarketingitsown-

brandofficeequipment.

Attheturnofthetwenty-firstcentury,after20yearsofliberalizationandreform

inChina,theSGSBGroup,likemanyofitspeerSOE,founditselfsuddenlysurrounded

byalargenumberofnewcomers.Domesticsewingmachinesuppliershadsprungup

likebambooshootsaftertherain.Asthesecompetitorswerealmostallprivate

companiesfreefrom thepayrollburdenofSOE,theyenjoyedasignificantcost

advantageandwonovermanyprice-sensitivecustomers.Inaddition,moreandmore

foreigncompanieswereenteringChina,devouringthehigherendofthemarket.Asa

result,manySOEwereforcedtosearchfornewdirectionsandoftenhadtodownsize,

costinghugenumbersofemployeestheirlivings.Forcedlayoffsreachedtheirpeak

towardtheendofthetwentiethcentury.Itwasaharshtimeformanyordinary

Chinesehouseholdsaswellasforstate-ownedbusinesses,andtheSGSBGroupwas

notimmunetotheseadversities.Oncetheuncontestedmarketleaderinthesewing

machineindustryinChina,ShangGongwaspushedoutofthetop10intheearly

2000s(seeFigure8forabriefhistoryoftheSGSBGroupbeforeitstartedCross-

borderM&Ain2005).
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Figure8:MilestonesoftheSGSBGroup(1965–2005)

Source:SGSBGroup

LikeSGSB,DürkoppAdlerwereoriginallytwoindependentcompanies,bothof

whichwerefoundedataboutthesametime,overahundredyearsago,inthecityof

BielefeldinGermany.Inthemid-nineteenthcentury,theGermansewingmachine

marketwasdominatedbyimportsfrom theUSA,whichwerenotonlyexpensivebut

alsodifficulttomaintain.Twomechanics,BaerandKoch,realizingthismightbea

businessopportunity,startedtoproducesewingmachinesattheirfactoryinBielefeld

in1860.Thiswasthefirstsewingmachinefactoryinthecity.

In1865,Kochhiredtwonewmechanics,DürkoppandSchmidt,whenBaerleft

thecompanytopursueotherbusinessopportunities.Dürkopphaddesignedhisfirst
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sewingmachinebackin1861.HeandSchmidtfoundedDürkopp&Schmidtin1867,

butthetwofoundersalsopartedwayslateron.

Inthe1880s,competitionfrom nationalandinternationalsuppliersgrewfierce,

while Germany’s production capacity forsewing machines soared and almost

equaledtotalworldwidedemandatthetime.TheGermansewingmachineindustry

was facing a bleak outlook.Dürkopp & Co,as the companywas called after

Schmidt’sdeparture,diversifiedintoproducingbicycleslikesomeofitscompetitors

didinBielefeld.Thebicyclemanufacturingbusinesstookoff.Inspiredbythesuccess

ofthediversification,Dürkopp&Coexpandedintomanufacturingcarsandtrucks.

ThisendeavorwasnotparticularlysuccessfulandDürkopphadtoceasevehicle

productionintheaftermathoftheglobaleconomiccrisisofthe1920s.Today,

prototypesofDürkoppbicyclesandmotorvehiclesareonexhibitatDA’spremisesin

Bielefeld.

In1962,FAG Kugelfischer,anindustrialconglomerate,whosecorebusiness

wasmanufacturingbearings,acquiredthemajorityofequitysharesinDürkoppwerke

AG(formerlyDürkopp&Co).25yearslater,theacquireralsotookoverthemajorityof

sharesinKoch’sAdlerAG,pavingthewayforamergerofthelong-lastingrivals.

From 1990onward,thetwocompanieswerebasedatthenew facilitiesinthe

OldentrupdistrictofBielefeldunderthenameDürkoppAdlerAG.Thenin2001,FAG

itselfwasabsorbedbyINA-Schaefflerinahostiletakeover.

As one ofthe leading sewing machine manufacturersworldwide,DA had

advancedtechnologicalknow-howanditsnamesakebrandwaswellrecognizedand

trustedbyademandingclientele.Nevertheless,itmissedtheshipwhenthegrowth

engineofthedownstream industryshiftedfrom WesterncountriestoAsia.Asa
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consequence,salesdroppedsignificantlyyearafteryear.DAmadeapproximately

150millioneurosinrevenuewithitscoresewingmachinebusinessin2001.Four

yearslater,revenuehadshrunktoaround100millioneuros.DA’sproductionsites

werebadlycoordinated,synergybetweenitsvariousplantswasnottapped,andthe

companyhadmoreemployeesthanwork.Managementissuesandthedeteriorating

marketsituationcausedDAtomakelossesforseveralyearsinarow.

Oncethejewelin thecrown,DA had becomeaheadacheforitsholding

company FAG (owned by Schaefflersince the early 2000s)and itwas not

enthusiasticaboutincreasinginvestmentinthebusinessinordertoreviveit.Afterall,

sewing machinery had little relevance forthe industrialconglomerate’s main

business.FindingabuyerforDAseemedtobealogicalchoiceforSchaefflerandit

wouldprobablybenefitDAinthelongrun,providedthatthenewownerwaswillingto

investanddeveloptheDAbrand(seeFigure9:MilestonesofDA(1860–2005)Figure

99forabriefhistoryofDA).

Figure9:MilestonesofDA(1860–2005)

Source:DürkoppAdler
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Motivationandstrategy

BythetimeZhangjoinedSGSBfrom SMPIC,ShangGonghadalreadysigneda

letterofintentwith FAG to acquireDA and theterm sheetshad been largely

determined.However,concernsremained.WouldSGSBbeabletocarryforwardthe

GermanoperationswithChinesemanagers?WouldtheGermanemployeesbewilling

tocooperatewiththeChineseshareholder?WasitgoingtobepossibleforSGSBto

absorbtheadvancedtechnologyandeventuallyintegratetheGermanbrand?

TheShangGongGrouphadbeenstrugglingforyearsinarowanditwasclear

thatShangGongdidnotstandachanceofdefeatingthehordeofprivatesewing

machinecompaniesinapricewarduetoitsunfavorablecoststructure.Sales

turnoverhadhalvedwithinfewyearsascompetitiongrewincreasinglyfierce.Inthe

meantime,ShangGonglackedthetechnologynecessarytoemulateforeignplayers,

leaving the companyin a precarious situation.ShangGong’s managementwas

caughtinapainfuldilemma:eitherthrow inthetowelandexitthesewingmachine

businessentirely,whichwouldmakemassivelayoffsunavoidable,ordoubledown

andacquireadvancedtechnologyandknow-howitneededtostepupthecompany’s

corecompetencies.Thefastestwaytorealizethelatterwasthroughamergeror

acquisition.NiYonggang,chairmanofShangGong,hadnointentionofgivingup.He

wasthrilledandmorethaneagertostrikethedeal,whenhelearnedaboutFAG’s

intentiontoliquidateallofitsinvestmentinDA.

InOctober2002,ShangGongsubmittedanapplicationtotheChinaSecurities

RegulatoryCommissiontoissueanadditional100millionB shares.Thestated

purposeofthefund-raisingwastoacquireDAjointlywithanotherSOE,theShanghai

TireRubberGroup,anddevelopspecialsewingmachinesbasedonDA’stechnology.
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Ittooktheregulatoroverayearto approvetheapplication.Shortlythereafter,

ShangGong’sintendedpartner,ShanghaiTireRubberGroup,decidedtodropout,

leavingShangGongasthesolebuyer.

Therewerealsodifferentopinionsfrom withinthegroupaboutwhetherthe

acquisitionofDAwouldbeablessingoracurseforSGSB.Woulditmakesenseto

spendtensofmillionsofeurosonaloss-makingcompany?Whywouldtwoailing

companiesbebetterofftogether?Wouldnotitbewisertoinvestthemoneyinsome

saferchoicesinChina?Afterthoroughresearchandevaluationofalloptions,Zhang

decidedtosidewithNi’srecommendationbasedonthebeliefthatdemandfor

clothing,bags,andsimilarproductswouldnotdiminishinfuture.Consequently,there

mustbegrowthpotentialforupstream sewingequipmentasitisdifficulttoreplace

withotherapplications.However,SGSBneededtochangeitsmodusvivendi.Doing

nothingwouldbenothinglessthanasuspendeddeathsentence.Inordertosurvive

andcapturethegrowthpotential,thecompanywouldhavetooverhaulitsR&D

capabilitiesandrefocusoninnovationandhigher-endcustomers.However,heknew

itwouldbedifficultfrom thebeginning:“It’slikefightingaboxingmatch;thereis

alwaysarisk,butaslongasthereisstillachanceofwinning,Ihavetogoafterit.”

(personalinterviewbyauthorinFrankfurtonMarch10,2017).Zhangputhiscareerat

stake,whenhetriedtopersuadetheboardandgovernmentalofficialstoendorsethe

deal.Whenhewasgiventhegreenlightfinally,hefoundthenegotiationswiththe

Germanshadcometoastandstill.Theatmosphereatthenegotiationtablewas

tense.Hehadtostepinandplayamoreactiveroletobringthetalksbackontrack.

OntheMay3,2004,theeffortscametofruition.RepresentativesofShangGong

andFAGsignedtheletterofintentinthepresenceofGermanChancellorGerhard

SchröderandChinesePrimeMinisterWenJiabaoduringhisstatevisittoGermany.It
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thentookseveralmonthstocompletenecessarypaperwork.Inthemiddleof2005,

afternearlythreeyears,thedealwasfinallyclosed.FAGtransferred94.48percentof

DAsharestoSGSB.Theinitialinvestmentintheacquisitionwasapproximately37

millioneuros,ofwhich950thousandeuroswastoacquireDA'ssharesandnine

millioneuroswastopaybacktheloansmadetoDAbyFAG'sshareholders,withthe

remaining27millioneurosprovidedasashareholderloantobeusedasworking

capital.Unfortunately,theinitiatorofthegroundbreakingacquisition,NiYonggang,

formerchairmanoftheShangGongGroup,passedawaybeforethedealwasclosed.

Earlierthatyear,ShangGong had setup a holding platform in Germany,

ShangGong(Europe)HoldingCorporationGmbH.Atthetime,ShangGongEurope

was,inessence,ashellcompanyestablishedforthesolepurposeofacquiringDA.

ThearrangementwasmoresecureforthesellerFAGfrom alegalpointofviewas

theactualacquiringentitywasincorporatedinGermany.ForSGSB,thisset-upwas

disadvantageousintermsofprofitrepatriationandtaxoptimizationduetotheadded

layerbetweentheholdingcompanyandDA.

Accordingtosourcesfamiliarwiththematter,priortothetakeover,therewasa

vagueplanatmostaboutwhattodowiththecombinedbusiness.Nimighthavehad

amasterplaninhishead,buttherewerenowrittendocumentswhatsoever.After

signingthedealonOctober29,2014,Zhangputforwardabusinessplanbasedon

themarketduediligenceexercisethataimedtoincreaseenterprisevaluethrough

layoffsand byrelocating production,butfundamentally,therewasno strategic

planningbeyondthat.

Integrationandtransformation
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According to Chinese tradition,twelve years constitute a cycle.SGSB

spearheadeditsoverseasoperationsexactlytwelveyearsagowiththeacquisitionof

DA.Whenaskedaboutthemilestonesduringthelasttwelveyears,Zhangnamed

threeimportantphases.Thefirstthreeyearswereawarm-upphaseforbothparties

togetacquaintedwitheachotherandbuildtrust.Integrationeffortscenteredon

improvingefficiency.Attheendofthefirstphase,DAwasconfrontedwithimmense

top-linechallengesamidthefinancialcrisisin2008.Thecompanywasontheverge

ofbankruptcyasliquiditywasalmostdrained.Nevertheless,DAmanagedtoescape

thecatastrophethankstofinancialaidfrom theChineseholdingcompany.In2013,

SGSBandDAenteredacompletelynewera.Pfaff,along-timecompetitorofDA,was

bailedoutofbankruptcybyShangGongEuropeandthetwofirmscameunderthe

sameroof.Following that,SGSB then acquired anothertwo innovativeGerman

companiesinaveryshortperiodoftime.Consequently,ShangGongEuropeemerged

asaholdingcompanywithgreateroperatingresponsibilitiesandahigh-profilebrand

portfolio.

Phase1(2005–2008):Themomentoftruth–TheChinesecametotown

Thetransferofownershipwasnow official.Inthemiddleof2005,theSGSB

Grouptookovernearly95percentofDA’ssharesandthusbecameitsmajority

shareholder.Itwasaseminalmoment.Forthefirsttime,aChinesestate-owned

enterprisehadtakenoverapubliclytradedGermancompany.Expectationwashigh

onbothsides,aswastheuncertaintyabouthow –byjoiningtogether–thetwo

companieswouldescapethedownwardspiral,createvaluefortheshareholders,and

providejobsecuritytotheemployeesinBielefeldandelsewhere.

Theburdentofindanadequatesolutionfelluponthenew ownerSGSB.The
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excitementaboutacquiringawell-knownforeigncompanyebbedawayquicklyafter

thedealwasclosed.TheSGSBGroupnowhadtoarticulateitsmasterplanandfind

its own solutions to the many challenges thatwere looming as integration

progressed.Therewerepracticallynoprecedentstolearnfrom,andnoonewithinthe

state-ownedorganizationhadexperienceindealingwith,letalonemanaging,foreign

subsidiaries.Although the Shanghai-based companyused to workwith foreign

companies,suchasJukifrom JapanandSingerfrom theUnitedStates,itusedtobe

limitedtooperationalcooperationandwasthereforetheexperiencenotparticularly

helpfulinthecaseofDA.

SGSB’smanagementwasconvincedfrom theoutsetthatthepotentialsynergy

betweenSGSBandDAwassignificant.Nevertheless,tappingthatsynergywasa

dauntingtask.Probablythemostdifficultpartlayinfiguringouthowtobringacross

theexpectationsandvisionoftheChineseshareholdertotheGermanworkforce.If

theydidnotconsiderthemselvespartoftheSGSBGroupandfailedtorealizethat

theirinterestswerecloselytiedtothoseofSGSB,theintegrationwouldbedoomedto

failure.OnemostdreadedscenarioofthelocalemployeeswasthattheChinesewere

onlyinterestedinDA’stechnologyandbrand,andthattheywouldabandonthe

Germanoperations,assoonastheyachievedtheirgoal,slashingjobsdowntheroad.

Intheprevious10years,layoffshadbecomesortofroutineatDA underFAG

Kugelfischer’sownership.TheheadquartersinBielefeldusedtoemploy2,500people

atitspeak.Justbeforethetakeover,onlyabout450peoplewereworkingthereand

thecompanyhadbeenmakinglossesforseveralconsecutiveyears.Staffmorale

waspredictablylow,astheuncertaintywithanewownerfrom the“MiddleKingdom”

wasjustaslarge.
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Immediatelyaftertheacquisition,DAemployeeswereassuredthatBielefeld

would remain the centerformarketing,R&D,and manufacturing ofhigh-end

equipment.InordertodemystifySGSB’sagenda,Zhangwenttogreatlengthsto

communicatewiththeGermanteam andreassurethem thatSGSBwascommittedto

investinginDAandintendedtotakeittothenextlevel.NotonlydidSGSBstandto

benefitfrom the acquisition,DA would also have an unprecedented growth

opportunity.To make sure thathis message was fully understood,he even

conductedone-on-oneconversationswithmiddle-levelmanagement.Thiswasnot

something the CEO ofan acquiring companywould typicallydo following an

acquisition.Lookingback,Zhangbelievesthathewasrightandthisapproachhelped

stabilizethemoodandinstillconfidencewithintheteam.

IncontrasttotheSGSBGroup,DA’sstaffhadmoreexperienceinworkingwith

foreigncolleagues.DAhadbeenproducingintheCzechRepublicandRomaniafor

severalyears,makingtheBielefeldemployeesrelativelyopentonew things,under

circumstances,evenanewemployer.ZhangrecallsthattheGermanstaffhadalot

ofideasandtheirprofessionalethicswereimpeccable.AstheChinesemanagers

actedwithintegrityandliveduptotheirword,itdidnottakelongfortheGermanstaff

to putaside theirconcerns aboutthe company’s intentions and embrace the

commongoalofdrivingbothcompaniesbackontoagrowthpath.

However,therewasstillnoticeableskepticism aboutSGSB’scapabilitytolead

thetraditionalGermanfirm withover100years’history.Thiswasjustifiedtoa

certainextent,astheinvestorfrom Shanghaiwasnotinagoodshapeandhadno

advantagewhatsoeveroverDA.SGSB wasclearlylaggingbehind,particularlyin

termsoftechnologicalknow-how andbrandequity.Awareofitsownweaknesses,
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theSGSBleadershipwasmindfultonotmicromanagethenewlyacquiredGerman

subsidiary.Theincumbentmanagementteam atDAwaslargelyretained,including

CEOWernerHeer.TheonlyrepresentativeSGSBsenttojointhemanagementboard

inBielefeldwasMs.ZhengYing.Aschairmanofthesupervisoryboard,Zhangwould

meetHeer,headofthemanagementboard,onaregularbasistodiscussDA’s

strategicdirection.Aleanmanagementmodelwasdevisedandimplemented.Atan

operationallevel,Heerfocusedonthefront-endandwasinchargeofproduction,

R&D,salesandmarketing,whilehisChinesecolleagueZhengwasresponsiblefor

finance,personnel,andIT.Inaddition,Zhengservedastheliaisonofficerbetween

theSGSBGroupandDAtomakesureasmoothandtimelyexchangeofinformation.

Oncethemanagerialstructurehadbeensettled,thenewDAmanagementteam

wastednotimeintakingaseriesofmeasurestooverhaulthedistressedcompany.

Commercialpolicywasamongthefirsttobetackled.Purchaseorderswithextensive

accountreceivablesweredeprioritizedorturneddownatallandinventorywas

trimmedtofreeupliquidity.Productionplanningwasstreamlinedtoo.Inthepast,all

components had been made in Germany.DA’s managementreassessed the

manufacturingvaluechain,reshufflingittobetterrealizeeconomyofscaleacross

factories.Followingthechanges,thesiteatMinervaBoskoviceintheCzechRepublic

wasprimarilytaskedwithmanufacturingmedium-toheavy-dutymachines,whilethe

secondEuropeanproductionsiteoutsideGermany,locatedinSangeorgiudeMures,

Romania,wastaskedwithproducingDürkoppAdler-brandcomponentsandspare

partsforautomaticsewingmachines,especiallymechanicalpartsrequiringlabor-

intensivework.TheheadquartersinBielefeldwouldcontinuetofocusonDA’soverall

marketstrategy,new productdevelopment,andtheassemblyofhigh-endsewing

equipment.
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SGSBinstructedDAmanagementtocutexpenditureonadministration,sales

andmarketing,literallyeverywherepossible,exceptforR&D.ItwascleartoZhang

thatinordertoreviveDAandsaveSGSB,itwascrucialtomaintainacompetitive

edgeontechnology.Eveninthemostdifficultoftimes,SGSBstuckunrelentinglyto

thisprinciple.DietrichEickhoff,formerspokespersonofthemanagementboardat

DAandnowmanagingdirectorofShangGongEurope,creditsmuchofDA’ssuccess

todaytotheChineseowner’sdeterminationtocontinueinvestingintechnologyand

people.

Thefirstyearaftertheacquisitionendedjustwell.Althoughfull-yearrevenue

declined bynine percentin 2005 from the previous year,DA had returned to

profitability.Asatokenofappreciationandcelebrationofthisinitialsuccess,the

ChineseshareholderdistributedaspecialChristmasbonusof300euroforevery

employee in Germany,which wasunheard ofin DA’shistory.In response,the

presidentoftheworkscouncilsentaletterofthanksonbehalfoftheworkforce.

In2006,DA succeededingrowingitstop-lineagain,generating13percent

higherrevenue.Alsothatyear,DAstartedtogetafootholdinChina.InApril,ajoint

salescompanywasestablishedbetweenSGSB(60percent)andDA(40percent)to

marketDAbrandsandservelocalcustomers.InAugust,amanufacturingcompany

wasfoundedtotakeoverpartofthemanufactureofDA’sstandardsewingmachines

attheRomanianfactory.

Despitethesuccessfulstart,thesupervisoryboarddecidedtopartwayswith

CEOWernerHeerbytheendoftheyear,citingirreconcilabledifferencesofopinions.

HeremainedonthemanagementboarduntiltheendofNovember2006,whileAlfred

Wadle succeeded him as the spokesperson forthe managementboard from
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September1,2006.WadlehadbeenwithDAindifferentfunctionsforalongtime.

Amongothers,heusedtoheadtheCzechsubsidiaryofDAandbelongedtothefew

personsatDA withrichexperienceinmanaginganinternationalcompanywith

stakeholders of differentculturalbackgrounds.He was considered an ideal

successor,moreimportantly,becauseheidentifiedwiththestrategicdirectionofthe

Chinese shareholder.Soon afterWadle took office,he started to strengthen

cooperationwithChina,includingsourcingsparepartspartiallyfrom China,among

others.

UnderWadle’sstewardship,DAperformedsatisfactorily,onparwith2006in

termsofrevenueandprofitability.However,weakeningdemandcouldalreadybe

sensedandportendedawidespreadeconomicdownturnamidtheglobalfinancial

crisis.Inthe2008financialyear,DA’srevenueplungedby20percent,whileoperating

profitdroppedbymorethan50percent(seeFigure10).

Figure10:DA'srevenueandEBIT(2003–2008)

Source:ShangGongEurope
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Phase2(2009–2012):Liveordie–DAreboundsintheaftermathoftheglobal

financialcrisis

Itwasthebestandtheworstoftimes.Threeyearsaftertheacquisition,the

ChineseandtheGermanteamshadgraduallyfoundaneffectivewaytoworkwith

eachother,astheintegrationprocesscontinued.Thecompanyhadahealthyproduct

developmentpipelineand looked to new opportunitiesinChinaand otherfast-

growingcountrieswiththesupportoftheChineseshareholder.Itwasatthispoint

whentheglobalfinancialcrisishit.ThefutureofDAwasputonaknife-edge.SGSB

playedadecisiveroleinsavingtheGermanhiddenchampionfrom itsdemise.Even

intheverydepthsofthecrisis,ZhangstressedtimeandagainpubliclythatSGSB

wouldnotgiveuponBielefeld.

WhenthesubprimemortgagebubbleburstintheUnitedStatesin2007,the

crisisthatfollowedhadarippleeffectacrossmanydifferentpartsoftheworld,

leadingtoaglobaleconomicdownturn.Intheaftermath,continentalEuropewas

caughtinthemiddleofaseveresovereigndebtcrisis.Iftheyear2008wasbadfor

business,2009wascatastrophicforDAandtheentireindustry.Themainplayersin

thesewingmachineindustryaroundtheworld,includingtheJapanesepowerhouses,

JukiandBrother,andthemajorChinesesewingmachinemanufacturers,allsuffered

assalesfellbymorethan40percentonaverage.

“Onlywhenthetidegoesoutdoyoudiscoverwho'sbeenswimmingnaked.”–

WarrenBuffet

Commentingonthatdifficultperiod,EickhoffnotedthatDAhadmissedouton

thetextileboom inChina.WiththeChineseinvestoronboard,onewouldexpect
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accelerationofstrategicdeploymentinChina.Unfortunately,beforeanyeffortscould

materialize,significantandcontinuouscostincreasesinChinaledtoamassive

migrationofthegarmentindustrytoneighboringcountries,which,inturn,triggered

theclosureoftensofthousandsofChinesefactories.AtDA,salesandmarketing

werenotuptothesamehighstandardasitstechnology.DA’ssalesinSoutheast

Asia,thefastest-growingareaforsewingmachines,hadactuallybeendecliningfor

years.

In2009,totalsewingmachinessalesforDAfellby43percentto51.8million

euros(orby55percentcomparedtobeforethecrisis)andearningsbeforeinterest

andtax(EBIT)plummetedtoalossof18.4millioneuros.Weighingthechangesin

theexternalenvironmentandthechallengeswithintheorganization,Zhangmade

amends with Heer,the formerCEO,who returned as spokesperson ofthe

managementboardinMay2009.ItwascleartoHeerthatitwouldtakeaseriesof

emergencymeasuresandalotofgoodlucktogetoutofthecrisis.

Withinashorttimeframe,DArealizedacostreductionof18.3millioneuros,

primarilybylayingoff515employeesacrossthecompany.SGSBwaived12million

eurosworthofshareholderloans,therebynarrowingdownthecapitaldeficitto21.2

millioneuros.ItwasoneoftheturningpointsinDA’shistory.AlthoughZhanghad

goneonrecordseveraltimestostresshiscommitmenttoBielefeld,itwasnotuntil

heprovided thiscrucialfinancialaid thathedefinitivelyconvinced theGerman

employees ofhis sincerity.Thanks to SGSB’sintervention,the formermajority

shareholderFAG Kugelfischeralsoagreedtoforegoadebtof5.5millioneuros.

Unfortunately,allthesemeasureswerestillnotenoughtopreventDAfrom havingto

sellits profitable subsidiarycompanyDürkopp Fördertechnik GmbH (a leading
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providerofconveyertechnology)toKnappAG,anAustriancompany,for10million

euros.

ThemanagementofDAfurtherannouncedthattemporarystaffing,whichhad

permeatedalmostallfunctionssinceFebruary2009(averagingasmuchas40

percentoftheworkforce)wastocontinueuntilthecrisiswasover.Senioremployees

wereurgedtotakeearlyretirement.Materialcostswerefurtherreducedbyawide

margininthesecondhalfoftheyear.Inaddition,thetrousersewingmachine

specialist,BeislerGmbH wasrelocatedfrom HösbachtoBielefeld.Gettingoutof

crisistookmorethancostcuttingobviously.Inexploringgrowthavenues,Heermade

itclearthatDA intended to expand thebusinessinChinaand would increase

investmentinsalesandmarketingactivitiesthere.

Toeveryone’sgreatrelief,thesituationstartedtoturnforthebetterinthefirst

quarterof2010,whichsawsalesjumpnearly40percent.Learningfrom thestruggles

oftheperviouscoupleofyears,DA’smanagementrealizedthatthecompanyneeded

to become more resilientand started to search fornew growth drivers.One

promisingfieldwastheindustrialsector,sellingmachinestotheautomotiveindustry

and producers of upholstery and technicaltextiles.DA,endowed with its

technologicalcapital,waswellpositionedtoassumealeadingspotinthissector.

Meanwhile,DA’sparentcompany,theSGSBGroup,wastooundergoingagreat

dealofturmoil.AsChinawasnotimmunetotheglobalfinancialcrisis,SGSB’s

sewingmachinebusinesstherealsosufferedfrom aseveresalesmeltdown.Staffat

alllevels saw theirsalaries and benefits trimmed and a seriesofcost-saving

measureswasintroduced.OnMarch24,2010,partiallyundertheinfluenceofitsthen

major shareholder,Pudong New Area State-owned Assets Supervision and
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AdministrationCommission,theSGSBGroupenteredintoaframeworkagreementon

strategiccooperationwithZojeSewingMachineCo.Ltd,oneoftheleadingprivately

ownedsewingmachinecompaniesinChina.

Pertaining to the agreement,ShangGong Europe transferred 2.378 million

shares,equivalentto29percentofitsstakeinDA,toZojeEuropeGmbH,awholly

ownedsubsidiaryofZoje,whichbecameDA’ssecond-largestshareholder.Inthis

transaction,thetotalvalueoftheshareswasreckonedat8.63millioneuros,or3.63

eurospershare.Rumorhaditthataccordingtotheoriginalarrangement,Zojewas

supposedtotakeoveralargershareofDAatalaterpointoftime,althoughSGSB

wouldhaveremainedtheabsolutemajorshareholder.Intheend,theinitialplanwas

notexecutedduetochangesatbothcompanies.Nevertheless,thepathsofthese

twoChinesesewingmachineryheavyweightscrossedagainseveralyearslater,when

theycompetedfortheacquisitionofanotherGermansewingmachinemanufacturer.

AstheChineseproverbgoes,“acrisisisanopportunityridingthedangerous

wind.”Amid thefinancialcrisis,demand from theautomotiveindustryin Asia,

particularlyinChina,remainedresilientandwasforecasttoboom fortheyearsto

come.Bettingthatitwouldbethenextblueoceanforindustrialsewing,theSGSB

GroupsparednoefforttosupportDAinitsdevelopmentofmachinesforautomotive

clients.ThecentralpillarofDA’sdevelopmentendeavorwasimprovingupontheM-

typeseries,whichwasusedasthebasisformedium-toheavy-dutysewingmachines,

debutingasearlyas2002.Sincethen,theM-typehasbecomesynonymouswithtop-

qualityindustrialsewingequipment.WithSGSB’sbacking,DAwasabletocontinueto

advancetheM-typeseriesatatimewhenthesewingmachineindustryasawhole

wasgoing through itsmostdifficultperiod.Majorimprovementwasmade by
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drasticallyreducingthenumberofpartsused,whichresultedinaconsiderable

reductionincomplexity-relatedcosts.Thischangeallowedcustomerstofurther

optimizetheirassemblyprocessesandsignificantlyreduceleadtime.TheM-type

turnedouttobeinstrumentalinpullingthecompanyoutofthecrisisandsecuring

keyaccountsfrom theautomotiveandupholsteryindustries.

UnderHeer’s stewardship,DA recovered and posted double-digitrevenue

growthback-to-backin2010and2011,toppingoperativeearningsbeforethecrisis.

Thankstoinnovationandcost-savingmeasures,itsEBITmarginimprovedbyalmost

twopercentagepointsto9.5percentin2011.Despitethesuccessfulturnaround,

Heer’ssecondhoneymoonwithSGSBwastooshort-lived.Hecreditedtherecovery

largelytothelaunchofnewproducts,particularlytheM-typeseries,whichwasvery

popularacrossthe Atlanticin high-end medium-to heavy-dutysegment.When

settingthedirectionsforthefuture,HeerinsistedthatDA shouldallocatemore

resourcestothisarea,andeventuallyfocussolelyonthissegmentgoingforward.

Whileacknowledging therelevanceofthemedium-to heavy-dutysegment,the

Chinese shareholderfavored a more balanced approach,citing the untapped

potentialinthetraditionalclothingindustryinlessdevelopedcountriesinparticular.

BasedoutofChina,SGSB’sleadershipnotedacleartrendtowardautomationand

optimizationofsewingprocessesintheclothingindustry.Thistrendemergedinthe

wake of continuous wage increases,as China’s demographic dividend was

diminishing.SGSBandDAwerepresentedwithapreciouswindowofopportunityto

cracktheChinesemarket.Asthemarketdemandedhigher-valueproducts,DAwith

its technologicalknow-how should be betterpoised to profitfrom the market

transitionthanitwas10yearsago.Afterroundsofconsultation,itwasnotpossible

to reconcilethedivergentviewswithinthemanagementastothebestgrowth
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strategyforDA.Consequently,Heersteppeddownfrom themanagementboardafter

twoandhalfyears’tenure.

In2012,DietrichEickhoff,aDAveteranandalocalBielefelder,wasappointed

thenewspokespersonofthemanagementboard.Eickhoffhadstartedhiscareerin

the1970sasatraineeatDürkoppwerke,thepredecessorofDürkoppAdler.Hehada

strongsalesandtechnicalbackground,whichwasconducivetoacustomer-oriented

growthstrategyandfurtherexpansionininternationalmarkets,especiallyinChina.

AshehadalsobeenamemberoftheDA team thathadconductedtheinitial

negotiationswithShangGongbackin2004,hewasalreadyveryfamiliarwiththe

modusoperandioftheSGSBleadershipandhadacommonunderstandingwiththem.

Thecontinuitywithintheseniormanagementteam meanttherewasnoneedfora

realignmentonthestrategicorientationofDA andSGSB.Itwasagreedthat,in

Bielefeld,DAwouldfocusonhigh-endequipment,whileSGSBinShanghaiwould

mainlyservethemassmarketwitheconomyproducts.

2012wasasatisfyingyear,assalesgrew byeightpercentyearonyear.Its

uniquetechnologicaladvantageenabledDAtocontinuouslyincreaseitsprofitability,

unlikemanyofitscompetitors.Itsoperativeprofitmarginin2012exceeded15

percentforthefirsttimeinatleastadecade.However,thepicturebehindthis

successwasmixed:thecoremarketsinEurope,whichrepresentedthelion’sshare

ofDA’srevenue,remainedchallengingduetostagnantdemand,whiletheemerging

economiesinAsiagrewincreasinglyimportantaseconomicgrowththerecontinued.

InChinaspecifically,therewerestrongsignsthatthemarketwasmaturingasthe

laborcostsrocketed and clothing manufacturers,among otherindustries,were

graduallymovingtheirproductionsitestolower-costneighboringcountries,suchas
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Vietnam andBangladesh.Giventhatautomated,higher-endmachineswereexpected

tobeindemandinChina,DAhopedtowinnewcustomersthatwerewillingtopayfor

premium products.

Phase3(2013–2016):Newhorizons–DAsteerstowardtheworldleadership

From 2013onwards,SGSBwentontheoffensiveagain.Inashortperiodof

time,itacquiredtwofirmsandobtainedaminorityinterestinathird.Allofthefirms

were from Germany’s Mittelstand (medium-sized companies) with advanced

technologyintheirrespectivefieldsand sound reputations.ShangGong Europe,

whichforalongtimehadonlyconsistedofDAasitssoleinvestment,nowsetoutto

takeongreateroperativeresponsibilityinsteeringitsportfoliocompanies.

PfaffIndustriesystemeundMaschinenAG

OnMarch28,2013,along-anticipatedstrategicmovematerialized.ShangGong

(Europe)HoldingCorp.GmbH,acquired100percentofPfaffIndustriesystemeund

MaschinenAGinKaiserslautern.Pfaffhashadaturbulenthistory,fullofupsand

downsforoveracentury,aswasrecountedinadocumentaryfilm releasedin2014.

Therenownedmanufacturer,foundedin1862,usedtobeEurope’sbiggestsewing

machinecompany.Intheearlydays,Pfaffproduceddomesticsewingmachines

exclusively.Itwasnotuntil1908 thatPfaffbroughtthefirstindustrialsewing

machinesto themarket,making a distinction between domesticand industrial

sewingmachinesforthefirsttimeinhistory.PfaffIndustrialquicklybecameahighly

esteemedqualitybrandinthesewingtrade.In1960,thecompanywentpubliconthe

FrankfurtStockExchange.Inthe1980s,Pfaffsufferedaseriousdownturninitsmajor

customersfrom theshoeandclothes-makingindustries.Adversemarketsituation
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coupledwithanumberofmanagerialmistakesheraldeddecadesofturmoilahead.

Pfaffchangedhandsmultipletimesandevenfiledforbankruptcytwice,in1999and

2008respectively.Nevertheless,Pfaffmaintaineditsprominenceinvarioussewing

and welding technologies.Itwasparticularlystrong in automaticsewing units,

medium-heavydutysewingmachines,andweldingmachines.

Attheturnofthetwenty-firstcentury,thecenterofgravityoftheglobaltextile

industryaccelerated,driftingtoAsia.Pfafffollowedthetrend,establishingajoint

venturewithitsChinesepartnerZojeSewingMachineCo.Ltd.Pfaffsubsequently

managedtoopenitsownplantinTaicang,nearShanghai,andtookoverallthe

sharesinthejointventurefrom Zoje.The100percentownedcompanywasamain

pillarofproductionandmarketstrategyforthePfaffGroupandwasdeemedthe

futurecenterpieceofitsChinaactivities.In2008,around20,000Pfaffindustrial

sewingmachinesandrelatedcontrolsanddrivesweremanufacturedattheTaicang

plant.

In2009,followingaperiodofinsolvencyforPfaff,Joachim Richter,theownerof

amedium-sizedGermanmanufacturingcompany,wassuccessfulinhisbidtotake

overthecompany.Althoughboththelaborunionsandlocalpoliticianshadrootedfor

Richter,hisrestructuringplandidnotpanoutwell.Thecompanycontinuedtolose

marketshareandmakelosses.InAugust2012,Richterconcededandhandedover

hisentirestakeinPfafftoatrustee.Bytheendof2012,Pfaff’stotalassetswere

worth20millioneuros,whiletheliabilitiesexceeded26millioneuros.Thecompany

wasinsolventaftermakingseven-digitlossesforseveralyearsinarow.

SGSBwasdeterminedtoacquirePfaffthistimeandgainedtheupperhandover

theotherbidders,includingZoje.Althoughtherehadbeenajointventurebetween
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ZojeandPfaff,andZojewasevenaminorityshareholderinDA,itwasSGSB’sproven

trackrecordwithDAthatconvincedallthestakeholders.Zhang,chairmanandCEO

ofSGSB,personallyledthedealnegotiations,whichwasconsideredakeysuccess

factorinclosingthedeal.SGSBtookoverallequityinPfaffforasymboliconeeuro.

Inaccordancewiththeacquisitionagreement,SGSBinjected24.1millioneuros,of

which4.8millionwaspaid-incapital,11.5millionwasshareholderdebt,and7.8

millionwastoexpandoperationsinChinaandSoutheastAsia.Followingthedefeat,

ZojesoldtheentiretyofitssharesinDAbacktoSGSBfor13.9millioneurosinlate

2014,reapingover60percentreturnontheinvestment.

PfaffandDA,twoGermangiantsinindustrialsewingmachines,wentbackover

150yearsinhead-to-headcompetition.Uponcompletionofthetransaction,thetwo

archenemiesjoinedforcesundertheumbrellaofShangGongEurope.CorneliaMast,

actingspokespersonofthemanagementboardatPfaffremainedinofficeafterthe

acquisitionandwasresponsibleforfinance,administration,andHR.Inaddition,

SGSBappointedtwootherboardmembers,WangQing,previouslydeputygeneral

managerofShangGong Europe,and FriedbertSchulz,a sales and marketing

executivewhoworkedforPfafffrom 1972to1999beforejoiningDA.

ThroughShangGongEurope,SGSBindirectlysetthestrategicdirectionsofthe

twosubsidiarycompanies,althoughtheyoperatedindependently.Nevertheless,it

wascleartoallstakeholdersthatPfaff’sbusinessactivitieshadtobecoordinated

withthoseofDAandSGSB,otherwiseitwouldnotbepossibletobringPfaffbackto

profitability.

Thesynergybetweenthetwocompaniesbecamealreadyevidentin2014,only

oneyearafterthedealwasclosed.Pfaffturnedaprofitagain–thefirsttimein
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twelveyears–andDAcontinuallyimprovedbothitstopandbottom lines.Sales

jumped 15 percentin2014,whileoperating marginrosebyanimpressivefive

percentagepoints.Thisstronggrowthtrendandhealthymarginhasbeenmaintained

todate.

Figure11:DA'ssalesandoperatingmargin(2011–2016)

Source:ShangGongEurope

Thesuccessachievedinthisshorttimeframewastheproductofaplethoraof

optimizationmeasures.Therewaslow-hangingfruit,asthelong-timecompetitors

couldfinallystopunderbiddingeachotherontenders.Thishadasizableimpacton

boththeirtopandbottom lines.Ontheproductionside,similartothechanges

implementedatDApreviously,themanufacturingdivisionwasoptimizedandsome

processeswereoutsourcedtolocationsabroad,suchasintheCzechRepublicand

China,makinguseofcomparablecostadvantages.Furtherpotentialwasseizedin
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R&D,procurement,andparticularlyinsalesandmarketingactivities.

InaninterviewwithIGMetallonJune9,2016,thedeputychairmanoftheworks

councilatPfaff,Wolfgang Biffar,commented on the takeover:“Isee itas

overwhelminglypositive.”Hepraisedthereliabilityofthenew ownerdespiteall

culturaldifferences:“Commitmentshavealwaysbeenrespected.Fortwoyears,there

hasbeenasteadyincreaseinjobsinKaiserslautern.Nowwehave218employees,”

hesaid.

KSLKeilmannGroup

OnJuly31,2013,justafew monthsafteracquiringPfaff,SGSBboughtall

sharesinthefamily-runbusinessKSLKeilmannGroupfrom itssoleownerRobert

Keilmannfor18.5millioneuros.Atthetimeofthetransaction,theKSLKeilmann

Groupemployedabout100peopleandhaddistributionpartnersaroundtheworld.

Thegroupconsistedofthreecompanies:KSLKeilmannSondermaschinenbauGmbH

(KSL),aproducerofspecialmachinesforprocessingalltypesoftechnicaltextiles,

including fibercomposites;KSA GmbH & Co.KG (KSA),a producerofsewing

technologywithafocusonmattressmanufacturing;andKSEGmbH,whichacted

solelyasasalesorganizationforKSL,particularlyinoverseasmarkets,suchasAsia

andNorthAmerica.WernerKeilmann,RobertKeilmann’sfather,foundedthegroupin

1964inLorsch,60kilometerssouthofFrankfurtam Main.

KSL,themostvaluableofallthreeKeilmannsiblingcompanies,offeredawide

rangeofproducts,includingCNCmachines,multi-needlesewingmachines,robotic

systems,gluingandweldingunits,andautomaticproductionlines.Itsinnovative3D

robotsewingunitswereunparalleledtechnologicallyandcouldbeprogrammedto
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perform complexsewingandweldingjobs(seeFigure12forimpressionofKSL’s

robotsewingunit).Itfounditscustomerbaseinnew segmentswithgreatgrowth

potential,suchasaerospace,automotive,andenvironmentalprotectionindustries.

Figure12:KSLBasic3D-RobotSewingUnitKL500

Source:ShangGongEurope

Inordertobetterexploitthesynergy,KSLwasmergedintoPfaffinMarch2015,

whilekeepingtheKSLbrandalive.TheproductionsitesinLorschandKaiserslautern

remainedinoperationafterthemerger,whiletheproductionofmattresssystems

wasrelocatedfrom thesiteinAltenburgtoKaiserslautern.High-techequipmentand

customizedmachinescontinuedtobedeveloped,designed,andmadeinLorsch

undertheKSLlabel.Thenew Pfaffwasledbyanexperiencedmanagementboard

consistingofCorneliaMast,RobertKeilmann,andChenYongwu.Chenusedtowork

forZoje,Pfaff’sformerjointventurepartner.Thankstotheexperiencegainedfrom
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DA,theintegrationofPfaffandKSLwentsmoothly.Bytheendof2016,thefinancial

resultsofbothcompanieshadimprovedremarkably.

SGSB’s shopping spree continued in 2016,when Zhang had been widely

recognizedasasuccessfulinvestorinthesewingindustry.Thistime,however,SGSB

decidedtolookbeyondsewingmachines.Inmid-January2016,aftermonthsof

negotiation,ShangGongEuropeacquired26percentequityinH.StollAGundCo.KG

inReutlingenfor28.5millioneuros,becomingthesinglelargestshareholder.The

remainderoftheshareswerescatteredamongthe12membersofthefounding

family.

Thefamily-runcompanyboastedalonghistory,justlikeDAandPfaff.Founded

in1873,itwasoneofthelargestandmostinnovativemanufacturersofautomatic

flatknitting machines in the world.Underpressure from the everincreasing

competitionintheglobalsewingandknittingequipmentmarket,theshareholders

beganactivelylookingforpotentialinvestorsfiveyearsago.SGSBfittedthebillas

theperfectinvestor,asithadbeeninthetextile-relatedbusinessforalongtime,it

hadthecapitalmuchneededforfutureinvestment,andmoreimportantly,hada

proventrackrecordofworkingwithGermanhiddenchampionsinaresponsibleand

sustainable way.The acquisition ofa minoritystake in Stollbroughtabouta

reshufflingwithinthemanagementstructureofSGSB’sEuropeanoperations.

OnMarch15,2016,Mast,aformerexecutiveatPfaff,movedtoStollasthenew

CFOafterfulfillinghermissiontointegratetheonceinsolventPfaffintoShangGong

Europe.RobertKeilmannresignedasspokespersonofPfaff’smanagementboardon

August31,2016forpersonalreasons.HewassucceededbyAlfredWadle,areturnee

toPfaff,whohadservedasthesecondCEOofDAafterSGSB’stakeover.From then
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on,thePfaffmanagementboardconsistedofAlfredWadleandChenYongwu.

WithaseriesofacquisitionsinGermany,SGSBwasstrongerthaneverandwell

preparedforthenextbiggoal:worldleadershipofthesewingmachinebusiness.At

thetimeofwriting,twoJapanesefirmsoccupythetoptwospotsintheindustryin

termsofrevenue,JukiandBrothers.SGSBisnotfarbehindBrothersinrevenueandit

isalreadymarketleaderprofit-wise.

Growthinitiatives

DA hasbeentransformedfrom thetroubledchildofalargeconglomerate

familytotheposterchildofSGSB’soverseasoperations.UndertheumbrellaofSGSB,

DA hasnotonlymaintaineditsinnovationcapabilities,italsohascaughtupon

productionefficiencyandtheexploitationofnew markets.Overtheyears,DAhas

grownrevenuesustainablywhileimprovingitsprofitmargins.Itsstockpricehas

risenfrom 2.3eurostwelveyearsagotonear36eurosin2016,andithascontinued

itsgrowthmomentum in2017(seeFigure13).
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Figure13:DAsharepricedevelopment(2005–2017)

Source:DürkoppAdler

JoinedbyPfaff,KSL,andStollinthebrandportfolio,DAwaswellpreparedto

conquerthenextfrontier.ItwasalsotimetopartwayswithShangGongEurope.The

latterhadbeenestablishedtoserveasaninvestmentvehicleforSGSBinEurope.For

alongtime,DAwastheonlybusinessadministeredbyShangGongEurope,bothof

whichwereessentiallyledbythesamemanagementteam.

Zhang,chairman and CEO of SGSB,envisioned something bigger for

ShangGongEurope,namely,thatitshouldbecomethedrivingforcebehindSGSB’s

sewing machine business worldwide,coordinating and steering brand strategy,

marketing,sales,procurement,production,andR&D.

Toinstitutionalizethetransformation,Eickhoffwasinvitedtoresignasthe

spokespersonofDA’smanagementboardinMarch2016soastoconcentrateon

ShangGongEurope’sfutureoperations.HispositionatDAwasassumedbyMichael

Kilian,whowaspreviouslyinchargeofqualityanddevelopingcontroltechnology.To

ensurethecontinuityofDA’sstrategicorientation,EickhoffstayedwithDA asa

memberofthesupervisoryboard.Inthemeantime,ZhengYing,thelong-term chief

representativeofthemajorshareholder,keptherdualexecutiveresponsibilitiesat

bothDAandtheholdingcompany.

Themanagementteam ofthenewShangGongEuropehadoneclearmandate:

profitablegrowth.ShangGongnow aimstobecomenumberoneintheworldfor

textilemanufacturingtechnologieswithinthenextfiveyears.Inadditiontostriving

forgrowth,itshouldalsoachievebettermarginsthanthecompetition.ShangGongis
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alreadyveryclosetotheJapanesefirm Brothers,whichcurrentlyholdsthenumber

two spot globally,while the world champion,Juki,has about three times

ShangGong’srevenue.

AShangGongEuropegrowthstrategyforthenextfiveyearswasarticulatedina

strategydocumentcreatedinSeptember2016.Thesuccessofthegrowthstrategy

restsonthreepillars:continuousinnovation;marketpenetrationinAsia,especiallyin

China;andfurtherM&Afollowedbybrandintegrationandcoordination.

Continuousinnovation

SGSBleadershiphadalwaysattachedgreatimportancetoR&Dandsupported

innovationinwordsandactions.DA,andlatterlyPfaffandKSL,havebeenabletorely

onfinancialaidfrom theirmajorshareholder,allowingthem tocontinuouslyinvestin

new productdevelopmentandearningthem variousawardsforinnovationsasa

result.Forexample,DAwashonoredwithaTexprocessInnovationAwardin2013for

developinganew automaticsleevesettingsewingmachineandPFAFFIndustrial

receivedthesameawardforits“SmartSeamingSewingControl2.0”.Alsothatyear,

KSLdevelopedtheworld’sfirstroboticsewingunitsforaviationandwindenergy

applications.

Thankstoitsfirm graspofmarkettrendsandthestrategicdirectionsofthe

Chineseshareholder,DAhadaheadstartinadvancingitsproductportfolio.When

othercompanieswere competing overstand-alone machines,i.e.one machine

operated byone person,DA had alreadybegun developing specialautomated

machines pre-programmed with every single step in the production process,

improvingefficiencyandaccuracysignificantly.Inadditiontowholeproducts,DA
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also actively promoted the developmentofnew electronic controlunits and

pioneered machine-to-machine (M2M) systems,pioneering the application of

Industry4.0tokeepabreastofever-changingcustomerneeds.Withtheintegration

ofKSL,SGSBwillbeabletomakeprogressincutting-edgetechnologies,suchas

roboticcutting,composedconnection,andcarbonfibersewing.Thefutureproduct

portfolioatShangGongEuropewillnotonlyfocusonmechanicalengineeringbut

alsoincreasinglyonsoftwareengineeringwiththeadvancementofIndustry4.0

technology.Inshort,theinnovationeffortsatShangGongEuropewillfocusonthree

areas:machines,smartmanufacturing/automation,andvalue-addingservicesbased

onbigdata(seeFigure144).

Figure14:ShangGongEurope'sfutureproductrange
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Source:ShangGongEurope

MarketpenetrationinAsia

ThesecondpillarofthegrowthstrategyisexpansionintonewAsianmarkets.

EickhoffreflectedonDA’sglobalstrategyandthedevelopmentoftheglobalsewing

machinemarket:“Themarkettrendchanged10yearsagotoourdetriment.Itisnow

changingagain,andthistimetoouradvantage.”Hewasreferringtothefactthatdue

totheupgradeofmanufacturinginChinaandelsewhere,thereisanincreasedneed

forsewingmachineswithahigherdegreeofautomation,astrongsuitofDA.

Nevertheless,DAlearnedahardlessonthatitwillnotworktosimplycopyEuropean

technologyandmakestripped-downversionsofit.Thelastfewyearshavenotseen

amajorupliftinordersfrom ChinaortherestofAsia(seeFigure155).
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Figure15:DA'srevenueshareinChinaandAsia

Source:ShangGongEurope

TherearemanyreasonswhyaEuropeansewingmachinecompanywouldfailin

China.Tostartwith,customerneedsaredifferentintheEuropeanandChinese

markets,andEuropeanmanufacturersoftenunderestimatethemagnitudeofthese

differences.InDA’scase,itisusedtoEuropeancustomersthattypicallyproduce

high-valueitemsinhighvolume,andrelativelyspeaking,arelessconcernedwithlead

time.Incontrast,thelargeChinesemanufacturersusuallyarecontractorsmaking

clothingformultiplebrandsandneedtochangestylesetsfrequently,sometimesup

tothreetimesaday.Theyexpectasolutionfrom thesewingmachineproviderto

ensurequickturnaroundofapplicationengineering.Inaddition,theraw materials

required,suchastextilesandthreads,canvarywidelydependingonthespecific

region,thereforeflexibleconfigurationisquintessentialforthemachines.Inorderto

besuccessfulintheChinamarket,SGSB’sGermanbrandshavetobemoreagileand

moreresponsivetomarketrequirements.ThelocalizationofR&Dandapplication

engineeringwillbemandatory.Forthelastfewyears,Chinahasmainlyservedasa

procurement and production center for ShangGong Europe. Going forward,

cooperationonnew productdevelopmentwillhavetobestrengthenedinorderfor

thecompanytobecompetitiveinChina.Theeconomysegmentisstillthelargest

segmentinthecountrywithapproximately1.5millionunitssoldin2016,butitisa

highlycompetitivemarket.Juki,theleadingJapanesebrandusedtohave50percent

ofthemarketbackin2000.ItssharehashalvedsincethenandChineseplayersnow

dominate.SGSB’slocalbrandSGGemsyhasabouta10percentmarketshare,while

fourorfiveleadingChinesesewingmachinecompaniescontrolabouta60percent

marketsharecollectively.AstheGerman brandsareassociated with high-end,
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expensiveproducts,managementisconsideringexploringmarketopportunitiesin

themid-rangesegmentwith anew productlinewith fewerfeaturesand more

competitiveprices.Suchproductswillalsobemoresuitablefortheotheremerging

marketsinAsia.PlansincludeintroducingPfaffIndustrialTraditional,asub-brandof

Pfafftocatertothissegment.Thesub-brand’sproductswillbeproducedentirelyin

China.

There are otherpromising signs on the horizon.The newestsubsidiary

company,KSL,hasalreadysecuredsmall-scalebuthighlyprofitablebusinesswithits

firstcustomers forsewing robots in China through SGSB’s localnetworkthat

includesHongduAir,COMAC,Hafei,andBeijingAerospaceInstitute,justtonamea

few.

ShangGong Europe is charged with spearheading growth in international

markets.Thefocusintheyearstocomeisonexpandingitssalesandmarketing

reachinSoutheastAsia.NewsalessubsidiariesareplannedinIndiaandBangladesh

tobeinthevicinityoftherapidlygrowingopportunitiesintheregion,astheindustrial

sewingmachinemarketinChinaiscurrentlyinfluxwithproductionsitesbeing

relocated to lower-costcountries.In thesecountries,lower-end commodity-type

machinesprevail,exactlywhereChinawasacoupleofdecadesago.IfShangGong

Europesucceedsinscalingupbusinessoverthere,theSGSBgroupwillbeableto

betterutilizeitsproductioncapacityinChinawhilemaintainingahealthymargin.

However,challengeslieinfindingtherightchannelmix,andaboveall,therightbrand

mix.

Brandintegrationandcoordination
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Throughaseriesofacquisitions,SGSBhasbuiltuparichbrandportfolio(see

Figure16).Besidesthewell-knownnamesDürkoppAdler,PfaffIndustrial,andKSL,

SGSBownstwonicheGermanbrands.OneisBeisler,specializinginpremium sewing

automationsolutionsformen’strousers;theotherisMauser,atraditionalbrandfor

sewingmachineswithavarietyofapplications.OnitshometurfinChina,SBSGhas

SGGemsy,makingindustrialsewingmachinesandprovidingautomationsolutions

forawiderangeofapplications.AsSGSBandShangGongEuropeexpandfurther,the

brandportfolioisexpectedtogrowevenlarger.

Figure16:SGSB’smajorindustrialsewingmachinebrands

Source:SGSBGroup

Since the acquisition ofPfaffand KSL,integration has focused on the

housekeepingside,i.e.procurement,production,andproductdevelopment.Inorder

tounlockvariousbrands’potential,thetopicoffront-endsynergystillhastobe

properlyaddressed.Thismeansthebrandsneedtoactinconcertinsalesand

marketing,withclearlydefinedsegmentsandvaluepropositionsforeachbrand.

Internal discussions about synergies have been conducted between group

headquartersandallsubsidiarycompanies.High-levelbrandsegmentationhasbeen

documentedinthefive-yeargrowthstrategyplanputforwardin2016.Fundamentally,

theobjectiveistominimizeoverlapandassignthebrandstospecificcustomer
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segmentswheretheycansustainrelativecompetitiveedges.Inthemeantime,the

brandswillbegroupedintopremium andcommodityclusters,eachofwhichwill

havesharedsalesandmarketingfunctions.Inthenextfew years,itwillremaina

challenging taskforShangGong Europe and the SGSB Group to articulateand

operationalizethebrandstrategy,especiallywhenitcomestonewproductsand/or

regions.ShangGongEuropewillplayapivotalroleinintegratingthebrands.Itwillbe

morehands-onwiththesalesandmarketingfunctionsofallbrandsinadditionto

production and R&D.ShangGong Europe willalso coordinate the go-to-market

strategyfornewsalesregions.

WhenaskedabouthispersonalvisionforSGSB,ZhangsaidthatSGSBwould

concentrateonanumberofareasinparticular:

 Sewingtechnologyfornew materials,aboveallcarbonfiber:Thismaterial

hasbroadapplicationsduetoitsstrength,rigidity,andlightweight.

 Automatedjoiningorcuttingequipment:InZhang’sview,sewingisbasically

aboutjoiningtwomaterialstogether.Therefore,knitting,welding,gluing,and

fiberplacementareallcloselyrelatedtosewing,whilecuttingisanareatobe

explored,beingtheflipsideofjoining.Bothjoiningandcuttinghavegreat

potential,astheycanbeappliedtoabroadrangeofareasforthesametype

ofcustomers.

 New andemergingindustries,suchasaerospaceandthedefenseindustry:

In the nextdecade,the aircraftindustryis expected to boom in China,

stimulatingdemandfornewdownstream applications.

SGSBiskeentogainafootholdinnewbusinessareas.However,thisgoalhides

Zhang’sgreaterambition.“Thesizeoftheglobalindustrialsewingmachinemarketis
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limited.ThereisaceilingforgrowthinsightforSGSB.Weneedtolookfurtherafield

andfindanew businessareathatcantakeSGSBtothenextlevel.”Thisattitude

giveshintswhySGSBhascomesofarinonlytwelveyears,from atimewhenthe

companyfacedbankruptcyandriskedbeingtornapart.

Closingremarks

ThankstoDA’sstellarperformance,SGSBandZhanghavebeeninthespotlight

forawhile.SGSBisatrailblazerandarolemodelintherecenthistoryofChinese

M&AinGermany.WhatmakesSGSBstandoutisitscommitmenttoitsGerman

subsidiarycompanies.Ithasbeenproventimeandagainoverthelasttwelveyears

thatthecombinationofaGermancompanywithaChineseinvestorworks.

“Aserialinvestororindustrialentrepreneur?”

Zhanghasfrequentlybeenchampionedbythemediaasasuccessfulserial

investor.Hehimselfpreferredtoidentifywithanindustrialentrepreneurwithgreat

vision.Investorsinjectcapital,entrepreneursinstillacommonvision.Ihadthe

opportunitytoaskhim personallyinameetinginShanghaiinSeptember2017whatI

feelisthemostpertinentquestion:HowwasDAabletomakesuchaturnaroundwith

aChineseownerwhentheGermanownerfailed?

“Aclearstrategybasedonastutelyjudgingmarkettrendsandbuildingmutual

trustwiththemanagement”

AccordingtoZhang,DAwasahiddengem.Itstechnologywasworld-class,as

ShangGong was lagging atleastthirty years behind.DA was very much a

technologicallydrivencompany,likemanyGermancompaniesstillare.However,it
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oversleptas the globaltextile industrydrifted to the East.SGSB valued DA’s

technologyanddevelopeditfurther,whilealsotransformingDAintoamoremarket-

drivencompanyandimplementingefficiency-enhancingmeasures.Shareholdervalue

increasedmainlyduetotheintegrationbeingsocarefullymanaged.

“EvenMr.Zhang’sverbalpromisesarealwayskept.”

–DietrichEickhoff,managingdirectorofShangGongEurope(personalinterview

byauthorinFrankfurtonMay2017)

Actions speak louderthan words.In the beginning,the employees were

skepticalabouttheChinese.However,overtime,theChineseownerwonnotonly

theirtrustbutalsotheirrespect,particularlyafterthe2008–2009financialcrisis.DA

used to be a tiny piece ofthe FAG/Schaefflerindustrialconglomerate with

shareholdersthatdidnotcareaboutitsfuture.Itisacompletelydifferentstorywith

SGSB.DAishighlyvaluedandplaysavitalroleinleadingthegrowthoftheSGSB

Groupasawhole.

Being a traditionalstate-owned enterprise,SGSB has emerged as an

internationalizedgroupwith15outofits30subsidiarieslocatedabroad.Halfofthe

4600-strongworkforcearenon-Chinese.ShangGongEuropegeneratesabout70

percentofSGSB’ssewingmachinebusinesstodayandgrowing.Soonitshouldbe

probablyberenamed“ShangGongOverseas”,asitsoperationsextendtomarkets

beyondEurope.

AttheTexprocess2017inFrankfurt,DAagainwontheprestigiousInnovation

AwardwithitsnewlydevelopedQondac4.0networksolution,whichenablesreal-time

productionoptimization,supportsindividualization,andreducescostbyremotely
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maintainingnetworksofupto1,500sewingmachines.

2017heraldedthenextstageofdevelopmentforSGSB.Atthetimeofwriting,

theSGSBGrouphascompletedaninitialprogram ofcorporaterestructuringaspart

ofareform pilotprojectinitiatedbygovernmentalauthorities.Attheendofthe

restructuringperiod,theagencydilemmawillbelargelydissolvedandtheleadership

willhavegreaterresponsibilityandwillbemoreabletofuelfuturegrowth.Twelve

yearsago,SGSBheadedfortheWest.NowitisturningbacktowardtheEastforits

nexttwelve-yearcycleofOdyssey.
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3.3.2 Case2–JoysonElectronics/Preh–Bepartofsomethingbig

Executivesummary

LikemanyprivatelyownedcompaniesintheYangtzeRiverDelta,JoysonElectronics

camefrom humblebeginningsjustlittleoveradecadeago.Itbegan itsadventure

overseasin2011byacquiringtheGermanfirm PrehGmbH,aboldmovewhichwas

describedas“snakeswallowingelephant”.Inthefollowingyears,theadditionsofQUIN

GmbH,IMA automation,TechniSatDigitalGmbH’sautomotivedivisionandKeySafety

SystemsInc.(aU.S.-basedfirm),enrichedJoysonElectronics’upstream anddownstream

industrialchainsandexpandeditsbusinessboundaries.Backin2006,twoyearsafterits

inception,JoysonElectronicsonlygenerated20millionyuaninrevenue.Thenexttenyears

sawexplosivegrowth,asitsrevenuein2016hadrisento18.6billionyuan(or23.9billion

yuanifthefull-yearrevenuesofKSS andTechniSatwereconsolidated),almostone

thousandtimeshigher.Somemayattributeallthistogoodfortune.Whileluckplayedits

part,whatweretheotherfactorsthatlaybehindthissuccessstory?Howdidcross-border

M&AhelpregenerateJoysonElectronics?

InthewakeoftheReform andOpening-upPolicyofthe1980s,largenumbersof

family-ownedcompaniescameintoexistence,remarkablyconcentratedintheprovinces

suchasZhejiangandJiangsuonChina’seastcoast.Afterthefirstfew yearsofrapid

development,theeconomicdownturnhittheseprivately-ownedenterprisesespeciallyhard.

WangJianfeng,whoalsogoesbyJeffWang,camefrom suchafamilythathadfoundeda

companybeforethedownturn.Whenhetookoverhisfamily’sbusiness,NingboYongxing

VehicleAccessories,in1993,itwasundergoinggravefinancialdifficulties.Togetoutof

theadversesituation,Wangexpandedthebusinesstointerioraccessoriesfrom itsorigins

producingfastenersforcars.In1999,thecompanyturnedaroundandgeneratedrevenue
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ofseveralmillionyuan.Inthesameyear,theUSautomotivesupplierpowerhouseTRW

Automotivebegangearingupitsfastenerbusinessafterfiveyearsofexplorationonits

ownintheChinesemarketandwaslookingforanappropriateChinesepartnertosetupa

jointventurewith.Wangsoldthemajorityofsharesinhisfirm toTRW Automotive,which

thenformedTRW NingboComponents& FasteningSystemsCo.,Ltd.Wangbecame

generalmanageratthenewcompanyandlaterassumedtheroleofgeneralmanagerof

strategydevelopmentatTRW China.

AfterfiveyearsatTRW China,Wangdecidedtomoveonandstartoverwithhisown

venturein2004.AccordingtothevicepresidentofJoysonHolding,GuoZhiming,itwas

theexperienceatTRW thathelpedWangcometorealizethepotentialoftheautomotive

electronicssegment.Hewasayoungmaninhistwenties,whenhesoldmostofthe

sharesinhisfamilybusinessandjoinedaprestigiousautomotivesupplierasthegeneral

managerofitsChinabusiness.Itwasquiteanexperience.Notonlydidthisdeepenhis

understandingoftheglobalautomarket,theknowledgeheacquiredlateralsoassistedhis

companyinitsoverseasexpansion,becauseJeffhadlivedtheequitychangeofhisfamily

businesshimselfandunderstoodhow tocarryoutvalue-addingintegrationandhow to

motivatethemanagementoftheacquiredcompanyandmaximizethesynergy.

From theverybeginning,thefirm madeunderstandingcustomerdemandsatop

priority and then incorporated these insights into its R&D,design processes,and

production.“Otherfirmsstartedoutbycopyingexistingproducts,webeganwithR&D,”

saidthecompany’sco-founder,PresidentandViceCEO FanJinhong,ininterview on

March8,2017.SuchstrategysloweddownJoysonElectronics’revenuegrowthinitially,

whichamountedto20millionyuanafterthefirsttwoyears.However,theR&D-based

strategypaidoffinthelongrunandlaidasolidfoundationforitsfutureendeavors.
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JoysonElectronicsfirstcaughtpublicattentionin2010whenitconductedaseriesof

overseasM&Aandbecameactiveinthecapitalmarket:

 A-Sharelisting:In2010,JoysonElectronicswaslistedonthestockexchangethrough

areversemergerofLiaoyuanDehengCo.,Ltd.Oneyearlater,JoysonElectronics

startedrestructuringandinjectednewassetsintothepubliccompanyuponapproval

from theChinaSecuritiesRegulatoryCommission.ThecompanybecameanA-share

listedcompanyontheShanghaiStockExchange,whichisgreatachievementfora

privateenterprise

 FirstM&Aabroad:In2011,JoysonElectronicsacquired74.9percentofsharesinPreh

GmbH,aGermanautomotiveelectronicssupplierwithalonghistory.InDecember

2012,JoysonElectronicsacquiredtherestofthesharesandbecamethesoleowner

ofthecompany.IttheninjectedtheassetsofPrehGmbHintothelistedcompany

and became the firstautomotive electronics companyon the Shanghaistock

exchangewithaninternationalbrand

 SerialoverseasM&A:In2013,JoysonElectronicsacquiredIMAAutomationthrough

PrehGmbH,followedbytheacquisitionofQUIN,amanufacturerofhigh-endinterior

accessoriesandsteeringwheels,in2014.In2016,JoysonElectronicsbecamethe

100-percentshareholderofEVANAAutomationthroughPrehIMA(PIA).Inthesame

year,ittookoverKSS,aleadingmanufacturerofautosafetysystemsbasedintheUS,

andTechniSatAutomotivefrom Germany,formorethan1.1billiondollars

Throughtheactionsabove,JoysonElectronics,previouslyasmallcompanywithan

annualrevenueof20millionyuan,roserapidlytobecomearolemodelfortheauto

electronicsandsmartmanufacturingindustryinChina,generatingsalesrevenueofnearly

20billionyuanin2016.SeethemilestonesofJoysonElectronicsasfollows
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Figure17:MilestonesofJoysonElectronics’development(2004–2016)

Source:JoysonElectronics

ThearrayofoverseasM&AboostedJoysonElectronics’revenuealmostathousand

timesin10years(seeFigure18).FollowingthesuccessfulintegrationofPrehGmbH,

JoysonElectronicscontinueditsexpansionfortheyearstocome,acquiringtheGerman

firmsIMAAutomation,QUIN,andTechniSatAutomotive,andtheUSfirmsKSSandEVANA.

SuccessiveM&A havebeentheprimarydriverthroughwhichJoysonElectronicshas

internationalizeditself,restructured,andupgradeditstechnology.
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Figure18:RevenueofJoysonElectronics(2006–2016)

Source:JoysonElectronics

Moreimportantly,with thehelp oftheacquired companies,Joyson Electronics

expandeditsbusinessportfolioworldwideandenricheditsupstream anddownstream

industrialchains,bringingforwardallbusinesslinesatthesametime(seeFigure19).
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Figure19:JoysonElectronics’businessunits(2016)

Source:JoysonElectronics

Startingoutasachallenger,JoysonElectronicsembarkedonthejourneytobecome

aheavy-weightautomotivesupplierwithforecastsalesofmorethan30billionyuanfor

2017.JoysonElectronicsisaclassicexampleofacompanythathasexpandedthrougha

combinationoforganicgrowthandM&A.ThedealbetweenJoysonElectronicsandPreh

wasthecatalystfortheacceleratedgrowth.AcquiringPrehwasnotonlyasignificant

transactioninitsownright,itwasalsothefirstimportantstepinJoysonElectronics’

globalblueprint.

Withrevenueofjustonebillionyuanin2010,JoysonElectronicsspentahefty1.6

billionyuanontheacquisitionofPreh,afirm withannualrevenueofjustshyof400million

eurosatthetime.Fouryearslater,Prehdoubledtherevenueto800millioneuros,realizing

acompoundannualgrowthrateofmorethan20percent.Whatmadethisacquisitionso

successfulandhowwasthesynergyeffecttappedtothefull?

Background

Initsearlydays,JoysonElectronicsproducedfunctionalpartsandperipheral

products forautomotive OEM’s.Earlyon,the managementteam declared the

ambition to become a first-tiersupplier.In 2006,Joyson Electronics setup a

productionsiteinChangchuntoprovideFirstAutomotiveWorkswithautoparts.

Later,itmanagedtosupplyengineintakemanifolds,washers,airconditioningvents

etc.toleadingcarmakerssuchasGM andFord.

In2004,whenJoysonHoldingwasfounded,therewereonly2.4millionvehicles

soldyearlyinChina.Butsincethen,demandhadgrownrapidlyandtheChinese

vehiclemarkethadbeguntoovertakethedevelopedeconomies,asthepurchasing
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powerofaveragehouseholdsrosesteadily.Today’sglobalautomotiveindustryis

distinctlydifferentfrom how itwasbeforethe2008financialcrisis.WhentheBig

ThreeUS manufacturers(GM,Ford,andChrysler)wentthroughbankruptcyand

subsequentrestructuring,thegravityoftheworldautomotiveindustrydriftedtoward

China.In2009,Chinabecamenumberoneworldwideintermsofvehiclesalesand

haskepttheleadingpositioneversince(seeFigure20).

Figure20:ProductionandsalesofmotorvehiclesinChina(2007–2015)

Source:ChinaAssociationofAutomobileManufacturers

Onaverage,apassengercarconsistsofaround30thousandparts.Carmakers

relyheavilyonavarietyofsupplierstodeliverthemajorityofthepartsrequiredto

buildacar.ThedramaticincreaseinvehiclesalesoverthelastdecadeinChinahas

givenrisetonumerousdomesticautomotivesuppliers.Nevertheless,theyareusually

veryweakincoretechnologiesandinnovationcompetence,comparedtotheworld’s

leadingcompanies.
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In2011,vehiclesalesinChinasloweddownsignificantly,triggeringalotof

pressureonthecarmakersaswellasthesuppliers.Therearetworeasonsforthe

fallindemand.Ontheonehand,theauthoritieswithdrewconsumerincentivestobuy

new carsandintroducedrestrictionsonnew carpurchasesinresponsetorising

concernsabouttrafficcongestionandairpollutioninmajorcities.Ontheotherhand,

theautomotivemarketenteredaphaseofconsolidationafteradecadeoffast

growth,whichpeakedin2009and2010,asasignificantproportionofpent-up

demandhadbeenfulfilled.

AlthoughJoysonElectronicswasabletosustainstablegrowthunderthese

circumstances,ithadlittlepricingpowerforlackoftechnologicalcompetence.The

conundrum ofdemandingcustomersandaggressivecompetitorscutdeeperinto

profityearoveryear.“Profitmarginwasasthinasablade.”saidJeffWangin

personalinterviewbyauthoronMay24,2017.

In response to customers’growing awareness aboutsafety,comfort,and

environmentalprotection,moreandmorecarmakershavechosentoequiptheir

medium tolower-classmodelswithadvancedelectroniccomponents,whichusedto

beexclusiveforthepremium models.Consequently,thedemandforelectronicparts

skyrocketed.Afterconsiderableresearchofmarketandindustrytrends,Joyson

Electronics’managementteam wasconvincedthatautomotiveelectronicsshouldbe

thegrowthengineforthecompanyinthefuture.Itwasduringthesearchfora

partnerforthenewventurethatPrehcameontoJoysonElectronics’radar.

JakobPrehfoundedPrehGmbH inBadNeustadtanderSaale,Germany,on

March11,1919tomanufactureelectroniccomponents.Withtheadventofwireless

radiotechnology,JakobPrehinventedthefamousPrehFunkradio,firstofitskindin
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Germany.From 1945to1988,Prehpioneeredwirelessradiosandtelevisionparts

andbecamemarketleaderandstandardsetteratthattime.By1969,annualsales

hadhitarecord92millionGermanmarks(or47millioneurosintoday’scurrency).In

1988,thecompanybranchedoutintoautomotiveelectronicswitharangeofnew

products,includingair-conditioningcontrolsystemsandpotentiometricsensorsfor

throttlevalvepositioncontrol.

In1993,RheinmetallBerlinAGacquiredPrehGmbH,whichachievedrevenueof

220millioneurosandemployed1,970peopleworldwidebytheyear2000.The

business now turned its focus to smartmechatronic solutions.Following the

takeoverbytheprivateequityfirm DBAGin2003,Prehstartedthecourseofrapid

expansionintheUnitedStates.Thefollowingyearssawdouble-digitgrowth,asPreh

builtproductionsitesinMexicoandRomania,amongotherplacesintheworld.

In2010,Prehrankedseventhworldwideforautomotiveelectronicspatents.

WithIts98patents,itoutstrippedsomeofthebigautomotivesuppliers,suchas

DelphiandContinental.Prehalsoaddedbatterymanagementsystemsanddriver

controlsystemstoitsportfolio,whichitsuppliedtopremium carmakers,including

BMW,Daimler,andRolls-Royce.Despiteitsleadingpositioninautomotiveelectronics,

PrehhadanegligibleoperationinChina,thelargestmotorvehiclemarketworldwide.

Ithadonlysuppliedair-conditioningunitstoShanghaiVolkswagenatlowvolumeand

itspresenceinChinawasconstrainedtoaone-manofficeinShanghai.

Sincethebeginningof2006,thetwojointventuresofVolkswagenGroupin

China,FAW-VW and ShanghaiVW,had gradually adjusted theirprocurement

strategiestoincreasetheshareoflocalsourcinginChina.Realizingitcouldbean

excellentopportunityto expand business with Volkswagen,Joyson Electronics
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reachedouttoPrehin2007todiscussthepossibilityofsettingupajointventureto

produceelectronicpartsforVolkswagenlocallyinChina.Severalseniormanagersof

JoysonElectronicsflew toGermanytopersuadePrehtoform apartnership.The

missionfailed,asthedecisionmakersatPrehwerenotinterested.However,there

wasasilverlining.From that,themanagementatJoysonElectronicsandPrehGmbH

keptdialogues and visited each otheron a regularbasis,enhancing mutual

understandingandtrust.

Theglobalfinancialcrisisin2008handedJoysonElectronicsasecondchance,

asDBAGlookedtoexitPrehGmbH.TheEuropeanautomotiveindustrywasseverely

batteredbythefinancialcrisis,whereasChina’sautomotiveindustrystayedresilient.

ChineseinvestorssooncametotheattentionofDBAG.IntendingtomaintainPreh’s

existenceasagoingconcern,DBAG definedasetofclearrequirementsforany

potentialbidder,namely,itshouldbeafinanciallysoundfamily-runbusinessthat

couldpotentiallybefloatedonthestockmarket.Beingminorityshareholdersinthe

company,Preh’sexistingmanagementalsohadconsiderableinfluenceonpicking

thenewowner.

JoysonElectronicsinvitedPreh’smanagementteam tovisitChina.Whenthey

arrived,theyweresurprisedtobetakentoapieceofundevelopedlandwhereWang

Jianfengannouncedtheconstructionofanindustrialparkonthespotandtoldthem

abouthisgrandiosebusinessplan.TheGermansreactedreticent.“Theymusthave

seenmanypretentiousChinesebusinessmen.I’m suretheymusthavewonderedifI

wastryingtotrickthem,”shruggedWangwithasmileininterviewwithauthoronMay

24,2017.

In 2009,thePreh managementteam learned thatJoyson Electronicshad
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acquired the automotive supplierShanghaiHuade,stepping up its game and

emergingasaseriousplayerinthefield.TheGermanmanagersdecidedtheyhadto

seethiswiththeirowneyesinChina.Seeingthatthegreen-fieldindustrialparkwas

upandrunningandthebusinessesofHuadeandJoysonElectronicswerenow

unified,theywereimpressedbytheJoysonElectronics’dedicationtotheautomotive

businessandthespeedatwhichithadfollowedthroughwithitsplans.Thistime,

JoysonElectronicswonthetrustofthePrehmanagers.

AsaresultofwhattheyhadwitnessedinChina,Preh’smanagementandthe

shareholdersacceptedtheolivebranchandenteredintonegotiationaboutatakeover.

AlthoughJoysonElectronicshadexperienceworkingwithforeigncompanies,none

ofitsmanagershadrelevantexperienceofoverseasM&Aandthiswasafirstfor

everyoneontheChineseside.TheywerenotfamiliarwiththeM&A transaction

procedureandthenegotiationoverran.Beingdeterminednottomissoutonvaluable

buttransientmarketopportunitiesinChina,JoysonElectronicspartneredwithPreh

GmbHtofoundajointventurein2010andstartedtestingthewatersasateam.

“The firstmonths ofthe jointventure wentbysurprisinglywell,instilling

confidence in both parties to deepen the cooperation.”recalled Guo,when I

interviewedhim inNingboonJune6,2017.Atthattime,JoysonElectronicswas

goingthroughalengthyapprovalprocessforpublicofferingonthestockexchange.

InordertoconcludetheacquisitionofPreh,theJoysonmanagementteam decided

thatJoysonHoldingwouldacquirePrehtobeginwith,andtheninjectPreh’sassets

intotheto-belistedcompany(JoysonElectronics)byissuingnewstock.OnApril8,

2011,theshareholdersofJoysonHoldingandPrehGmbHsignedtheagreementand

onJune27,2011,thetransactionwascompletedforapriceof1.6billionyuan.Allof

PrehGmbH’stechnologypatentswereincludedinthisdeal.



106

Although M&A by Chinese firms were nothing unusualby now,Joyson

Electronicswasthefirsttoinjectforeignassetstoalistedcompanythroughthe

issuanceofnew stock.Inmid-2011,JoysonHoldingacquiredapproximately74.9

percentofsharesinPrehHolding,whichheld94.1%percentofsharesinPrehGmbH.

In2012,JoysonElectronicsissuednew stocktothemajorityshareholderJoyson

HoldingsandthenitboughtouttheminorityshareholdersinPrehHolding,which

owned25.1percentoftheequity.Inthemeantime,JoysonElectronicsalsoacquired

5.1percentofsharesinPrehGmbHfrom theotherremainingshareholders.Atthe

endofthetransactions,PrehwentpublicinChinaindirectlyineffect.

Figure21:TwophasesofthePrehGmbHtransaction

Source:JoysonElectronics

Motivationandstrategy



107

“In2010,grouprevenuefrom automotivepartssurpassed1.3billionyuan.By

2011,thisfigurehadrisentotwobillionyuan.”saidJoysonHolding’svicepresident,

Guo,whenIinterviewedhim onJune6,2017.AlthoughJoysonElectronicswasa

leadingsupplierofautomotivepartsandhadinvestedtensofmillionsinR&D,a

relativelylargetechnologicalgappersistedbetweenitandtheleadingglobalplayers.

M&Aappearedtobeanappealingthoughttonarrowthegapinashorttimeframe.

Anacquisitionpriceof1.6billionyuanwasnothinglessthanexorbitantfor

JoysonElectronicsbackthen.Withrevenueof1.3billionyuan(approx.144million

eurosin2010),JoysonElectronicscouldbarelyaffordtobuytheGermanfirm,which

madeanannualrevenueof350millioneuroatthattime.SowhydaredJoysonmake

suchbigcommitmenttoacquirePrehafterall?

 Hungerforbetterprofitability.Profitmarginfrom functionalpartswassolow

thatJoysonElectronicshadnochoicebuttoexplorealternativeopportunities.

“Actually,there were so many private companies manufacturing plastic

functionalpartsinChina.Ifwehadstuckwiththisbusiness,wewouldhave

gottenlostinthecompetitionandwouldnothavemadeanyprofit.Fortune

Global500companieslikeSiemensandVisteondominatedthehigh-end,high-

profitbusiness,whichwasextremelydifficulttobreakinto,duetotheiron-clad

specificationsoftheOEM’s.Wewereunabletolandanyordersthere,soitwas

imperativeforustomakeabreakthroughintechnology.Thefastestwayto

achievesowastobuyforeigncompanieswiththeadvancedtechnologywe

need.”saidWanginpersonalinterviewwithauthoronMay24,2017.

 Movingupthevaluechain.Theautomotiveelectronicsmarketisreckonedat

manyhundredsofbillionsofyuan.ItwasexpectedthatPrehwouldnotonly



108

complementJoysonHolding’sautomotivepartsportfolio,butwouldalsohelp

thecompanymigrateupthevaluechainandexpandoverseas.Althoughthe

Chinesemarketformotorvehiclesandautomotivepartsisenormous,local

companies are weak in technology, particularly electronics, and core

technologiesremainprivytotheforeigncompanies.“Withouttheacquisition,

wewouldhaveneededasignificantamountoftimetogettowherewearenow

andhadweattemptedtodoeverythingundermyownsteam,wewouldnotbe

inthesameleagueastheworld’sleadingcompaniesnow,”saidYeShuping,

vicepresidentofJoysonHolding,wheninterviewedbyauthoronJune6,2017.

 Resourcecomplementarity.BeinginbusinessinChinaformanyyears,Joyson

Electronicshadanastutesenseofwherethemarketwouldbeheadedforinthe

future,whilePrehhadexactlythetypeoftheadvancedtechnologyJoyson

Electronicsneeded.Moreover,Preh’sactivitiesinnewmarkets,includingChina,

wereatanearlystage,asitsfocushadbeenprimarilyonEuropeandNorth

America.

 Accesstokeycustomers.ItwasnotpossibleforJoysonElectronicstogain

accesstointernationalaccountsonitsown.ButPrehhadalreadyestablished

itselfasakeysuppliertoleadingautomotivemakerssuchasBMW forits

signatureiDrivesystem.Consideringthattheinternationalcarmakershadbeen

increasinglyembracingamoreflexibleprocurementstrategyemphasizinglocal

supplierpartnershipsinChina,thecombinationofJoysonElectronicsandPreh

heldbrightfuture.

 Highintrinsicvalue.Prehisatreasureintheautomotiveelectronicssector.It

succeededindefendingitsstandingthroughouttheEuropeandebtcrisisand
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thesubsequentglobaleconomicdownturn.From 2005to2010,itachieveda

compoundedannualgrowthrateof9.8percent,whichclimbedagainafterthe

acquisitionbyJoysonElectronics,reaching17.4percent.

 Common understanding.Interculturalunderstanding wasveryimportantto

bothmanagementteams.ThroughitsinteractionswithPreh’smanagement

team overyears,JoysonElectronicshadbuiltagoodrelationshipwiththe

Germancompanyaswellasitsthenmajorshareholder,DBAG.

Regardingitsstrategypriortotheacquisition,JoysonElectronics’management

team explainsthatthebasicaim wasforPreh to achievedouble-digitgrowth

worldwide,whiletheChinesebusinesswouldachieverevenueofabillionyuanwithin

fiveyears(i.e.by2016).TheGermanmanagementteam hadthoughtitwasnot

realisticatall,whiletherealityprovedotherwise.

Theteam thatexecutedtheacquisitionofPrehconsistedofthreepersons,i.e.

WangJianfeng(Jeff),GuoZhiming,andCaiZhengxin.“Wewerecrossingtheriverby

feelingthestones,”recalledGuoandCai,inpersonalinterviewsconductedbyauthor

respectivelyinNingboonJune6,2017andBadNeustadtanderSaaleonMay2,

2017.A growthstrategysurfacedduringdiscussionswiththePrehmanagement

team.ThesupportofPreh’smanagerswaskeyforthesuccessoftheacquisition

andthesubsequentdevelopmentofthebusiness.

MichaelRoesnickwaspresidentandCEO ofPrehGmbH from 1999untilhe

retiredin2016.HewasatthecompanywhenitwasabsorbedbyDBAGandthenby

JoysonElectronics.WheninterviewedbytheChinesemediafollowingthetransaction,

he emphasized the importance of selecting Joyson Electronics as Preh’s

partner/owner.“The managementofPreh GmbH were verysupportive ofthis
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transaction.Wesawsignificantopportunitiesforournewteam,particularlyinregard

totherapiddevelopmentofourbusinessinChina.WithJoysonElectronics’help,we

wereabletogetafootholdintheChinesemarketmoreeasily.Preh’sfinancial

strength was also fortified. These advantages will help accelerate Preh’s

development.Culturaldifferenceswithstanding,wewereopenandeagertolearn

from eachother.Butthetruthisweweren’tstartingfrom scratch,aswehadknown

eachotherforthreeyearsalready.”

AccordingtoRolfScheffels,thenchairmanofthesupervisoryboardofPrehand

aboardmemberofDBAG,theinvitationextendedbyJoysonElectronicsduringthe

negotiationthatthebothsidesshoulddeveloptheChinesemarkettogetherfitted

Preh’sbusinessplanningperfectlyandwasidealfortakingthemanufacturertothe

nextstageofitsdevelopmenttohaveasignificantpresenceinallmajormarketsi.e.

Asian,Europe,andUS.ThankstothearrangementwithJoysonElectronics,Preh

couldlargelyretainitsorganizationalstructureandwasthereforeabletobenefit

from thesynergyeffectalmostimmediatelyafterthetransaction.

Integrationandtransformation

Asonecanimagine,employeesatacquiredcompanieswouldworryaboutthe

consequencesofthetakeover.Customerswouldbeconcernedlikewise,whenthe

acquiredfirmsinquestiondelivercriticaltechnologytothem,asinthecaseofPreh.

Forexample,itshigh-profilecustomersincludingBMW andAudiwereanxiousabout

the possibility thatthe new shareholderwould leak theirtechnology to the

competitors.Confrontedwithchallengesfrom avarietyoffrontiersincludinglegal

regulations,managementissues,andculturaldifferencesetc.,JoysonElectronics

managedtofinditsownsolutions,astherewasnoreadyplaybooktofollow.
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From “PrehisstillPreh”to“PrehisamemberoftheJoysonElectronicsfamily”

In2005,BeijingNo.1MachineToolPlantacquiredtheGermanfirm Coburg,a

globalleaderinheavymachinetools.ToaddresstheGermanemployees’concerns

aboutlosingtheirjobs,BeijingNo.1adoptedanapproachtobefollowedbymany

otherChineseacquirersintheyearstocome.Anythingbutdictatingthewayforward,

Beijing No.1 decided notto participate in the operations directly,butletthe

incumbentmanagementteam continuetorunthebusiness.“BeijingNo.1wasarole

modelforusatthattime”,saidGuoZhimingininterviewwithauthoronJune6,2017,

“Backthen,bothsidesagreedthatourroleswouldremainthesame.Wedecidedthat

PrehwouldstillbePrehandtheexistingmanagementteam,whichboastedmore

thanadecadeofexperienceonaverage,shouldstayinoffice.Theseniormanagers

didagoodjobbridgingtheemployeestheandnewshareholderandhelpingbuilding

trustthroughouttheentireorganization.Itwasalsoimportantforstaffthattherewas

asmoothtransitionperiodfollowingtheacquisition,astheyweren’tsurewhatwould

happenoncetheyweretakenoverbyaChineseinvestor.”

JoysonElectronicsdecidedtocontinueonthecoursesetbytheoriginalowner,

DBAG,andwaitedtorestructurethemanagementteam tillthenextyear.Following

theadjustment,thenew five-personmanagementteam consistedoftheoldPreh

GmbHteam memberswiththeadditionofCaiZhengxin,theonlyrepresentativeof

JoysonElectronicsontheteam.BasedintheheadquartersofPrehinBadNeustadt

anderSaale,CaiwastofacilitatecommunicationbetweenJoysonElectronicsand

Preh,andmoreimportantlyhelpdevelopthebusinessinChina.Helatertookonthe

roleofchiefsupplychainofficer,responsibleforprocurement,supplychain,and

commercialvehicles.In 2012,Jochen Ehreberg was also promoted to the

managementteam.
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Astypicalofmedium-sizedGermancompanies,PrehGmbH doesnothavea

boardofdirectorsandonlyhasasupervisoryboardcomposedofsixpeople.As

stipulatedbylaw,thereweretwo employees’representativesontheboard,whilethe

otherfourpeoplememberswereChairmanoftheBoardWangJianfengandGuo

Zhiming,bothfrom JoysonElectronics;WillibertSchleuter,anexpertinautomotive

parts;andRolfScheffels,memberoftheboardofPreh’sformermajorshareholder

DBAG.

Attheendof2015,Preh’sCEO,MichaelRoesnickretiredafter16yearsof

serviceforthecompany.ChristophHummel,previouslyresponsibleforsalesand

marketing,steppedupasCEO,whileRoesnicktookaseatonthesupervisoryboard

aschairmanoftheboard.Ernst-Rudolf,responsibleforfinance,retiredinMay2016.

HewasreplacedbyRuiMarquesDias.CaiZhengxincontinuedtoserveonthe

managementteam,while Stavros Mitrakis joined the board from Panasonic

Automotive&IndustrialSystemsEuropeandhasbeenresponsibleforPreh’sCar

Connectbusinessunitsince2017(builtaroundTechniSatAutomotive,whichwas

acquiredin2016).PrehGmbHhasnowcompleteditsfirstmanagerialrestructuring

sincetheacquisition.

Being a leader in several niche markets, the German manufacturer

demonstratesoneofthemostdistinctcharacteristicsofhiddenchampions,namely

thecontinuityoftheirmanagementteams.Thechairmanoftheoriginalmanagement

boardwasinofficefor16years,andtheCFOwasinhisrolefor20years.Theloyalty

tothecompanywasnotonlylimitedtotheboardroom.“Manyofouremployeesare

thesecondoreventhethirdgenerationintheirfamiliestoworkatourcompany.At

ourannualparties,IgottomeetemployeesthathasbeenworkingatPrehGmbHfor

25,40,oreven50years,”saidGuo,amazedbythephenomenonthatwasararityin
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China.

Ascooperation deepens,theboundariesbetween Preh GmbH and Joyson

Electronicsbecomeblurred.AlthoughPrehcontinuestobeaseparateentity,the

wholecompany,particularlythemanagementteam,havebeguntoseethemselves

aspartoftheJoysonElectronicsfamily.

Employeeevaluationandincentives

AsinvirtuallyallM&A,trustisakeyfactortotapthepotentialandmaximizethe

synergy.Beforetheacquisition,JoysonHoldingandPrehestablishedafoundationof

mutualtrustduringtheirmeetingsinChinaandGermany,andafterthetakeover,

mutualtrustbecameacentralpillarofsuccessfulcooperation,asJoysonElectronics

entrustedPreh’sincumbentmanagementteam withrunninganddevelopingthe

business.

WhilegrantingPrehquasifullautonomyinitsoperations,JoysonElectronics

tookgreatcareinmotivatingandempoweringthemanagementteam.VicePresident

Guo,whohadbeensafeguardingtheacquisitionandwasnow inchargeofHuman

Resourcesforthegroup,spentseveralmonthsdiscussingdevelopmentplansand

keyperformanceindicators(KPI)withtheGermanteam.Inaddition,adedicated

team atJoysonElectronicswenttogreatlengthstoidentifybestpracticesthrough

differentavenuesonhowtosetmeaningfulKPIforthemanagementoftheacquired

firm.

Inlinewiththe2011transactionplan,JoysonElectronicsissuedstocktobuy

the74.9percentofsharesinPrehHolding(whichheld94.9percentofPrehGmbH

shares)from JoysonHoldingandtheremaining5.1percentsharesheldbyminority

shareholders in Preh GmbH.Joyson Electronics paid the otherseven Preh
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shareholdersincashfortheremaining25.1percentofsharesinPrehHolding(see

Figure21).Consequently,JoysonElectronicshadcompletelyabsorbedPrehGmbH

andtheincumbentmanagementteam nolongerownedanyequityinthecompany.

ManyanalystsfollowingJoysonElectronicsred-flaggeditasamajorriskforthe

ChineseautomotivesupplierandquestionedhowJoysonElectronicswouldbeable

toretainthekeypersonsnow thattheywerenolongerinvestedinthecompany.

TherewasalsoconcernthatwhilePrehmightcontributetogrouprevenueforayear

ortwo,itstoodtheriskofbecomingashellcompany,ifthemanagementteam were

gone.Toaddresstheconcernsoftheinvestors,JoysonElectronicsannouncedaso-

called ManagementParticipationProgram,according to whichthemanagement

wouldberewardedwithsharesinJune2013.Morespecifically:

 JoysonElectronicsagreedtosell1.938percentofsharesinPrehworth4.68

millioneurosintotaltothefiveboardmembers(MichaelRoesnick,Ernst-Rudolf

Bauer,ChristophHummel,CaiZhengxin,andJochenEhrenberg)andtoNES

MPPGmbH &Co.KG,acompanyownedby24Prehmiddle-levelmanagers,

withtermsoflimitationfixingthesellerandthebuyerinthetransaction.

 Thesharesofthefiveboardmembersaccountfor66percentoftheshares

sold;NESMPPownstheremaining34percent.

 JoysonElectronicswouldbuybackthesharesatapremium iftheperformance

ofthecompanyandthemanagementteam meetspre-definedtargets.

“Inordertoincentivizethemanagementteam,wesoldthem somesharesin

Preh.Ifperformanceisgoodinfiveyears’time,wewillbuythesharesback.We

believewearethefirstChinesecompanytodoso.Theincentivesweresupposedto

rewardandenhanceoverallcompetenceinsales,R&Detc.,andnotlimitthefocusto
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purefinancialtargetssuchasrevenueandprofit,”commentedWangonthenew

rewardmechanism,whenIinterviewedhim intheheadquartersinNingboonMay24,

2017.

Followingthischange,PrehHolding’srevenuerosefrom 412millioneurosin

2011to763millioneurosin2015withacompoundannualgrowthrateof17percent.

Incontrast,thecompoundannualgrowthrateofPrehfrom 2006to2010wassix

percentbeforetheacquisitionbyJoysonElectronics.In2015,Prehreapednetprofit

of47.48millioneuros.

In 2016,Joyson Electronics and Preh jointly acquired TechniSatGmbH’s

automotive division, which specialized in infotainment systems, navigation,

connectivity,andtelematics.ThestrategywastointegrateitintoPreh’sautomotive

electronicsbusinessunit,leadingtotransformationofPreh’sorganizationalstructure.

Asaresult,theexistingrewardmechanism forthePrehmanagerswasnolonger

appropriateandthemanagementdecidedtoterminateit.Bynow,Preh’srevenuehad

increasedfrom under400millionto840millioneuros,withnew ordersworth200

millioneurosontop.OnApril13,2016,JoysonElectronicsboughtbackthe1.938

percentofsharesforalmost20millioneuros.Inonlythreeyears,themanagement

team’sshareswerenowworthfourtimesasmuchaswhentheyboughtthem.The

buy-back measure did notend there,however.Joyson Electronics and Preh

managementhaveagreedtospeaktothekeypersonsandemployeerepresentatives

inordertodesignanewrewardmechanism thatensurestheautomotiveelectronics

businesscontinuesalongitsrapidgrowthtrajectory.

ContinuousinvestmentinR&D

JoysonElectronicsacquiredPrehtogainaccesstotechnologyandupgradeits
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productofferings.JoysonElectronicsandPrehwenttogreatlengthstodevelopnew

productsinautomotiveelectronics,suchasthesmartcentralcontrolsystem forthe

LincolnMKZ seriesandtheiDriveTouchfortheBMW 7,whichdebutedatthe

ShanghaiInternationalAutomobileIndustryExhibitionin2013.

In its financialreports throughoutthe recentyears,Joyson Electronics’

managementemphasizedtheimportanceofR&D.Lookingbackatits20yearsof

history,itisapparentthatitscontinuousinvestmentinR&D hasbeenadecisive

factorinJoysonElectronics’success.AccordingtotheresearchbySimon(2012),

regularcompaniesgenerallyinvestaroundthreepercentoftheirrevenueinR&D,

whilecompaniesontheGlobal1000listinvest3.6percentonaverage.Hidden

champions,incontrast,wouldinvestuptosixpercentoftheirturnover.In2015,

JoysonElectronicsinvestedoversixpercentinR&Dactivities.From 2012to2016,

the compound annualgrowth rate ofits investmenton R&D was 66 percent.

According to Preh’s chiefsupplychain officer,CaiZhengxin,Preh has always

attachedgreatimportancetoR&Dandhasinvestedninepercentannuallyinrecent

years,whichisevenhigherthanaverageforthegroupasawhole.

In2013,thereweremorethan1000employeesinJoysonElectronics’R&Dteam,

outofwhom 60%areinGermanyandtheremainderinChina.Suchahighlevelof

investmentinR&Dhumanresourcesensuresthatthecompany’scorecompetencies

aremaintainedandfurtherdeveloped.Inthemeantime,JoysonElectronicsspared

noeffortstoattractskilledstaffinChinaandabroad.Itformedclosepartnerships

withleadingeducationalinstitutesincludingtheUniversityofMichigan,theUniversity

ofWürzburg,TongjiUniversity,and Zhejiang University’sCollege ofMechanical

Engineeringtofosterfuturetalentsforthecompany.Asof2016,JoysonElectronics

hadestablishedthreeresearchcentersworldwide,specializinginproductdesign,
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softwaredevelopment,anddataprocessing.Over2000peopleareemployedinR&D,

asJoysonElectronicsleadershipsettheirmindsonbuildingaleadingtechnology-

drivencompany.

Figure22:ThepercentageofrevenueinvestedinR&DbyJoysonElectronics
(2012–2016)

Source:JoysonElectronics

Inonlyhalfadecade,revenueatJoysonElectronicsincreasedfrom 3.3billionin

2011to18.6billionyuanin2016,withacompoundannualgrowthrateof40percent.

BothinternalgrowthandexternalexpansionhavehelpedJoysonElectronicsrisetoa

large-scaleautomotivesupplier.Accordingtothecompany’sbusinessplan,Joyson

ElectronicswillbuildaglobalR&DcenterinChinain2017.TheR&DcenterofPreh

CarConnectandKSSActiveSafetyinChinawillalsobeexpandedtoacceleratethe

penetrationoftheirtechnologyintotheChinesemarket.Inthefuture,allproductlines

willbemorecloselylinkedandintegrated,establishingthecompany’spositionasan

integratedsolutionproviderfortheautomotiveindustry.



118

Exploringthenewmarkets

AftertheacquisitionofPrehGmbH,JoysonElectronicshelpeditsGerman

daughtercompanystrengthenitsfootholdintheAsia-PacificandNorthAmerica,

sharingcustomersandchannelstothebenefitofbothsides.Atfirst,thecompany

equipped essentiallyGerman vehicles butlaterexpanded to US vehicles from

manufacturerssuchasFordandGeneralMotors.Nowthecompanyhasapowerful

clientelefeaturingAudi,BMW,Daimler,Ford,GeneralMotors,Porsche,Volkswagen,

amongothers.

Departingfrom Preh’srelianceontheEuropeanmarket,JoysonElectronics

rampedupitsactivitiesinChina,thebiggestautomobilemarket,bylocalizingandre-

innovatingGermantechnology.A caseinpointwasthecooperationwithTongji

Universitytolocalizethetechnologyinbatterymanagementsystems.Withthelocal

advantagesandthesupportofJoysonElectronics,theNingboPreh-Joysonjoint

venturehasmanagedtodoubleitsrevenueyearafteryear.

Since2012,70percentofJoysonElectronics’revenuehasbeengenerated

internationally,solidifyingitspositionasaglobalplayer.Bysharingtechnology,

customers,andchannels,exploitingmarketsjointly,anddevelopingnew products

independentlybutinacoordinatedway,JoysonElectronicsandPrehhavebeenable

togrowtheirgrossmargins.
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Figure23:GrossmargingrowthofJoysonElectronics(2012–2016)

Source:JoysonElectronics

Atclosingoftheacquisition,marketanalystswerenotinfullagreementabout

whetherthetransactionwouldpayoff.Afterfiveyears,JoysonElectronicsproved

itselfbyregisteringastellarperformanceandshowcasingawell-devisedstrategy.Its

stockpricehasconsistentlybeatentheShanghaicompositeindexoveryears.Before

theacquisition,JoysonElectronicshadamarketcapofaboutonebillionyuan.Its

marketvaluehadrisento30billionyuanbytheendofthefirstquarterof2017.
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Figure24:JoysonElectronicssharepricedevelopment(2011–2017)

Source:SinaFinance

Integrationofcultureandmanagement

Integrationhingesoncooperationinmanyways.“Intheintegrationphase,we

recognizedthepotentialriskofdisagreementsbecauseofculturalandmanagerial

differences.Therefore,itwasimportanttobuildtrustbetweenus.Thebestwayto

solveproblemsisbyunderstandingoneanotherandcommunicatingcontinuously.

Sometimes,youhavetobeabletocompromise.”AstherepresentativeofJoyson

ElectronicsonthePrehmanagementteam,CaiZhengxinhaslotstosayaboutthe

challengesthecompanytackledduringtheintegration(personalinterviewbyauthor

onMay2,2017).

Shortlyaftertheacquisition,JoysonElectronicssuggestedthatPrehshould

shutdowntheproductionsiteinRomania,reasoningthatproductioncostsinChina

wouldbeobviouslymuchlower.However,thePrehmanagementteam insistedthat

oneshouldnotonlylookatthenumbers.Therewereotherfactorsthatshouldbe

considered.Forexample,theRomanianplantwaslogisticallyeasytoreachandclose
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totheR&DsitesinGermany.Thecommunicationcostwasalsomuchlower,asmany

Romanian engineerswerefluentin German.Moreover,Romania-madeproducts

couldbelabeledwiththequalityseal“MadeinEurope”.Theseargumentsconvinced

Joyson’sboard.NotonlydidPrehkeepthesite,theproductionhassincescaledup

remarkably,withheadcountshootingupfrom 100toabout800.

ThetwosideshadconflictingopinionsoftherightbusinessstrategyforChina.

Prehthoughtannualdouble-digitgrowthintheChinesemarketwasnotrealisticand

thattheyshouldbemorecautiouswithmarketexpansion,which,inturn,hadimpact

onallocationofresourcesandtalentrecruitmentetc.“Wesaidthatwewouldproveit

tothem thatourmarketstrategywasrealistic.”saidGuoinpersonalinterviewwith

authoronNovember7,2017.“Infact,evenourplansweretooconservativein

hindsight.PrehwantedtohireasetnumberofemployeesforChinaaccordingtothe

standardbusinessplan,thewaythattheywereusedtoinGermany.However,China

hasitsownpeculiarities.ItisarapiddevelopingmarketcomparedtoGermanyandin

largecities,suchasShanghaiandBeijing,staffaremuchmorepronetochangejobs.

Weinsistedthatweneededtohireextrapeopletofactorinthepotentialchurnsand

evenagreedtobeartheadditionalcoststoappeasePrehintheend.Timetellsthat

wewereright.”

TheGermanmediaandothercompanieswereaccusingChineseinvestorsof

onlybeing interested in getting theirhands on German technology.Ran Peng,

technicaldirectorfrom JoysonPrehElectronicsrefutedinpersonalinterview with

authorinNingboonJune6,2017,“Inmanytechnologicalfields,Chinesefirmsare

lessadvancedthanGermanfirms,buttheChinesemarkethasimmenseandgrowing

potential.AlthoughGermanyhasadvancedtechnology,itsmarketisatasaturation

point.TheapplicationofGermantechnologyshouldnotbeclassedasa“transferof
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technology”;weconsideritunleashingtheduepotentialoftheGermantechnologyin

the Chinese market.”Following the acquisition,the German and Chinese R&D

departmentsofPrehandJoysonElectronicshavebeenworkingcloselywithand

learningfrom eachotherandstrengtheningcooperation.

To supportproductdevelopment,particularlyforelectric vehicles,Joyson

ElectronicshasprovidedPrehwithstrategicdirectivesandfinancialaidbutrespects

itasanindependentbusinessinthemeantime.Joysonstressedtoitsnewdaughter

companythatas China was developing rapidly,itwas importantto investin

marketing,R&D,andcustomerrelations.“JoysonElectronics’keystrengthsarethe

abilityto makerightjudgmentcallson marketdevelopmentsand having deep

understanding ofthebiggestvehiclemarketintheworld,whilePrehexcelsat

planningandexecutingstrategy.Wehavemadethebestuseofourstrengthsand

madeup forourweaknesses.Thisistheprincipleofourand anysuccessful

cooperation,”emphasizedCaiinpersonalinterviewwithauthoronMay2,2017.

“TheGermansandtheChinesehavebecomeoneteam.Germanusedtobethe

businesslanguageatPreh,butnow bothcompanieshaveadoptedEnglishasthe

officialcompanyspeak,”saidGuoininterview withauthoronJune6,2017.Today,

around20ChineseemployeesworkonprojectsonaverageatonetimeinGermany

andmorethan10experiencedengineerswithover10yearsworkexperienceare

basedoutofNingbo,200km awayfrom metropolitanShanghai.Thebestofthetwo

worldarejoinedtogether:Theskillsininnovationandqualitycontrolfrom Germany

andthefinancialmeansandmarketsavvyfrom China.

Apparently,therewerealsodifferencesinmodusoperandi.“Germansarebound

tomakeandsticktoadetailedplanaboutjusteverything,whereasChineseareused
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tomovingplansaroundsituations,”notedHuangYonghao,deputygeneralmanager

ofJoysonPrehIMA,inpersonalinterviewwithauthorinNingboonJune6,2017,“For

example,theGermanswilldiscussthetimeandtheagendaofthenextmeeting

duringthecurrentmeeting,whichwasunheardofforus.Overtime,welearnto

appreciatetheapproachandfounditactuallyagoodwaytoimproveefficiencyand

adoptedthesameatJoysonElectronics.AnotherhabitourNingbostaffpickedup

from Prehistoplanmeetingsforthecomingyearwiththetopicsandparticipantlist

farinadvance.”

Thebestpracticespassedonfrom theGermanshavehonedJoysonElectronics’

competenciesinmanaginginternationalbusinesses,whichwasamajorstepforward

forthecompany.Proposalprocessesandcalculationtoolshavebeenoptimizedand

SAP hasbeen introduced asthecompany’smanagementsystem.Furthermore,

JoysonElectronicshaslearnedhow tocalculatebudgetsandprocessdatamore

accurately.

From “crossingtheriverbyfeelingthestone”to“leveragingtheknow-how”

ThereisconsensusbothinternallyandexternallythattheacquisitionofPreh

GmbH wasagamechangerforJoysonElectronics,whichhasledtoremarkable

accumulationandassimilationofknowledgeandacceleratedgrowthininternational

markets,withR&D,production,andsalesspreadoverEurope,theUnitedStates,and

Asia.Since2013,JoysonElectronicshasconductedaseriesofsuccessfuloverseas

acquisitions building on the success ofPreh,including Innoventis,a software

company;IMA,amanufacturerofautomatedmachinery;QUIN,asupplierofhigh-end

steeringwheelsandinteriorandexteriordecoration;KSS,anAmericanvehiclesafety

company,TechniSatAutomotive,aninformationsystem supplier;andEVANA,an



124

industrialrobotsandautomationmanufacturer.

InthecasesofInnoventis(2013),IMA (2014)andEVANA (2016),thecore

membersoftheacquisitionteam camefrom PrehGmbH,whichalsoactedasa

conduitforthetransaction.InthecaseofTechniSatAutomotive,Prehcooperated

withJoysonElectronicsearlyonintheacquisition,andintheduediligenceand

integrationphase,Prehplayedanevenmoreprominentrole,contributingvaluable

adviceandinsightstocompletethetransaction.

“JoysonElectronics’team inGermanyisundoubtedlytheteam withthemost

experienceinthefieldofSino-GermanM&A,”saidLiuYuan,vicepresidentofJoyson

Electronics,inpersonalinterviewwithauthorinNingboonSeptember1,2017.“Our

team areoftensolicitedbyventurecapitalistsandChinesefirmswantingtoinvestin

Germany,which showcases thatourachievements in the pastyears are well

recognizedbythemarket.”

When itfirstengaged with Preh GmbH in 2011,Joyson Electronics was

crossingtheriverbyfeelingthestones,relyingonitshunchofthebigpictureof

futuretrends.Today,afterlivingthroughsomanyoverseasacquisitionswithtrialand

error,JoysonElectronicshassharpeneditsglobalgrowthstrategyandbegunto

leverageitsacquiredknow-how.

GrowthInitiatives

In2012,justaftertheacquisitionofPreh,JoysonElectronics’businesswas

builtonfourpillars,i.e.autoelectronics,interiorandexterioraccessories,functional

parts,and industrialautomation equipment.In 2014,the interiorand exterior

accessoriesandfunctionalpartsweremergedandbatterymanagementsystems

(BMS)wasofficiallyaddedtothebusinessportfolio.InadditiontoservingBMW,the
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BMSdepartmentalsoworkedwithprestigiousindustryplayers,suchasTeslaand

ChinaSouthLocomotive&RollingStockCorporationLimited.

Figure25:JoysonElectronicsproductlinesandtheirrevenue(2012–2016)

Source:JoysonElectronics

Inadditiontorobustorganicgrowth,JoysonElectronicscontinueditsshopping

spreein2016.ItacquiredKSSandTSAutomotive,addingtwomoreautomotive

electronics business units to its portfolio:auto safetythrough KSS;and auto

connectivitythrough its division Preh CarConnect,which TS Automotive was

incorporatedinto.

Theyear2016wasaperiodoftransitionforJoysonElectronics.Oldproduct

lineswereupgraded through two acquisitionsand thecompanygeared up for

transformingitselfinto acomprehensivetechnologyprovider.From theproduct
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perspective,JoysonElectronicshascoveredthefourimportantaspectsofdriving,

namely,human-machine interface,vehicle safety (both active and passive),

infotainment,andconnectivity,andevenassumesleadingpositionsintheseareas

worldwide,makingthecompanyarisingglobalchampion.

Figure26:JoysonElectronics’businessunits(2016)

Source:JoysonElectronics

Vehiclesafety

OnJune8,2016JoysonElectronicscompletedtheacquisitionofKSSfor920

milliondollars,correspondingtoaP/Eratioof56.Accordingtopeoplefamiliarwith

thematter,JoysonElectronicsalsoplannedtoinjectanother100milliondollarsinto

KSStoimproveitsfinancesandfundnewbusinesses.KSSspecializesinactiveand

passivevehiclesafetyandhasestablisheditselfasapremium suppliersincethe

1950s.Itsofferingsincludeairbags,seatbelts,seatbeltpre-tensioners,steering

wheels,andinflators,etc.

Followingtheacquisition,thecompanywentontooptimizetheactivevehicles
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safetyandsmartdrivingsystemsbusiness.ThreeR&Dcenterswerebuilt–inthe

United States,China,and Korearespectively– which workcloselytogetheron

specificproductlines.Foritsrelativelynewactivesafetyproducts,KSShasreceived

newordersworthmorethan120milliondollarsandinadditiontoitsexistingglobal

customers,thecompanyhasalsowonnew customersinChina,suchasGeely,

Aichiyiwei,NextEV,andChangfengMotor.Cooperationprojectsarecurrentlyunder

waywithShanghaiVolkswagen,Changan,andBeijingAutomotive.

Vehicleconnectivity

OnMarch4,2016JoysonElectronicstookoverTSAutomotivefor180million

euros,representingaP/Eratioof18.TSAutomotivewaspartofTSDaunand

focusedonvehicleinformationsystems,morespecificallydatainteractionandliquid-

crystaldisplay(LCD)technology.Itsmainproductsincludeinfotainmentsystems,

navigation,assisteddriving,andvehicleconnectivitysystems.Itprovidesavarietyof

comprehensive solutions to carmanufacturers and is a key supplierto the

VolkswagenGroup.

TSAutomotivewasintegratedintoPreh,followingwhichanew businessunit

PrehCarConnect(PCC)emerged.PCCcomplementsPreh’sexistinghuman-machine

interface(HMI)businesswithstate-of-the-artautomotiveelectronicssuchasvehicle-

to-everything(V2X)technology.JoysonElectronics’innovativeproductsbasedon

augmentedreality(AR)technology,e.g.head-updisplays(HUD),arealsoontheverge

ofcommercialization.Theywillbeintegratedinthecentralconsoleandassuchan

importantadditiontoHMI.Inthefuture,JoysonElectronicswillbeabletoprovide

morecentralizedcontrolplatformsalongwithPCC’ssolutions.

Intotal,theconnectivitybusinessgeneratedrevenueof2.25billionyuan.Its
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grossmarginwas11.9percent,increasingconsiderablyfrom 8.3percentinthefirst

halfof2016.Astheintegrationprocessproceeds,profitabilityisexpectedtoimprove

further.

Human-machineinterface

TheHMIinformsdriversofspeed,mileage,maintenance,roadconditions,etc.

inrealtimeandenablesthem tocontrolthenavigationsystem,airconditioning,

Bluetooth,andstereoconfigurationsallfrom oneplace.Themostcommonlyseen

HMIsystemsincludeBMW’siDrive,Mercedes-Benz’sCOMAND,Audi’sMMI,Volvo’s

Sensus,andToyota’sRemoteTouch,etc..HMIisPrehGmbH’sflagshipdivisionand

itdrivesJoysonElectronics’businessinthisarea.

Prehnowfocusesonanumberofmarketsegments,includingcentralcontrols,

steeringwheelswitches,andcenterstacks,andmulti-touchhasbecomeoneofthe

company’scoretechnologies.Inaddition,JoysonElectronicsacquiredandintegrated

QUIN,a specialistin interiors and high-end products,such as steering wheel

solutionsin2014,inthehopetotapsynergywithPreh’sexistingHMItechnology.The

subsequentacquisitionofTSAutomotivein2016expandedPreh’sHMIbusinessinto

connectivityandcomplementingPreh’sHMIofferings.

Nowadays,JoysonElectronics’HMIbusinessoffersthreemainproductlines:

driving controlsystems,air-conditioning controlsystems,and steering wheel

controllers.JoysonElectronicsachievedrevenueof5.1billionyuanfrom HMIin2016,

oranincreaseof14.1percentyearonyear,whileitsgrossmarginincreasedto24.6

percent.

Interiorandexterioraccessories

Originally,JoysonElectronicsmadeandmarketedautomotiveinteriorsand



129

exteriors,withcoreproductsbeingwindshieldwipers,airconditioningvents,and

engineintakemanifoldsforGermancarmakerssuchasFAW-VW andShanghaiVW

aswellasautomotivesupplierslikeYanfengVisteonAutomotiveandFaurecia.As

thegrowthoftheautomotiveindustryslowsdown,competitionisbecomingfiercer

andpricepressureisrising,whichcausedgrossmargintoshrinkbetween2012and

2014.

Inanefforttoimprovetheprofitabilityofitsinteriorandexterioraccessories

business,JoysonElectronicshasrevampeditsproductlineupandleanedtowards

developingnew higher-endfunctionalparts.In2014,JoysonElectronicsacquired

QUIN,acompanyspecializinginluxuryinteriors,andstarteditsglobalstrategyto

upgradeitsinteriorandexteriorproductportfolio.Thefollowingyear,inordertore-

focusresourcestoadvancedtechnology,thecompanycarvedoutitssharesin

Dehuaandcarvedoutcommodity-likeproductsfrom itsportfolio.

Soonafter,Joysondecidedtoexpanditsfunctionalpartsdivisionaimedatthe

AsianandNorthAmericanmarkets.IntheUS,GeneralMotorsawardeditaprojectto

produceairconditioningvents,whiletheothertwobigplayersFordandChrysler

initiatedcooperationwithJoysonElectronics.InEurope,productionwasinaugurated

inRomaniatosupplypartstocustomerslocatedinEurope,whileinChina,the

company won the “Excellent Supplier” award from heavyweights like FAW-

VolkswagenandBeijingMercedes-Benz.

In2016,Joyson’sfunctionalpartsdivisionachievedrevenueof2.45billionyuan,

downby1.7percentcomparedtolastyearduetocarve-outofShanghaiHuade,while

grossmarginimprovedbyfivepercentagepoints(seeFigure27).
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Figure27:GrossmarginofJoysonElectronics'functionalpartsbusiness
(2012–2016)

Source:JoysonElectronics

Batterymanagementsystemsfornew-energyvehicles

Batterymanagementsystemsactasimportantinterfacesbetweenelectriccars

andtheirbatteries.Someofthemainfunctionsaremonitoringthebattery’sstatusin

real-time,conducting online diagnoses and generating maintenance forecasts,

assessingthestateofcharge,andcontrollingbalanceandheatmanagement.Being

acoretechnologyofnew-energyvehicles(NEV’s),theBMSensuresbatteriesremain

withintheirsafeoperatingparametersandkeeptheNEV’srunningproperly.

BMSusedtobeasubsidiaryofPreh’ssensorbusiness,however,withtherapid

developmentofNEV’s,JoysonElectronicscametorealizethevastpotentialofthis

sector.Aftera lengthyperiod ofconvincing and negotiating,the management

decidedtospinoffBMSfrom PrehasaseparatestrategicunitandaspecialR&D

centerwasalsoestablished.

Preh is BMW’s sole supplierofbatterymanagementsystems worldwide.
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Mercedes-Benz(48Vsystem project),Porsche(electricvehicleproject),andTesla

arealsoitscustomers.IntheChinamarket,JoysonElectronicsBMS’scustomers

includeChery,Geely,andShanghaiVW.In2016,Joysonalsowontheorderfrom

Geelytodevelopnew-generationofhybridcarplatform.GreatWallMotors,Changan

Automobile,and Beijing Automobile Works complementthe listofpromising

prospectsinChina.

In2016,PrehandQualcomm enteredintoacontracttojointlydevelopand

marketHalowirelesselectricvehiclechargingtechnology(WEVC)foruseinhybrid

andelectriccars.Inthesameyear,BMSachievedrevenueof443millionyuan,an

increaseof48.6percentoverthepreviousyear.Grossmarginwas17.42percent,

slightlyhigherthanin2015.

Smartmanufacturing

In2015,248,000industrialrobotsweresoldglobally,outofwhich66,000were

inChina,makingChinathebiggestmarketforrobotsworldwide.However,therewere

lessthan30robotsper10thousandpeopleinChina,i.e.lessthanhalftheglobal

average,implying great growth potential.Digitalizing,networking,and smart

manufacturingbasedonnewtechnologiesandoptimizedproductionprocesseswill

becomeamegatrendinthenextfiveto10yearsinChina.

Launched in 1982, Preh’s innovative automated production lines can

manufacture,assemble,and testproducts according to customers’individual

demands.In addition to internaluse,Preh also supplied to leading automotive

suppliers like Bosch,Siemens,TRW Automotive,Lear Corporation,and ZF

Friedrichshafen,etc. In 2014,Joyson Electronics acquired another German

machinerycompany,IMA,tostrengthenitsroboticsbusiness.Immediatelyafter,
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Preh’sautomationbusinesswasspunoffandintegratedwithIMAtoform PrehIMA

Automation GmbH (PIA).In 2015,Joyson Electronicsand Preh formed Ningbo

JoysonPrehIndustrialAutomation&RobotCo.Ltd(JPIA)withequalownership.The

aim ofJPIAwastoexploretheChinesemarketandservetheclientsfrom thevicinity.

InMay2016,PIAacquiredtheUSfirm EVANA,whichspecializedinindustrialrobots

andautomation,automotivesolutions,andtechnicalconsulting.Itscustomersare

from theautomotive,manufacturing,healthcare,andmedicalindustries.

In 2016,Joyson Electronics completed the acquisition ofKSS and TS

Automotive,strengtheningitsautomotiveelectronicsbusiness.However,thishada

side effecton itssmartmanufacturing activities.The majorcustomersin this

business line,such as Bosch,Continental,and ZF-Friedrichshafen expressed

concerns aboutthe potentialconflictofinterestwith Preh.According to the

company’sfinancialfigures,smartmanufacturingonlygeneratedrevenueof757

millionyuanin2016.NotincludingEVANA’srevenueof157million,thisonlyequates

toanincreaseof47millionyuanoverlastyear,whilenetprofitdroppedinthesame

timeperiod.

Topreemptanegativelong-term impactonthegroupasawhole,Joyson

ElectronicsmadeasuddenbutunderstandableannouncementinApril2017tocarve

outthesmartmanufacturingbusinessandtransfer50percentofitssharesinJPIA

toPrehIMAAutomationGmbH.Atthesametime,allsharesinPrehIMAAutomation

werebeingtransferredtoPIA AutomationHoldingGmbH registeredinFrankfurt,

whosemainshareholderisJoysonHolding’ssubsidiary,NingboPrehAutomationLtd.

Autonomousvehicles

JoysonElectronics’2016financialstatementforesawautonomousvehiclesto



133

bethefutureoftheautomotiveindustryworldwide.Forthisreason,driverless

technology,newenergysystems,andconnectivitywillbetheprimaryfocusofR&D

forthecompanyinthenextfiveto10years.

Accordingtoa2015reportbyGoldmanSachsonthecommercializationofself-

drivingcars,autonomousvehicleswouldchangetheautomotivelandscape,bringing

amyriadofchallengesandopportunitiesinthecomingyears.In2015,themarket

volumeofAdvancedDriverAssistanceSystems(ADAS)wasapproximatelythree

billiondollars.By2025,themarketvolumeofADAS/AVisexpectedtoincreaseto96

billiondollarsandby2030,thisfigurewillbealmost200billiondollars.

Based on overa decade ofmarketexperience in China and navigating

internationalmarkets,JoysonElectronicshasdevelopedthreebusinessareasthat

willbekeyinthefuture:autonomousvehicles,safetyandtheconnectivity.
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Table10:KeyfuturebusinessareasforJoysonElectronics

Source:US’sNationalHighwayTrafficSafetyAdministration

Closingremarks

JoysonElectronicshascomealongwaysinceitsfoundationin2004,achieving

revenueofalmost20billionyuaninjusttwelveyears.Duringthistime,Joyson

overcamemanychallengestobecomeaninternationalgroupwithaclearvisionfor

thefuture.Itsmodelof“internalgrowthandexternalexpansion”hasmadegooduse

ofthecapitalmarketandhelpedJoysonElectronicsdevelopitscorecompetencies.

AlthoughbasedinChina,JoysonElectronicshasfosteredaglobalperspective
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earlyon.TheacquisitionandintegrationofPrehwasJoysonElectronics’firstmajor

attemptinexpandingitsfootprintworldwide.Thismarkedthebeginningofajourney

ofinternationalizingitsresourcesandpositioningitselfasamajorglobalsupplierof

automotive electronics,which in turn helped Joyson Electronics improve its

managementcompetenciesandgenerateremarkablereturnforitsshareholders.

Looking back over the 12 years of development,Joyson Electronics’

managementteam identifiesthreeimportantfactorsthatensuredthesuccessofits

business:

 Investing in technology and R&D overthe long-term,including internal

investmentandtheoptimizationandexpansionofglobalresources

 Clearlydelineating“cashcow”and“star”businessesandadequatelyallocating

resourcesbetweenthetwotooptimizefuturebenefit

 Developing the Chinese market:Joyson Electronics’acceptance ofnew

technologyandthespeedatwhichitintegratesithasgiventhegroupa

significantadvantage

M&Aareaneffectivewayofexpandingglobally,butproperintegrationofnew

businessentitiesiscriticaltolong-term success.ForJoysonElectronics,2017isa

timeforintegration.AnR&DcenterforKSSsafetyandPrehcarsisbeingdeveloped

inChinatoacceleratetheintegrationofthetechnologyandfurtherstrengthenits

positionintheChinesemarket.JoysonElectronics’ownglobalR&Dcenterwillalso

bedevelopedinChinatointegrateitsvariousproductlinesandmakethecompanya

solutionprovider.

In2017,maturebusinessunits,suchastheHMIandcarsafetydivision,willbe

integratedandfurtherdeveloped,inordertocapturealargershareoftheglobal
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market.Initsnewbusinessareas,thecurrentscaleofinvestmentwillbemaintained

andcooperationwillbedeepenedwithup-anddown-stream partners.Fortheself-

driving and Internet of Vehicles sector,new technologies are set to be

commercialized and new customers willbe found,opening the way fornew

innovativeprojects.Resourceallocationisalsosettobeoptimized,layingasolid

foundationforlong-term development.

Anotherfocusfor2017isthesafetysector.TheleadingJapaneseairbag

supplierTakataiscurrentlybeingdismantledafterfilingforbankruptcy,changingthe

globalcarsafety landscape enormously.In orderto make the mostofthis

opportunity,JoysonElectronicswillinvestinitsownproductioncapabilitiesandgrow

itscustomerbase.Atthetimeofwriting,Joysonhasannouncedthatitwilltakeover

Takatafor1.588billiondollarswithoutitstoxicassetsrelatingtoitsmassiverecall

ofairbags.Meanwhile,JoysonHoldingisalsostartingtoexpanditsautomation

portfolio.Oneofitssubsidiaries,PIA,hasrecentlyacquiredtheAustrianautomation

companyM&R.

JoysonElectronicsisstillarelativelyyoungcompany.Ithasbuiltaglobalgroup

within a shorttime period.Chinese firmswhich intend to investabroad often

benchmarkJoysonElectronics.Whenaskedwhatwillbethenextbigthingfor

JoysonElectronics,amanagersaidininterviewwithauthorinNingboonSeptember

1,2017,“Wehaveagreatblueprintinplace.Nowitistimetoexecuteandoptimize.It

willbeabigthing,ifwecanpullitoff.”
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3.3.3 Case3–CIMC-Ziegler–SailingtoNewShores

Executivesummary

As the ancientChinese saying goes,watched flowers neverbloom,while

unattendedwillowsgrow.AcaseinpointforthesewisewordsisCIMC’sacquisition

oftheAlbertZieglerGroupinGermany.Whenthedealbecamepublicin2013,itwas

consideredagoodbargain,althoughatthatstagetherewasnounanimousopinion

withintheCIMCgroupaboutthefutureroleofZiegler.However,itsoonbecameclear

thatZieglerwouldbeasalientpieceofCIMC’sglobalgrowthblueprint.

Concerned by its dependence on a single business area,i.e.container

manufacturing,CIMC’sleadershipdecidedtofollow adiversificationstrategyinthe

early2000s.Overthesubsequentyears,CIMC completed numerousM&A,and

continuedscoutingfornew businessopportunitiesaroundtheworld.Thestrategy

provedtowork.CIMChasemergedasanindustrialbehemothwithannualrevenueof

over60billionChineseyuan,60percentofwhichisgeneratedoverseas.Instark

contrasttoitsfocusoncontainerproductsseveraldecadesago,today’sbusiness

portfolioismuchmorediversified,includingengineeringservices,logisticsservices,

airportfacilities,finance,firetrucksandrescueequipment,amongothers.CIMC’s

journeytowardaglobalconglomeratecontinues,encounteringnewshoresalongthe

way.Thisstudyfocusesononeofitsnewestbusinessareas,thefiretruckand

rescueequipmentbusiness,thebackboneofwhichisformedbytheAlbertZiegler

Group.

PriortobecomingpartofCIMC,ZieglerhadanegligiblepresenceinChina.The

MiddleKingdom nevercameacrossasakeymarketforZiegler,whichsoldmerelya

fewdozenfiretruckstoChinaovermanydecadesthroughvariousagentsbasedout
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ofHongKongorelsewhere.Afterall,ChinawastooremoteamarketandZiegler

barelyhadtheresourcesorinfrastructuretoprovideproperservicetolocalChinese

customers.Nevertheless,inearly2015,littlemorethanayearaftertheacquisition,

Zieglerdelivered17largemulti-functionalurbanfiretruckstotheGuangxiNanning

firedepartment.ThiswasthefirsttimethatZieglerhadexportedtotheChinese

marketinbatches.Asamatteroffact,2015turnedouttobeagroundbreakingyear

forZiegler,asorderentryfrom Chinasurpassed100firetrucks.Inthesameyear,

CIMCacquired30percentownershipofChinaFireSafetyEnterprise(CFE)through

anequityswapbetweenZieglerandCFE,thefirstChinesefirefightingcompanylisted

ontheHongKongstockexchange.ItsreducedstakeinZiegleraside,prospectsfor

CIMC’sfiretruckandrescueequipmentbusinessimprovedgreatlyinlightofthe

potentialsynergybetweenZieglerandCFE.

UndertheumbrellaofCIMC,Ziegleralsomanagedtoresumeitsgrowthcourse

onitshometurfinGermany.AcollusionscandalhadlefttheformerGermanmarket

leaderwithonlya20percentshareofthemarketin2013.Aturnaroundstrategywas

puttoactionimmediatelyafterCIMCtookover.Twoyearslater,Zieglerhadregained

marketleadership,boostingitsdomesticmarketshareto35percent.

Apparently,CIMC hasevenbiggerambitionsforZieglerandthefirefighting

businessingeneral.Atthetimeofwriting,planswerebeing madeforfurther

expansioninChinaandEurope,aswellasotherkeymarketsaroundtheworld.

Background

CIMCandZieglerhavetakenverydistinctpathssincetheywerefounded.The

formercameintobeinginthewakeofChina’sReform andOpening-UpPolicyinthe
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1980s;thelatterhadarichhistoryasafamily-runbusinessspanningover125years

inthesouthwestofGermany.Inwhatfollows,Igiveabriefaccountofthehistoriesof

bothcompaniesbeforetheirpathscrossed.

Unlikemanyotherlarge-scalestate-ownedcorporationsthatcarry“China”in

theirname,ChinaInternationalMarineContainers(Group)Ltd.,orCIMC,wasbornout

ofapioneeringinitiativetoattractforeigninvestmentastheChinesegovernment

introducedtheReform andOpening-UpPolicyin1979.CIMCwasestablishedin1980

asaSino-foreignjointventurebetweentheChinaMerchants'Steam Navigation

CompanyandtheEastAsiaticCompanyfrom Denmark.Itsmainproductsatthat

timewerestandard20-footcontainersbasedonthetechnologyprovidedbythe

Danishpartner.ThefirstgeneralmanagerofthecompanywasMr.Moesgaard,a

Danishnational,whowasjoinedbyafewcompatriotsontheboardofdirectors.He

held the office until1986,one yearbefore the China Ocean Shipping (Group)

Company,commonlyknownasCOSCO,acquiredaminorityequitystakeinCIMC.At

thefirstboardmeetingafterCOSCO’sinvestment,anall-Chineseboardofdirectors

waselectedandthedirectionoffuturegrowthwasset:“Specializeincontainer

manufacturing,anddiversifyintootherbusinesses.”

Startingoutasahumblelow-costcontainermanufacturer,CIMCgrew rapidly

andeventuallyovertookonceuncontestedmarketleadersHyundaiandJindo,both

from Korea,in1996.Eversince,CIMChasbeenthewell-recognizedleaderinthe

container-manufacturing industry worldwide.Presently,half of allcontainers

manufacturedgloballyaremadebyCIMC.Moreover,CIMC istheonlycontainer

manufacturerintheworldthatcandeliverthecompleterangeofcontainerproducts.

Buildingonitssuccessinthissector,CIMCgraduallyexpandeditsbusinessscopeto
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roadtransportationvehicles,heavytrucks,andthentoadjacentindustries,suchas

energy,chemicalandliquidfoodequipment,airportfacilities,marineengineering,and

logisticsservices.Latterly,thecompanyhasalsosetfootinrealestatedevelopment

andfinancialservices.

Throughoutitshistory,CIMC hasoften entered new marketsbyacquiring

companieswithstrategicassetstoleapfrogoverestablishedplayers.Thegroupwas

aserialinvestorinoverseasassetswithlong-trackrecords(seeTable11fora

selectionofCIMC’sCross-borderM&A).

Table11:CIMC’scross-borderM&Aprojects(notexhaustive)

Source:CIMC

ContainermanufacturingwasCIMC’ssolebusinessareaatitsinceptionin1980.

Asthediversificationstrategyunfolded,containermanufacturingaccountedforlittle

overhalfofitstotalrevenueby2012,decliningtoaboutonethirdby2016.Through

continuous acquisitions and organic growth,CIMC has grown into a global
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conglomeratewithover300subsidiariesandmorethan60,000employeesworldwide.

ItsR&D centers,manufacturing bases,sales,and servicecentersarescattered

acrosstwentycountriesandregions.Animpressive60percentofCIMC’srevenueis

generatedoutsideofChina(seeFigure28forthemilestonesofCIMC).

Figure28:MilestonesofCIMC(1980–2016)

Source:CIMC

CIMC’sairportfacilitiesbusinessunitisaleadingglobalsupplierofairport

equipmentanditssalesvolumeofboardingbridgesranksnumberoneintheworld.

Thecompanymadetheworld’sfirstboardingbridgefortheAirbusA380andhadthe
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highestsalesofairportshuttlebusesinChina.Despitebeingoneofthesmallest

businessunitsbyrevenue,airportfacilitiesbusinessshowsgreatestgrowthpotential.

ComparedtoCIMC,Zieglerlooksbackonamuchlongerhistory.Thecompanywas

foundedbyitsnamesakeAlbertZieglerin1891inGiengenanderBrenzinthe

SwabianAlbareaofGermany.Intheveryearlydays,thecompanywasprimarily

engagedinproducingandsellinghosesmanufacturedatitsfivehose-weavingmills

witheightemployeesinproductionandtwootherstakingcareofcommercialaffairs.

Inthe1910s,asecondproductline,portablefirepumps,wasaddedtotheportfolio

withthesecondgenerationofthefounder’sfamilyatthehelm.ThefirstZieglerfire

truckwasnotproduceduntilJune1953– aKLF6modelbuiltonanOpel-Blitz

chassis(seeFigure299),theprototypeofwhichisstillonexhibitinthecorporate

museum at Ziegler’s facilities in Giengen an der Brenz.

Figure29:KLF6,thefirstZieglerfiretruck

Source:ZieglerGroup

Thanks to continuous innovation and marketing efforts,Zieglerrose to a

recognizedandtrustedbrandinthefirefightingbusiness,buildingasalesnetwork

acrossseveralEuropeanmarkets.InadditiontotheproductionsiteinGiengen,
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ZieglerhadproductionsitesinRendsburgandMühlauinGermany,Winschoteninthe

Netherlands,ZagrebinCroatia,BolzanoinItaly,SevilleinSpain,andJakartain

Indonesia.Itscurrentproductportfolioconsistsofremodeledvehicles,suchas

standardandspecialfirevehicles;airportfirefightingandrescuevehicles;traditional

products,suchaspumpsandhoses;andaccessories,includingequipment,clothing,

andspareparts.

Priorto its insolvency,Zieglerbelonged to the top five manufacturers of

firefightingvehiclesworldwide,andthebiggestsupplierinGermanybysalesvolume.

The othermain players in Germany were Iveco Magirus Brandschutztechnik,

Rosenbauer,and Schlingmann.Together,the Big Fouraccounted forabout90

percentoftheGermanmarket.

Atthebeginningof2011,Germanantitrustauthoritiesimposedfinestotaling28

millioneurosonthefourcompaniesmentionedaboveforcartelpracticesasresultof

atwo-yearinvestigation.Itwasdeterminedthatforseveralyears,thefourcartel

membershadbeengrantingoneanotherspecificsharesofsales,knownas“target

quotas”,andhadusedaSwitzerland-basedaccountanttotransfertheprofits.The

accountantwasbelievedtohavebeenkeepinglogstomonitoradherencetothe

quotasagreedatthecartel’sregularmeetingsatZurichAirport.Inadditiontothe

Zurichmeetings,salesmanagersatthefourcompaniesheldregularmeetingsto

allocateordersforfirefightingvehiclesfrom Germanmunicipalitiesamongthecartel

members.Thefourcompanieswerealsofoundtohaveconcertedonpriceincreases.

Zieglerwasfinedeightmillioneurosforitspartinthecartelscandal.Tomake

mattersworse,manyloyalcustomerssuspended orcanceled orders,whenthe

scandalwas exposed.Afterstruggling with draining liquidity and a damaged
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reputationformorethantwoyears,Ziegler’sthenCEO,whobelongedtothefourth

generationofthefoundingfamily,madethedecisiontofileforinsolvencyinAugust

2011.Themovecaughtmanyoffguardandcausedupheavalsinthesmalltownof

Giengen,asZieglerwasthetown’ssecondlargestemployerwithabout700local

employees.TheZiegleremployees,infearoflosingtheirjobs,tooktothestreetsto

demonstrate against the insolvency application.Numerous townspeople and

firefightersfrom surroundingneighborhoodsalsojoinedthedemonstrationtoshow

supportfortheangryprotesters,whobelievedthattheircompanycouldstillbesaved.

Despitealltheseefforts,Zieglerwentintoinsolvencylaterthatyear.Itwasasad

momentforthefamily-runbusinesswithitsproudheritageanddealtaseriousblow

tomanyofthestaff,includingJochenBrachert,theheadoftheworkscouncil.

Downsizingbecameinevitableandtheentireworkforcewasthreatenedwithlosing

theirjobs.Intheend,150employeeswereletgo.Thefinewasjustthelaststrawthat

brokethecamel’sbackandbynomeanstheonlyreasonforthecompany’sdemise.

Signsofmismanagementwereapparentlongbeforethecartelscandal.Thefourth

generationofthefoundingfamilyhadbeenreluctanttoinvestinthebusiness–

buildingswereveryold;equipmentwasoutofdate.Inretrospect,itwasgoodfor

everyonetofindanewownerthatwaswillingtoinvestinthebrandandinthepeople

(seeFigure30)formilestonesofAlbertZieglerGroup).
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Figure30:MilestonesofAlbertZieglerGroup(1891–2014)

Source:ZieglerGroup

Motivationandstrategy

In2011,theinsolvencyadministrators,Messrs.Kübler,andSorgtookover

managementofZiegler,makingintroductionofproperlegalcompliancemeasures

theirtoppriority.Thesearchforpotentialbuyersbeganimmediatelyandexternal

consultantsweresoonbroughtinasinterim managersinordertogetthebusiness

upandrunningagain,whiletherestructuringprogram wasongoing.Findingadecent

investorwasnoteasy,asitwasnotcertainthatZieglercouldeverrecoverfrom its

damagedreputation.Moreover,intheinterestofthelocalemployees,theinsolvency

administratorswerereluctanttosellZieglertoprivateequityfirms,whowouldbe

pronetomakeaprofitableexitinasshortatimeframeaspossible,jeopardizing

Ziegler’sfutureviability.

2012wentbywithoutfindingapassableinvestor,althoughnumerouspotential

candidateshad been screened and interviewed.According to Mr.Kübler’sown
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account,morethan150companiesconsideredbuyingZiegler,butwithoutaresult.

PriortoCIMC,anotherChinesecompany,ShandongHeavyIndustry,hadalsoshown

interestbutdidnotfollowthroughwiththedealforreasonsunknown.

ItwasnotuntilMarch2013thatCIMClearnedaboutthesaleoftheinsolvent

ZieglerGroup.ItseemedlikeasensibleinvestmentforCIMC,asZieglerwould

complementtheproductportfolioofCIMC’sairportfacilitiesbusiness.Thankstothe

ongoingrestructuringprogram,Zieglerwasinmuchbetterashapethanatthe

beginningoftheinsolvencyprocedure.Itsproductionfacilitieshadbeenupgraded

withnew equipmentandinvestmentshadbeenmadeinbringingoutinnovative

products,suchasthe“Merkur”,anew typeoftunnelrescuevehiclewithdouble

cabins,andthe“FireAnt”,aspecialtankfiretruckdesignedfornarrow passages.

Mostimportantly,entryorderswerepickingupagainafterseverallargecontracts

weresecuredwithkeyaccounts,includingtheStateofHessenandtheGerman

ArmedForces.Inthethirdquarterof2013,Zieglerwasevenabletoregainits

positionasmarketleaderinGermany,achievingordernumbersthatithadnotseen

inadecade.

Aftertheinitialdiscussion,CIMCcommissionedduediligenceinAugust2013

andmadeitthroughtothefinalroundofbiddingwithonlyanotherpotentialbuyer,

SwissequipmentmanufacturerAebiSchmidt.Ultimately,CIMCoutbiditsopponent

andbecamethenew owneroftheZieglerGroup.Itturnedtobeagreatresultfor

manystakeholdersinvolved,particularlytheemployees,asCIMCguaranteedthatall

employmentcontractsinGiengenwouldbekept.AsCIMChadanexistingbusiness

thatwascomplimentarywiththatofZiegler,thelocalcommunitiesfeltreassured

thatCIMCmeanttodeveloptheZieglerbrandandpotentiallypositionitasaglobal
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name,buildingonitsdecadesofexperienceininternationalacquisitionsandbroad

customernetworkinrelatedbusinesses.

The big dayfinallyarrived on November7,2013,when CIMC inked the

agreementtoacquireZieglerfor55millioneuros,or1.3timesitsnetassetvalueper

theendof2012.Theblackoutperiodlastedforonemonthfollowingthesigningof

theagreement.LiYinhui,headofCIMC’sairportfacilitiesbusiness,tookonthepost

of CEO for the newly-acquired German subsidiary company.It was rather

unconventionalforahigh-rankingexecutivelikeLitoassumesucharole.Knowing

thathewouldnotbemanagingtheZieglergrouponadailybasis,Liaskedhisdeputy

YoujunLuan,tosuperviseZieglerasactingCEO(or“prokurist”inGerman)onhis

behalf.Soonafter,LuanwasofficiallyappointedCEOtosucceedLi,whomovedto

thesupervisoryboardtoserveaschairman.

Zieglerwasabletostagearemarkableturnaroundwithinthreeyearsofthe

CIMCtakeoverandwasintheblackagainin2016.Whenaskedwhethertherewasa

masterplanfortheacquisition,Luanfranklyacknowledgedthattherehadbeenno

suchaplanattheoutset.Thatsaid,thepurchaseformedaclearpartofitsstrategy–

CIMChadalreadybeenpursuingadiversificationstrategyandhadbeenlookingfor

attractiveinvestmentopportunitiesaroundtheworldforsometime.Inthisregard,

theacquisitionofZieglermadeperfectsense.AccordingtoCIMC’sstrategy,the

airportfacilitiesbusinessunitwasgoingtobeoneofthemaingrowthdriversforthe

Chineseconglomerate.Ziegler’sairportrescueandfirefightingvehicleswouldenrich

theexistingproductportfolio.Moreover,CIMC’sleadershipbecameawarethatby

buildingonZiegler’sexperience,itcouldenterthefirefightingindustry–acompletely

newmarketwithgreatgrowthpotential–forthefirsttime.
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Europe,the United States,and China are the three biggestmarkets for

firefightingandrescueequipment.UnlikethetwoWesternmarkets,theChinese

marketishighlyfragmented.Thecountry’sfiretruckindustrybeganatthestartof

twentieth century when allfirefighting vehicles were imported from Western

countries.In the 1930s,Chinese manufacturers started producing firefighting

vehicleslocally.Mostofthem weresmalltomedium-sizedcompanieswithoutdated

technologyandweakR&Dcapabilities.The1940sand1950ssawthereshuffleand

consolidationoftheindustry,however,todate,nonationalplayerreallyexists.

Therewereestimated to bearound thirtythousand firefighting vehiclesin

serviceinChinain2014.Annualsalestotaledapproximatelyfourthousand,the

majorityofwhich were in the price-sensitive segmentserved bylocalplayers.

Comparedtodevelopedeconomies,Chinawaslaggingfarbehindindeployinghigh-

end firefighting and rescuevehiclesforspecialpurposes.With theadvanceof

urbanization,thenumberofhigh-risebuildingsandthecomplexityoffirefighting

operationsarebothexpectedtorise.Consequently,demandforpremium equipment

isalsoonagrowthtrajectory.CIMCcouldhaveauniquecompetitiveadvantagewith

Zieglerunderitsumbrella,asGermanbrandstypicallyenjoyagoodreputationin

ChinaandcouldhelpCIMCbreakintonewmarkets.

Integrationandtransformation

Bythetimeoftheacquisition,Zieglerhadrecoveredconsiderablyunderthe

managementoftheinsolvencyadministrators.Nevertheless,challengesloomed

whenCIMCacquiredZieglerattheendof2013.

From the experience ithad gained during the previous decades,CIMC’s



149

leadershipknew thattherewasnopanaceaforintegratingandtransformingnew

subsidiaries.Instead,itssuccesswastobefoundedonthreekeypillars:people,

organization,andculture.InthecaseofZiegler,corporategovernancewasdeficient

byanystandard.Duringtheinsolvencyprocedure,externalconsultantswithshort

tenuresheldmostmanagerialpositions.Consequently,CIMC hadtorebuildthe

managementteam from thegroundupafterthetakeover.Controlsystemswere

weekwithinthecompanythathadbeenfamily-runforoveracentury.Businessunits

indifferentlocationsuseddifferentformatstowritereportsanddataqualityvaried

widely.Steeringthecompanyremotelyfrom Chinawasclearlynotanoption.

Li,headofAirportFacilities,wasaccountablefortheZieglerGroup,asZiegler

belongedtohisbusinessunit.Inabreakwithconvention,Liactuallybecamethefirst

CEOoftherevitalizedZieglerGroup–amovethatsignaledZiegler’simportanceto

CIMC.Hislong-timedeputy,Luan,cameonboardinNovember2013.Afterashort

ChristmasandNewYearbreak,hereturnedtoGiengen,accompaniedbyLeoDeng,a

CIMCmanagerwithabackgroundinfinanceandmanagementsystems.Theyhad

themissiontorevivetheailingGermanbrandonbehalfoftheChineseinvestor.

Tothebestofmyknowledge,thiswasthefirsttimeinrecentyearsthata

ChineseinvestorhadappointedaChinesenationalasageneralmanagerforanewly-

acquiredentityinGermany.Asamatteroffact,Zieglerwasauniquecaseinthat

therewasessentiallynoincumbentmanagement.AlthoughLuankeptalowprofileat

Ziegler,itmusthavebeenadauntingtaskforaChinesemanagertorunaGerman

company,whichpreviouslyhadlittleconnectiontoChinesebusinesspracticesor

culture.Thesetupwassomethingquiteoutoftheordinaryforatraditionalcompany

rootedinSwabia.
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TheburningissuethatLuanhadtoresolvefirstwasZiegler’smanagement

team,asthecompanyhadbeenrunbylawyersandconsultantsinthetransition

periodbeforethetakeover.Hehadtoputtogetheracompetentteam asquicklyas

possibletobringthebusinessbackonitsfeet.Luantookimmediateactionsto

replacetheinterim managerswithexternalhires.Nevertheless,themanagement

reshufflecouldonlytakeplacegradually,asitwaspracticallyimpossibletofindthe

rightpeopleallatonce,nottomentionthatGiengen’slocationwasfarfrom attractive.

Evensomeofthenewlyhiredexecutivesadmittedthatthecompany’slocationwasa

realconcernforthem priortojoiningZiegler,althoughGiengenhouses,infact,at

leasttwootherworld-famousbrands,BoschandSteiff(theteddy-bearmaker).It

tooksometimetomaketheseadjustments,butthereshuffleisnow complete.

Beforetheinsolvency,therewaspracticallynoboardofmanagementastheZiegler

familyeffectivelymadealldecisions.SoonafterCIMC’sownershipbegan,abrand-

newboardofmanagementwasappointed,headedbyLuan(seeFigure31).Itwasa

highlyinternationalanddiversifiedteam,consistingofsixpeoplefrom fourcountries,

China,Germany,theNetherlands,andCroatia.LuanwastheonlyChinesenationalon

theboard.However,therealinnovativepartwastherotationmechanism.Twoofthe

sixseatsontheboardareupforre-selectionbythestandingmembersoftheboard

everytwoyears.Theboardmembercandidatesareexperiencedmanagerswithinthe

ZieglerGroupthathavedemonstratedexemplaryperformances.Thismechanism

wasintroducedasawaytorewardandincentivizetopperformers.Inadditiontothe

board ofmanagement,a supervisoryboard was formed to steerthe strategic

directionofthecompany.
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Figure31:Zieglerboardofmanagement

Source:ZieglerGroup

In its entire history,the ZieglerGroup had been a highly decentralized

organization.Itssatellitefactorieswerehighlyindependent,somewhatresembling

franchises.Decision-makingprocedureswerenotformalizedandsynergypotential

waslargelyuntapped,whiletherewasanabundanceofoverlappingorganizational

functions between the headquarters and the subsidiaries.After taking over

leadership,Luaninitiatedthecentralizationofgroupfunctions.Forexample,payroll

administration,theappointmentofpersonnel,procurement,marketing,andsalesat

allZiegler’s subsidiaries were unified.Group-wide rules were developed and
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implementedacrossZieglertoreinforcetheheadquarters’centralroleinfunctional

management.TheintegrationofHR,IT,finance,procurement,and R&D isnow

completedandgroupdirectorsforthesefunctionshavetakenuptheirpositions.The

managementoptimizationprocessissettocontinueatasubsidiarylevelinthe

comingyearsaccordingtoLuan’splan.

In the meantime,the new managementtookon theinternalauditing and

managementcontrolsystemsofthesubsidiaries.AccordingtoCIMC’spolicy,a

complete compliance package should comprise financial reports,corporate

governance, business administration, duty incompatibility, and related-party

transactions,etc.TheoldZieglergroupwasplaguedbyamultitudeofcompliance

issuesandalthoughlegalcomplianceimprovedconsiderablyduringtheinsolvency

period,itstillwasbelowinternationalstandards.Specifically,thescopeofnon-legal

complianceatZieglerwasnarrow,onlytakingintoaccountsalesandmarketing,

procurement,andemployeeethics.ThestartingsituationatZieglerwasfarfrom

satisfactory.Forexample,thefinancialreportsfrom differentsubsidiarieswere

neitherstandardizednorcompliantwithGermanaccountingstandards(Generally

AcceptedAccountingStandards).Itiseasytoimaginehow difficultitwasforthe

managers to run the business.A comprehensive analysis was conducted and

improvementplansweredevised.Afteracoupleofyears,themajorityoftheissues

withmanagementcontrolsystemshadbeenresolved,andreportinghadbeenunified

toalargeextent.Everyfactorywasrequiredtosubmitfinancialreportstothe

headquarters on a monthly basis.The gap to CIMC’s own standards ofrisk

managementandcontrolsystemshadnarrowedsignificantly.

AtatraditionalSwabiancompany,likeZiegler,employeesplayanimportantrole
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andcanexertconsiderableinfluenceonmanagerialdecisions.Mostemployeeswere

membersofIGMetall(IndustrialUnionofMetalworkers),thelargestandthemost

influentialworkers’unioninEurope.Itsnamedoesnotdoitjusticeasitrepresents

theinterestsofnotonlyemployeesintheminingofmineralsbutalsothoseinmany

otherdifferentindustries.Ifrelations with the employees were nothandled

appropriately,itcouldhavehadsevererepercussionsforCIMCandanyfutureM&Ait

wishedtoundertakeinEurope.Forthisreason,immediatelyassumingoffice,Luan

began collaborating closely with the works counciland tried to have open

discussionswiththeemployees.CIMCleadershipsentaveryclearmessagetoall

staffatthefirstemployeecommunicationmeeting,reaffirmingCIMC’spromiseto

keepeveryjobatGiengenandfurtherdeveloptheZieglerbrand.

ThiswasabigpromisebutCIMCkeptitsword.Notonlyweretheexistingjobs

secured,manynewjobswerealsocreated,attheheadquartersinGiengenandother

locationsinsideandoutsideGermany(see

Figure1Figure32).ThenumberofemployeesinGermanyrosefrom 699in

2013to861in2016,whilethetotalworkforcegrewfrom 1,079to1,330inthesame

period,representinga23percentincrease.Recruitinganddevelopingnewtalenthas

becomeatoppriorityatZiegler.Newemployeesareteamedwithexperiencedstaff

tolearnfrom theirexperienceandbestpractices.Underthenew humanresources

structure,newlyhiredpersonnelhavetoattendmandatorytrainingsessionswith

newlydevelopedcurricula.Withtheplannedexpansionofproductionsites,even

morestaffareexpectedtobehiredinthecomingyears.
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Figure32:NumberofemployeesatZiegler(2011–2016)

Source:ZieglerGroup

Collaborationwiththeworkscouncilwentsmoothly.Theheadoftheworks

council,JochenBrachert,whoalsorecentlybecameamemberofthesupervisory

board,recallsthathedidnothaveanypreconceivednotionsabouttheChinese

investorspriortothetakeover(personalinterviewbyauthorinGiengenanderBrenz

onOctober10,2016).Afterall,itcouldonlybebetterthantheinsolvency.Looking

backatthelastthreeyears,heispleasedwiththeprogressthathasbeenmade.He

andtheworkscouncilhavehadmeetingswithLuaneverytwoweekstoaddressthe

workers’concerns.Inaddition,heandLuangototheshopflooronaregularbasisto

talktotheworkersdirectly.Thestaffappreciatedtherespecttheywereshownand

thattheywereattentivelylistenedto–somethingthatcannotbetakenforgrantedin

largeorganizationsinGermany.BrachertvaluedLuan’sopennessandsincerityin

handlingstaff-relatedissues.Moreover,from hisconversationswithhiscolleagues
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atIG Metall,helearnedthatChineseinvestorsatotherGermancompanieshad

exercisedsimilarcaretokeepjobsandtreatemployeesfairly.

LuanandDengdecidedthattheirroleshouldbetoactasbridges,giving

guidanceandfacilitatingcommunicationbetweenZieglerandtheholdingcompany,

ratherthanmerelysupervising.Inanycase,theprerequisitefortheirrolewasmutual

understanding.TheChinesemanagerscouldnotspeakGermanandtheirGerman

counterpartscouldnotspeakChinese.TheyhadtoresorttoEnglishasthelingua

franca.AlthoughZieglerhadaninternationalcustomerbaseandsubsidiariesin

remotecountries,thelocalGermanstaffwerenotfluentinEnglish.Ittookseveral

yearsfortheorganizationtoadapttoitsnewcompanyspeak.Nowallmanagement

meetingsareheldanddocumentedinEnglish.Nevertheless,Germanremainsasthe

dominantlanguageontheshopflooramongtechniciansandassemblyworkers.To

accommodateBrachert,theworkers’representativeonthesupervisoryboard,a

German-speaking Chinese colleague would interpretforhim during important

meetings.Ithadbeenadifficultchangeforeveryone,butLuanfirmlyandfully

implementedthenewlanguagerequirement.Duringmyinterviewswiththemembers

oftheboardinOctober2016andFebruary2017,theyjokedthat,thankstoLuan’s

policy,theyallspeakbetterEnglishbynow.Themanagementteam alsoadopted

WeChat,apopularinstantcommunicationappfrom China,asacommunicationtool

amongthemselves.RenéPol,GroupCSOatZiegler,evencouldshowoffbyusinga

hiddenfeatureimbeddedintheappthattranslateschatsinstantly.

Gainingthetrustoftheworkforceandthemanagementteam wasanimportant

achievementfortheChineseinvestorinthepost-M&Aintegrationphase.Thenext

crucialtaskwastowinoverthecustomerbaseandgrow thebusiness.Thecartel
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scandalandtheensuinginsolvencyhadleftamarkonZiegler’sreputation.Although

thisrecoveredtoacertainextentduringtheinsolvencyperiod,customers’trustin

Zieglerremainedvulnerable.HavingaChineseinvestorwithastronggovernmental

connectiondidnotdomuchtohelp,especiallyconsideringmanyofZiegler’skey

accountshadtiestotheGermangovernmentormilitary.WhileLiwasstillCEOat

Ziegler,reassuring the company’smain customerswastop ofhisagenda.He

traveledaroundGermany,visitingthemostimportantcustomers,inaneffortto

dispelconcernsoverCIMC’sconnectionwiththeChinesestate.Hisapproachworked,

asZieglerwasabletomaintaintheGermanArmedForcesasoneofitscustomers

andwinnewordersinthesubsequentyears.

UnderLuan’sstewardship,Zieglerwasabletoachievesteadyrevenuegrowth

yearafteryear.2016stoodoutinparticular,withrevenuesoaringto220millioneuros,

representing a26 percentyear-on-yeargrowth (seeFigure33).In contrast,the

industry’saveragegrowthratehasbeendecliningforyearsandwasestimatedtobe

just1.6percentinthesametimeperiod.
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Figure33:RevenueofZieglerGroup(2011–2016)

Source:ZieglerGroup

In2016,Zieglerfinallyreturnedtotheprofitzone,bookingapositiveEBITof

nearlyfivemillioneuros,or2.1percentinrelativeterms(seeFigure34).Itwasthe

firsttimeinatleastfiveyearsthattheZieglerGroupasawholewasprofitableagain.

Figure34:EBITmarginofZieglerGroup(2011–2016)

Source:ZieglerGroup

Thissuccesswastheresultofimprovementsonmultiplefronts,inadditionto

thosepreviouslymentionedregardingcomplianceandmanagementcontrolsystems.

Tostartwith,CIMCattachedgreatimportancetoR&D.AftertakingoverZiegler,it

continuouslyexpandedtheR&Dteam inGermanyandincreasedspendingonnew

productdevelopment.SinceCIMC’sacquisition,thesizeoftheR&Dteam atZiegler

hasgrownby50percent.Inthesameperiod,expenditureasapercentageofrevenue

hasdoubledto3.2percent(seeFigure35).Onaverage,hiddenchampionsspendsix

percentoftheirrevenueonR&D(Simon,2012).Accordingtothisbenchmark,Ziegler

stillhasroom forimprovement.
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Figure35:R&DstaffandspendingatZiegler(2011–2016)

Source:ZieglerGroup

Thatbeingsaid,theinvestmentZieglerhasmadesofarhasalreadybornefruit.

Zieglermanagedtofile19patentsin2016alone,animprovementofnearly100

percentcomparedtobeforetheinsolvency(seeFigure36).Productinnovationshave

been wellreceived,such as the Alpas (Aluminum-Panel-System)III;the next-

generationairportrescuevehicleZ-Class2020;thespacioustruckcabinZ-CabNG

XL;andanupgradeofthecontrolunitZ-Control2.0.Someoftheseprojectshave

alreadydeliveredfinishedproductsthathavebeensoldtocustomers,whileothers

arestillunderdevelopmentbutareonschedule.
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Figure36:PatentsfiledbyZiegler(2011–2016)

Source:ZieglerGroup

From 2014onward,therevenuecontributionofnewproductsrosedramatically,

from zeropriorto2014to75millioneurosin2016,i.e.morethan55percentof

annualrevenue.InnovationbecameZiegler’sgrowthengine,layingagoodfoundation

forsustainabletop-linegrowth.
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Figure37:Newproductsandtheirrevenuecontribution(2011–2016)

Source:ZieglerGroup

Innovationdidnotonlyapplytotheproductsbutalsotheproductionfacilities.

Contrarytoitsimageasatechnology-drivencompany,theGiengenplanthadbeen

reliantonoutdatedmanufacturingprocessesandhadmoreincommonwithmanual

workshops.Thelayoutoftheshopfloorwassuboptimal,causinginefficiencyin

production.Inanefforttomodernizetheplant,thenew Zieglermanagementteam

drew upastrategyforproductionandlogistics,focusingonoptimizingfloorlayout

andassemblyprocedures.Zieglerhadthechancetocarryouttheoptimizationofits

productionprocessesinparalleltocompletingalargeorderforakeyaccount.After

theupgrade,Zieglerwasabletodrasticallyincreaseefficiencyandreduceleadtime.

Inordertoensurethesuccessoftheoptimizationproject,progresswasassessedon

setdayseachweeksothatpotentialproblemscouldbedealtwithbeforethey

becameseriousissues.

RenéPol,aDutchnational,wasappointedGroupCSOafterZieglerbecamepart
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ofCIMC.HeisaveteranatZieglerGroup,havingworkedforthecompanyonandoff

sincetheearly1990s.HenotedthatZieglerhadbeenoverwhelminglyfocusedon

continentalEuropeasitstargetmarket.Internationalmarketswerebasicallyignored,

as the owners did notaspire to make the company a globalplayer.The

organizationalstructurehadnotbeenconducivetooverseasbusinessastherewas

nodedicatedteam totakecareofpre-salesconsultationoraftersalesservicefor

internationalcustomers,nottomentionthathardlyanyoneattheheadquarterscould

communicateproperlyinEnglish.Theinternationalizationofthebusinesshasgained

momentum underCIMC’sownership.Thesalesandcustomerserviceinfrastructure

hasbeenrevamped,andadedicatedteam ofsalesandsupportstaffhasbeenbuilt

toassistinternationalcustomers.Asales-drivensubsidiaryofZiegler,whollyowned

byCIMC,wasfoundedinBeijingtobeclosetolocalcustomersandprovidemore

agileservices.Asof2016,therewereaboutadozensalesandservicestaffworking

outoftheBeijingsubsidiary.CIMCwasalsoinstrumentalingeneratingnewbusiness

opportunitiesforZieglerfrom itsbroadnetworkoflocalChinesecustomers.Acase

inpointwastheorderfrom GuangxiNanningfiredepartment,whichordered17large

multi-functionalurbanfiretrucksfrom Zieglerasearlyas2014.Itwasthefirsttimein

Ziegler’shistorythatitdeliveredfiretruckstoaChinesecustomerinsuchabig

volume.

CIMC’slead-generationcapabilitystretchesbeyondChinaasithasoperations

inmanypartsoftheworld.Zieglerbenefittedfrom theairportfacilitiesbusinessunit

inparticularastheircustomersoverlapped.Polmentionedthatafewleadshadbeen

referredtoZieglerbycolleaguesintheairportfacilitiesdivision(personalinterview

withauthoronFebruary8,2017).
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Themarket-orientedgrowthstrategypaidoffevidently.Inthepast,thecompany

generatedoverthreequartersofitsrevenueinGermany,accordingtoPol.Whilethe

shareofrevenuegeneratedinGermanyhadhoveredaround60percentin2013,this

proportiondroppedtobelow 50percentthreeyearslater,withChinacontributing

significantlytorevenuegrowthoutsideGermany(seeFigure38andFigure39).

Revenuecontributionfrom Chinarosefrom almostnonein2013to12percentin

2016,accountingfor70percentofrevenuefrom Asia.

Figure38:Revenuebyregion(2013) +Figure39:Revenuebyregion(2016)

Source:ZieglerGroup

Amoreopen,market-orientedZieglerhastakenshapesincebeingacquiredby

CIMC.Notonlyhasdomesticbusinessstabilizedandgrowthpickedup,Zieglerhas

alsoinitiatedacourseofinternationalization.Continuouseffortstoinnovateand

streamline corporate governance laid a solid foundation forthe nextstage of

developmentunderCIMC’sleadership.

Growthinitiatives
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TherevivedAlbertZieglerGroupbrokeeventhreeyearsafterbecomingpartof

CIMC and was wellpositioned forfuture growth.Within the company,a new

corporate-governance set-up had been introduced,providing transparency and

efficiency,andawell-functioning,competentmanagementteam wasnow upand

running.Externally,thenegativeimpactofthecartelincidentandthesubsequent

insolvencyhadgraduallydiminished.Zieglerrestoreditsreputationasaleading

manufacturerofqualityfirefightingandrescueequipment.Prospectslookedgood

forZiegler,asitbegantoemergeasarisingglobalplayerwithcomprehensive

supportfrom theholdingcompany.

Astowherethejourneywasheaded,CIMC/Zieglerhadaclearanswer.A

specialtaskforceconsistingofmembersfrom bothCIMCandZieglerspentmore

thansixmonthstogetherdevising“Strategy2020”,afive-yearplanoutliningtheway

forward.ThecoreofthestrategyaimedforCIMCtobecometheworld’sleading

provideroffirefighting and rescue solutions.Ziegler,asa premium brand and

technologicalpowerhouse,wouldplayacentralroleinachievingthatgoal.

Luanexplainedthatby2020,CIMC’sfirefightingandrescuebusinessunitwould

becomprisedofafleetofaffiliatedcompanies,amongwhichZieglerwouldserveas

theflagship,promotingnew technologiesandsharingcriticalexpertiseandbest

practiceswiththeothermembersoftheunit.By2020,CIMC/Ziegleraimstohave

establishedaprominentpresenceinallmajormarkets,i.e.Europe,China,andthe

Americas(personalinterviewwithauthoronOctober10,2017).

Theoverallsalesplanforecastsan18percentcompoundedannualgrowthrate

overafive-yeartimeframe.OrganicgrowthatZieglershouldaveragearound10

percentoverthesameperiod.Inviewoftheaverageindustrygrowthrate,whichwas
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inthelowsingledigits,theplanwasextremelyambitious.Germanemployeessoon

voicedtheirconcernsoverthechallengingtarget.Oneofthematterstheyraisedwas

thatqualitycouldsufferasaconsequence.Tosubstantiatethegrowthplanand

address the employees’concerns,the task force defined 57 specific projects,

spanningabroadrangeofareas,suchasoperations,sales,finances,services,supply

chain,andIT.

OperativeefficiencyhadimprovedremarkablyattheGiengenplantowingtoits

proximitytothegroup’sheadquarters.Yetprogressatotherplantsvariedbyawide

margin,astheyhadbeenhistoricallymanagedinisolatedsilos,meaningtherewas

stillroom forimprovementingeneral.

Lookingahead,thecompany’smanagementstructureandprocesseswillbe

furtheroptimizedtoreducecostsandincreaseefficiency.Somesmallorunprofitable

entitieswillbeclosediftheynolongermakeeconomicsense.Therolesofeach

plantwithinthegroupwillbemoreclearlydefinedtotapsynergiestothefullest.For

example,Giengen,astheheadquartersoftheZieglerGroup,willberesponsiblefor

developingandmanufacturingstandardvehiclessuchastheHLFseriesandZseries.

ProductioncapacityinGiengenwillexpandwiththeadditionofanewservicecenter

locatedsixkilometersfrom theheadquarters.CapacityinMühlauwillbefullyutilized

tomanufacturedifferenttypesofstandardvehicles,suchastheMLFandTSF,while

Rendsburgwillbecomeanimportantservicehubinadditiontoproducingmodel

series,includingtheTSFandKLF.

Alargeproportionoftheincreasedoperationalefficiencyshouldresultfrom the

“ConfiguratorProject”,whichwaslaunchedin2016.Theaim oftheprojectisto

streamlinetheinformationflow betweensalesandproductionteams,andincrease
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theaccuracyofcostingbyusingstandardizedbillsofmaterials.Furthermore,the

Configuratorshouldspeedupprocesses,from costingandproductionpreparationto

manufacturingstandard-specificationproducts,supportedbymodularizedbillsof

materialsandpricelists.Uponcompletionoftheproject,standardcomponents

storedatallproductionsiteswillbeharmonized,leadingtoreducedcostsandfaster

productionramp-upthroughimprovedavailabilityofspareparts.

Inregardtofuturegrowthdrivers,Luannamestwoimportantlevers.Thefirstis

investingcontinuouslyinR&DtosecureZiegler’scompetitiveedgeandapremium

position within the industry. The second lever is pushing forward the

internationalizationoftheZieglerGroup(personalinterviewwithauthoronFebruary

8,2017).Thecompanyconsidersthelast10 yearsa lostdecade.Itsbiggest

competitor,Rosenbauer,usedtobeaboutthesamesizeasZiegler.WhileZiegler

wascontenttositbackandreapthebenefitsofthefour-partycartelagreement,

Rosenbauer,also a memberofthe cartel,kepton investing and successfully

expandedintheUSmarket.Asofnow,Rosenbauer’sannualrevenueisapproaching

900millioneuros–fourtimesthatofZiegler.

AspartofCIMC,Zieglerhasthechancetoresumeitsgrowthpathworldwide

andnarrowthegaptoRosenbauer,especiallyinChina,whereCIMC/Zieglerhasbuilt

agoodfoundationoverthelastcoupleofyears.ThesubsidiaryinBeijingwillbeable

toprovideconsultationandaftersalesservicesataspeedthatwouldhavebeen

impossible a few years ago.Ziegler’s sistercompany,CFE has a verystrong

presenceinSichuanthankstoSichuanChuanxiao’ssalesnetworkandproduction

base.Chuanxiao was founded in 1963 underthe name Sichuan Firefighting

EquipmentGeneralWorks,astate-ownedenterprise.Since1995,ithasbeena100
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percentsubsidiarycompanyofCFE.Itisavaluableassetas,thecentralgovernment

nolongerissueslicensesformanufacturingfirefightingvehiclesinChina.Although

therehasbeenlittlecooperationbetweenZieglerandChuanxiaosofar,thepotential

synergyissignificantinavarietyofareas,suchaspurchasing,R&D,andmore

importantly,salesandmarketingactivities.Asafirststep,Zieglerrecentlymade

planstoseekanddevelopstrategicsuppliersinChinathroughitsentityinBeijing.In

themedium tolongterm,CIMCaimstobethefirstnationalplayertogainatleasta

30percentmarketshareinChina.

AlthoughtheprospectsinChinaarebright,itwillnotbeaneasywin,saysPol,

CSOoftheZieglerGroup.Accordingtohisestimates,theannualmarketvolumefor

firefightingandrescuevehiclesisaround4,000intotal,andtheaddressablemarket

(i.e.high-end,importedvehicles)isonlyone-tenthofthetotalmarket,reducingthe

marketpotentialforZieglerto400.Zieglerdeliveredabout100firetruckstoChinain

2015.Theroom forsignificantgrowthcouldbelimitedunlesstheoverallmarketsize

increasesordemandshiftstowardmorehigh-endproducts.Anotherpracticalhurdle

forforeigncompaniesingeneralistheso-called3Cinspectionimposedonallfire

vehiclesbeforetheycanbehandedovertoendusers.Suchinspectionscanonlybe

carriedoutinChina,resultinginadditionalcostsandextendeddeliverytimefor

foreignmanufacturers.Itiscommonpracticeacrosstheworld.

Tocountertheseentrybarriers,CIMC/Zieglerisevaluatingalternativebusiness

models.OneoptionwouldbetoadoptamodelsimilartotheoneemployedbyApple.

ThiswouldmeanproductswouldbedesignedbyZieglerinGermany,whilethe

necessarylocalmodificationsandassemblywouldtakeplaceatproductionsites

closetowheretheordersaremade,betheyinChina,SouthAfrica,oranywhereelse.
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Thissolutionwouldalso alleviatethecapacitybottleneckatZiegler’sEuropean

plants,whichhasalreadyforced Zieglerto turndownvaluableordersand pay

penaltiesfordelayeddeliveries.

In2016,thefirstyearunder“Strategy2020”,Zieglerachieved220millioneuros

inrevenue,beating itstargetbysixpercent.Variousimprovementprojectsare

currentlyunderway,pavingthewayforittobecomeaworldleaderinfirefightingand

rescuesolutions.

Closingremarks

ThecontrastintheZieglercasewasintriguingastheacquiringcompany,CIMC,

wasaheavyweightindustrialconglomeratewithastronggovernmentalbackground

andaninternationaloutlook,whiletheacquiredcompany,Ziegler,wasasmallfamily-

run business rooted in the Swabian Alb area,a region usuallyknown forits

conservatism.Howdidtheycometogether?Howdidtheygetalongwitheachother?

Whatchallengesdidtheyface?Wherewilltheirjourneylead?

Thesituationisquiteunlikethetypicalacquisitiononewouldexpectfrom a

Chinese investor.In recentyears,Chinese investors have tended to applythe

“partnering approach” to the post-M&A integration phase. The core belief

underpinningthestrategyisthattheincumbentmanagementpossessesmarket

knowledgeandrelationshipsthatarekeytothesuccessoftheacquiredcompany.As

such,theseniormanagersshouldberetainedaftertheacquisition.TheChinese

investorhasmoretogainbypartneringwiththem andinterferingaslittleaspossible.

Obviously,CIMCdidnothavetheprivilegeofacompetentincumbentmanagement

team whenitclosedthedeal.Luan,CEOoftheZieglerGroup,almostsingle-handedly
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builtanewmanagementteam andreinstatedcorporategovernanceattheformerly

family-runbusiness.Hisapproachsucceeded–businessturnedaroundinjustthree

yearsandZieglerexpectstostayprofitableforyearstocome.Althoughhemodestly

describeshisroleasactingasabridgebetweenZieglerandCIMC,therewasclearly

moretothissuccessstory.Overcomingculturaldifferenceswasonlythetipofthe

iceberg – there were a plethora ofchallenges.This case studyhas probably

discussedonlyasmallnumberofthese.

Asthetitleofthecasestudysuggests,thefirefightingandrescuesectorisa

new areaofbusinessforCIMC.Entryintothissectorwasmostlydowntogood

fortune,astherewasinitiallynoplantodevelopfirefightingandrescueequipmentas

acorebusiness.ZieglercametoCIMC’sattentionbecauseitwasthoughtthatit

wouldcomplementitsairportfacilitiesbusiness.ThepotentialofZiegler’sown

businessareawasonlyrealizedlater.ItisworthnotinghowquicklyCIMCadaptedits

strategytoward Ziegler,navigating unchartered waterswith a seriesofspecial

measures.

ProbablythemostinterestingaspectoftheCIMC/Zieglercaseiswhetherthe

company willindeed succeed in becoming a prominentglobalplayerin the

firefightingandrescueequipmentbusiness.CIMCachievedthisfeatoncebefore

withitscontainerbusinessmanyyearsago.Now,itisbetterpositionedandhas

manymoreresourcesatitsdisposal.Doesthismeanthatitsoddsofsucceeding

haveimproved?

Inanycase,CIMCwillnotlimititselftoorganicgrowthbutcontinuetoengage

inM&Aoffirefighting-relatedcompaniesinthecomingyears,fillingthegapsinits

geographicand productportfolios.Asamatteroffact,atthetimeofwriting,
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CIMC/ZieglerhadjustacquiredaminoritystakeinCELAS.r.L.,aprivateItalian

company and a hidden champion,specializing in industrialworking platforms,

firefightingplatforms,andwatertowers.In2016,thecompany’srevenuewas18

millioneuros.Throughequityparticipation,Zieglerwasabletogainstrategicaccess

toakeyfirefighting-relatedtechnology,allowingittoprovidebettercustom-made

solutionsforcustomersinneedofelevatedworkplatformsandwatertowers.

ThevoyageoftherevivedZieglerGroupundertheumbrellaofCIMChasjust

started.Newshoresawaitahead.

4 ValuecreationthroughM&A–Aprocessperspective

4.1 TheChineseapproachtopost-M&AintegrationinGermany

ThepreviouschapterfeaturedthreecasestudieswiththreeChineseacquiring

companies:theSGSBGroup,previouslyknownasShangGong,theCIMCGroup,and

JoysonElectronics.Thefirsttwoarestate-ownedenterprisesandthelatterisa

privately owned company.In whatfollows,Ihighlightthe commonalities and

differencesbetweentheirapproachestopost-M&Aintegration,whichoffersalens

throughwhichtounderstandChineseinvestors’valuecreationstrategyinGermany.

Motiveandstrategy

ThethreeChinesefirmswerelookingforgrowthopportunitiesandviewedthe

acquired German firms asgrowth partnersratherthan cash cows.The senior

managersoftheChineseacquirersarereluctanttorefertothemselvesas“investors”,

aterm thatisoftenassociatedwithshort-sightednessorself-centralism inChina.

Instead,theyprefertoidentifythemselvesas“integrators”oreven“valuecreators”.

NoneoftheChineseacquirerspresentedinthecasesplantoselltheirGerman
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subsidiariesanytimesoon.Thelong-term investmenthorizonsetstheChineseapart

from therestoftheinvestorcrowd.SuchmindsetiscommonplaceamongChinese

firmsthathaveacquiredfirmsoverseasinrecentyears,implyingthattheChinesedo

notrelyonfinancialengineering,asistypicalofPEfundswithfiniteexitwindows.

Althoughtheintegrationprocesswasatdifferentstagesatthethreefirms,a

patternwasobservableacrossthecases.Thecompaniessuccessfullysetthebasics

rightearlyonandsoonstartedexploitingtop-linepotential.Afterall,noworld-class

companysucceedsbycostcuttingonly.

Despitethecommongoalofpursuingofstrategicassets,therearenuancesto

themotivationsbehindeachoftheacquisitions.SGSB wasgrapplingwithgreat

uncertaintyoveritsownfate,whenitstartednegotiationstoacquirethesewing

machinemanufacturerDürkoppAdler,whichhadalsobeenstrugglingtomakea

profitforalongtime.SGSBwasinurgentneedofreformingitselfandlookedto

acquisitionofaforeigncompanyasonelastresort.Ithadbeenabumpyjourney

sincetheacquisition,butDürkoppAdlermadeit,survivingtheeconomicdownturnin

2009 and keeping its technologicaledge,thanks to the unwavering supportit

receivedfrom itsChinesemothercompany.Now DürkoppAdleriswell-poisedto

striveforworldwidemarketleadership.Aweak-weaksituationwasturnedaroundto

awin-winsituationforSGSBandDürkoppAdler.

CIMCwasactuallyoneofthefirstSino-foreignjointventuresinChinatobeco-

founded and managed byforeigners,although itdoeshave strong ties to the

government.CIMCbecameinterestedinZiegler,thebankruptfirefightingandrescue

equipmentmanufacturer,becauseZiegler’sairportrescue-truckproductwasthought

tocomplementCIMC’sairportfacilitiesportfolio.Whilethiswasindeedthecase,it
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became clearfairlyquicklythatthe firefighting business could be a lucrative

businesswithexcellentgrowthprospectsinitsownright.

JoysonElectronics,theonlyprivatelyownedcompanyfeaturedinthecases,isa

veryyoungcompanyfoundedin2004.Justsevenyearslater,itacquiredPrehGmbH,

aleadingautomotivesupplierofelectroniccomponents,from theprivateequity

houseDeutscheBeteiligungsAG.JoysonElectronicswasinurgentneedofPreh’s

expertiseregardingelectronicpartsaswellasdirectaccesstotheleadingOEM to

builditsautomotiveelectronicsbusinessand,moreimportantly,climbupthevalue

chainforbettermarginsandsustainablegrowth.

Inanutshell,themotivationsoftheChineseacquirerscanbecharacterized

alongtwodimensions:theurgencytoacquirenewentities;andtheirrelevancetothe

company’sexistingcorebusiness.TheChinesefirmsfeaturedherecanberoughly

plottedonthematrixbelow(seeFigure40).Thediagram presentsasnapshotshortly

beforeoratthemomentofthetakeover.However,motiveisnotstaticandshifts

overtime,asseeninthecaseofCIMC,whereZiegler’srelevancetoitsparent

company’scorebusinessincreased,whenthepotentialthefirefightingandrescue

businessforthegroupasawholesurfaced.
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Figure40:MotivationofChineseacquirers

Source:Self-compiledbyauthor

Coincidentally,noneoftheChineseacquiringcompanieshadaclearlydefined

strategyforvalue creation priorto the acquisitions.ShangGong Europe’s first

comprehensivegrowthstrategywasofficiallyintroducedalmosttwelveyearsafter

theacquisition;CIMCoriginallywantedtointegrateZieglerintoitsairportfacilities

business;andwhileJoysonElectronicswasclearaboutenteringtheelectronicparts

sectorfrom thebeginning,itdidnothaveanofficialvaluecreationstrategybefore

theacquisitioneither.TheChineseacquirerstrustedtheirgut-feelings,focusingon

thedirectionofthestrategyratherthanthedetails.Theyarealsopragmaticandplay

byear,honingtheirstrategyskillsasintegrationdeepens.Thegoodnewsforthe

acquiredfirmsisthattheChineseacquirerstreatthem asequalpartners,whoco-

evolveovertimethroughmutuallearningandleveraging.

Corporategovernance

Theincumbentmanagementteams,workscouncils,andstaffoftheacquired

firmshaveconcernsaboutincomingChineseowners,mainlystemmingfrom their

limitedexperiencewiththefar-offAsiancountry.Indeed,Chinesefirmshaveamuch
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shortertrackrecordwithM&AthanmanyoftheirWesterncounterpartsandthey

lackedtheexperienceindealingwiththelargenumberofstakeholdersthatthey

encountered,whentheyfirstexpandedoverseas.Ithasbeenasharplearningcurve

forbothsides.

Beingsensibleabouttheirshortcomings,Chineseacquirerstendtoleavethe

targetcompanies’managementteamsintact,astheyaremorefamiliarwiththelocal

marketandstakeholders,suchascustomers,suppliers,employees,andlenders.The

continuityofthebusinessisintheinterestofeverypartyinvolved.

Thethreeacquiredcompaniesfeaturedinthesecasestudieshavedifferent

legalforms.DürkoppAdler,apubliclytradedcompany,isan“Aktiengesellschaft”

(stock corporation)by default.Both Preh and Zieglerare “Gesellschaften mit

beschränkterHaftung”or“GmbH”forshort(privatelimitedcompanies).

The two-tierboard system which emerged in the 1870s,consists ofthe

“Vorstand”(managementboard)andthe“Aufsichtsrat”(supervisoryboard).Instock

corporationsandlargelimitedliabilitycompanies,thetwotiersofboardhavetobe

separate.Themanagementboardconsistsonlyofinternaldirectorsandischarged

withmanagingthecompany.Thesupervisoryboard,comprisingofatleastthree

members,appointsandsupervisesthemanagementboard.Forfirmswithover500

employees,atleastonethirdoftheboardmembersshouldbestaffrepresentatives.

Themembersofthemanagementboardandthesupervisoryboardmustnotoverlap.

The size and constellation of the managementteams vary widely,as

demonstrated by the three cases in focus.Dürkopp Adlerhas a six-member

supervisoryboardwithtwomembersonitsmanagementboard.Preh’stwoboards

haveroughlyequalnumbersoneach.Ziegler’sboardstructureistheoppositeof
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DürkoppAdlerasitsmanagementboardislargerthanitssupervisoryboard(see

Figure41).

Figure41:BoardstructureoftheGermanfirmsafteracquisition

Source:Self-compiledbyauthor

Dürkopp Adler’s supervisory board has three Chinese faces:Zhang Min,

chairmanofDA’ssupervisoryboardandCEOofparentcompanySGSBGroup;Fang

Haixiang,deputychairmanofDA’ssupervisoryboardanddeputyCEOofSGSBGroup;

andXiaolunHeijenga,ataxconsultantbasedinGermany.Themanagementboard

consistsofZhengYingandMichaelKilian.

InthecaseofPreh,Joyson’sfounderandCEO,JeffWang,andvicepresident,

JimmyGuo,satonthesupervisoryboardaftertheacquisitionofPreh.Jimmyleftthe

board acoupleyearslater,whileJeffstays.Afterthetakeover,theincumbent

chairmanofthesupervisoryboardScheffelsretainedhisposition.Heisalsoaboard

memberatDBAG,thepreviousownerofPreh.In2016,MichaelRoesnickresignedas

spokesmanofthemanagementboardandreplacedRolfScheffelsaschairmanof

thesupervisoryboard,whichScheffelscontinuestoserveon.OnPreh’sfive-person

managementboard,Charlie Caiis the only Chinese nationalsentby Joyson
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Electronics,whoisresponsibleforsupplychainmanagementandthecommercial

vehiclebusiness.

Ziegleristheuniquecaseamongthethree,asboththesupervisoryboardand

themanagementboardareheadedbyChinesenationals.LiYinhui,headofCIMC’s

airportfacilitiesbusinessunit,ischairmanofthesupervisoryboard,whileLuan

Youjun assumes overallresponsibility foroperations,supported by a diverse

Europeanmanagementteam.

Inallthreecases,theChinesemothercompanyrefrainedfrom parachuting

managerstotheGermansubsidiariesonthegroundofnotwantingtointerferewith

daily operations. Chinese managers know from their own experience that

managementshouldbedrivenbyoutcome,notbyformality.AtmanySino-foreign

jointventuresfoundedaftertheintroductionoftheReform andOpening-upPolicy,it

usedtobecommonpracticetoappointoneChinesemanagerandoneforeign

managerineachdepartmentwithinthecompany.Inhindsight,thedual-management

structurewasnotsuchagoodidea,asmanagementefficacyandefficiencysuffered

from redtape.

The Chinese acquirers learned from this lesson and granted the local

managementteam considerablelatitudeofmanagerialdiscretion.Thetotalnumber

ofrepresentativesfrom theChineseinvestorisalwayslimited,nomatterwhatroles

theyplaywithinthecompany.OnecouldarguethattheChinesehadnooptionbutlet

theincumbentteam runthebusinessintheabsenceofskilledChinesemanagers.An

alternativebuttemptingtheoryisthattheChinesearesimplymoretrusting,asa

worldvaluesurveyontrustattitudesofdifferentnationalitiesshows.
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Figure42:TrustIndex–WorldValueSurvey(shareofpeoplewhoagreewiththe
statement“mostpeoplecanbetrusted”)

Source:Trust–WorldValueSurvey

Integrationandtransformation

With the light-touch approach,Chinese investors tread carefully when

integratingandtransformingtheirnewlyacquiredGermansubsidiaries.Meanwhile,

theincumbentmanagementteam ischargedwithacentralroleintheintegration

process.AllthreecaseshaveshownthattheChineseacquirersdeliberatelyfollowa

laissez-faire strategy,which worked out well.SGSB and Joyson Electronics

outperformedtheirindustrypeersbyfarinshareholdervaluecreation;andCIMC

succeededinrestoringtheprofitabilityofabankruptfirm injustthreeyears.

Post-M&A integration typically unfolds in three phases (see Figure 43).

Experienceshowsthattop-linegrowthisparticularlyimportanttolong-term value

creation.Cost-cutting is essentialbuthas limited upside potential.Generally

speaking,strategictransformationusuallystartsinthethirdyearaftertheacquisition,
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focusingonchangemanagementandtop-linegrowthinitiatives,typicallythrough

smartinnovations.Thetimelinerepresentsaruleofthumb.Someacquirersdo

managetotapontop-lineinitiativesearlyon;otherswishthattheyhadtackledthe

revenuemanagementissuesearlier.

Figure43:Post-M&Aintegrationroadmap

Source:self-compiledbyauthor

The Chinese acquirers featured in the case studies have more orless

accomplishedphaseone,“quick-wins”,andphasetwo,“optimization”,andnow are

walkingthroughphasethree,“strategictransformation”.TogetherwiththeirChinese

shareholders,theGermanfirmsarepursuingbusinessopportunitiesbyengaging

new productsand/ornew customersegments.In themeantime,organizational

optimizationisunderwaytofacilitatethetransformation.

TheM-TypeseriesepitomizesDürkoppAdler’scontinuouseffortstoinnovate.If

itwerenotforSGSB’ssupport,newproductdevelopmentcouldhaveceasedinthe

aftermathofthe2008financialcrisis.Thecommitmenttoinnovationhasallowed
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Dürkopp Adlerto defend its technology leadership worldwide.In response to

megatrendslikeIndustry4.0andInternetofThings,DürkoppAlderhasdevelopeda

state-of-the-artnetworksolutiondubbedQondac4.0.Itisthefirstsolutionofitskind

inthesewingmachineindustryandwontheprestigiousTexprocessInnovation

Awardin2017.ThebeautyofQondac4.0liesinitscompatibility,i.e.theapplication

worksoneverybrandofsewingmachinewithaconnectivityfunctionandisnot

restrictedtocaptivebrands.WithhelpofQondac4.0,DürkoppAdlerisexploring

uncharteredterritoryandproducinggroundbreakingsolutionsfortheindustry.

Intermsoforganizationalstructure,DürkoppAdlerwas,foralongtime,largely

synonymouswithShangGongEurope.ShangGongEuropewasoriginallysetupin

2004asaninvestmentvehiclefortheSGSBGroupinEuropeanduntil2013,Dürkopp

Adlerwasthesoleinvestmentinitsportfolio.Withtheacquisitionofadditional

brands,suchasPfaffandKSL,ShangGongEuropetookongreaterandbroader

responsibilities,drivingtheSGSBGroup’ssewingmachinebusinessforwardacross

theglobe.

Preh’sprimaryfocususedtobetheEuropeanmarkets,however,penetration

into ChineseautomotiveOEM accelerated considerablywith Joyson Electronics

becoming thenew owner.Atthetimeoftheacquisition,theChineseinvestor

projectedadouble-digitannualgrowthrateforitsbusinessinChina.TheGerman

managerswereshockedandthoughtitwassomekindofjoke.Suchahighgrowth

ratewasunheardofinEurope.However,thefollowingyearsprovedotherwise.The

ChinabusinessdevelopedinlinewiththeChineseparentcompany’sambitiousplan.

BatteryManagementSystems(BMS)usedtobeasubordinatebusinessunitof

Preh.Premium automotivebrands,suchasBMW andDaimler,turntoPrehfor
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batterymanagementsolutionsfortheirelectriccars.In anticipation ofsurging

demandforelectricvehicles,JoysonElectronics’managementpersuadedPrehto

separateoutBMSasastrategicbusinessunitandallocatemoreresourcestofurther

developBMSfortheChinesemarket.

JoysonElectronicsretainedtheincumbentGermanmanagementteam,which

laterplayedaninstrumentalroleinthesubsequentacquisitionsofInnoventis,IMA,

andEvena.Itishardtoimaginethatthiswouldhavebeenpossible,hadtheacquiring

companybeenawell-establishedfirm from adevelopedeconomy.

Zieglerlostnotimeinembarkingontop-lineinitiativeswiththesupportofits

parentcompany,CIMC.TheChinesegroupboastsabroadcustomernetwork,both

domesticallyandoverseas,providingZieglerwithaccesstoprospectivecustomers

outside its core European markets.Among all,China presents a particularly

remarkablegrowthopportunity,consideringthatZieglerbarelyhadanybusiness

therebefore.Cooperationwithitssisterfirm SichuanChuanxiaoisstillatafledgling

stage,butlookspromising.ThankstoCIMC’snetwork,Zieglerhasalreadyclosed

severalbigdealswithoverseascustomersandissettowinmorecontractsinthe

nearfuture.

Top-lineorrevenuegrowthcantakethreedifferentpathsafteracompanyis

acquired(seeFigure444).Startingfrom thestatusquo,theacquiredfirm canbuild

onitsexistingproductportfolioandreachouttonew clientele(PathA).Acasein

pointisZiegler.MakinguseofCIMC’slocalnetwork,itsucceededinsellingexisting

productstocustomersinChina,whohadbeendifficulttoreach.

UnderPath B,growth is achieved by offering new products to existing

customers.Acquisitioncostsforthisarethelowestofallthepaths,asentrybarriers
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have already been overcome.Joyson Electronics had already been supplying

functionalpartstoShanghaiVolkswagen.AfteracquiringPreh,itwasabletoextend

itsofferingbyaddinghigher-valueelectronicparts.

PathCisthemostchallengingone,asthefirm movescompletelyoutofits

comfortzone,tacklingnew customersandnew productsatthesametime.The

latestinnovationbyDürkoppAdler,Qondac4.0,exemplifiessuchapath.Atthetime

ofwriting,thenewsolutionwasbeingpreparedforcommercialization.

Figure44:Pathsfortop-linegrowth

Source:Self-compiledbyauthor

Concerningtheroadblockstheyencounteredduringtheintegrationprocess,the

managersinvolvedinthethreecaseswereunequivocalthatcultureandlanguage

barriersdoexistbutarebynomeansdeal-breakers.Aslongasthevisionsare

aligned,ChineseandGermanscanworktogetherjustfine.Toachievethat,itis

importanttohaveanopenmindset,aprerequisiteformutualtrust.Overtime,both

sidescometounderstandeachotherbetter.TheGermanshaverealizedthatthe

Chineseareflexiblebecausetheybelieveinthemantrathatthecustomersalways
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comeinthefirstplace,whilsttheChinesehavecometoappreciatetheGermans’

rigorinbusinessdealings.SomeGermanbusinessroutineshaveevenfoundtheir

waytotheheadquartersoftheChinesemothercompanies,suchasbudgetreview

processesandmeetingschedules,asseeninthecaseofJoysonElectronics/Preh.

Thatsaid,therearestilldifferencesthatneedtobereconciled.Forexample,

speedtomarketvariessignificantlybetweenChineseandGermanfirms.Chinese

firmspracticethephilosophyof“minimum viableproduct”andtrytospeedupnew

productdevelopmentandproductionramp-up,whereverpossible.Ontheotherhand,

Germancompaniestraditionallyareinclinedtoperform morechecksandbalancesto

beonthesafeside,whichmayormaynotleadtoover-engineering.Furthermore,

employeesinGermanyareentitledtomoreholidaysandlongerannualleavesand

attachgreaterimportancetowork-life-balance.InChina,employeesaregenerally

morereadytosacrificepersonallifeforworkinexchangefortheoptionofasizable

rewardinfuture.

Oftenobserved inrecentacquisitionsinGermany,themajorityofChinese

acquirershavehadreservationsaboutintegratingmanagementteams.Theyare

reluctanttosecondChinesemanagerstotheGermansubsidiaries.Mydiscussions

withtheChinesemanagercommunityinGermanyrevealthatthemanagementofthe

Chineseacquirersdonotforeseethistochangeinthenearfuture.Intheirview,the

business should be run by the best possible people. Chinese managers

overwhelminglytakeonpositionsassomesortofcoordinators,whodonotdirectly

participateinoperations.Sanyi,aheavy-weightinconstructionequipmentfrom China,

evencreatedapositionofchiefliaisonofficerbasedinGermany,afteritacquired

Putzmeister,aleadingmanufacturerofconcretepumps.Meanwhile,itisalsoquite

rareforGermanmanagerstobetransferredtogroupheadquartersinChina.
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Incontrast,technologicalexchangeisverymuchencouraged.Chineseand

Germanengineersoftenworkasateam onjointdevelopmentprojects,bothin

GermanyandinChina.Inaddition,atmanyfirms,Chinesetechniciansregularlytravel

to Germany to attend differentkinds oftrainings.The German managers I

interviewed shrugged offthe accusation thatChinese investors are onlyafter

advancedtechnologywhentheyconductM&Aandthattheyarelikelytowalkaway,

as soon astheyhave assimilated the knowledge theywere looking for.Their

personalexperiencesuggeststhatintoday’sdynamicworld,technologycanturn

obsoletesoonerthananyoneimagines.Inadditiontoopeningupadditionalrevenue

channelsfortheacquiredfirm,knowledgesharinghelpsloopinfeedbackfrom a

broadclienteleforimprovement.Intheend,theGermansarebetteroffthrough

sharingandco-developingnewtechnologywiththeirChinesecolleagues.

Tothebestofmyknowledge,Chineseacquirershave,withoutexception,kept

thebrandsoftheGermanfirmstheyhaveacquired.Thisisnotparticularlysurprising

as“MadeinChina”productsareassociatedwithlow costaswellaslow quality,

whereasGerman brandssignalhigh quality.With thisbeing thecase,Chinese

acquirersoftenmaintaintwoproductlines,apremium linewiththeacquiredGerman

brand,andacommoditylinewiththeiroriginalChinesebrand.

Butthissituationmaywellchangeovertime,consideringthelabel“Madein

Germany”was notborn with gloryeither– itwas meantto have a negative

connotation.ThephrasetracesitsoriginstowhentheUKpassedtheMerchandise

MarksActin1887,whichrequiredthelabeltobeplacedonallGermanproduce

importedintothecountry.However,customerssoonregardeditasasealofquality

anditactedasafreeendorsementofGermanproducts.
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Growthinitiatives

Onlyglobalizedfirmswillthriveinthefuture(Simon,2012).Basedonhis

observationsoffirmsbasedinGermanymainly,Simonfoundthatworldwideleaders

intheirnichemarkets,alsoknownashiddenchampions,alwaysenvisionextremely

ambitiousgoals,whichstressoverseasgrowthandmarketleadership.Coincidently,

ChineseacquirersinGermanyalsodemonstratesuchloftyambitions,inthatthey

stretchbutnotfitthegrowthtrajectoryoftheirGermansubsidiaries.

NomatterwhatplantheyhadbeforetheM&A,Chineseacquirerswouldset

demanding growth objectivesfortheiracquired German entities.Asmentioned

above,JoysonElectronicsmanagementaimedfordouble-digitgrowthforPreh’s

Chinabusinessaftertheacquisition,whichmeantreachingtheonebillionyuan

revenue markwithin five years.This was an extremelybold targetin German

managers’view,butitwasachieved.Zieglerlaidoutitsfive-yearstrategyplanin

2016,whichalsoaimsfordouble-digitgrowthforfiveconsecutiveyears,whilethe

industryhaslow singledigitgrowth.In2016,ShangGongEurope,thebackboneof

whichwasDürkoppAdler,crafteditsfirstofficialgrowthstrategyplan.Infiveyears’

time,itshouldovertakeJukiastheworldleaderinindustrialsewingmachines.To

putthisintoperspective,Juki’sindustrialmachinerybusinessunitiscurrentlyabout

threetimesthesizeofShangGong’sbusinessintermsofrevenue.

Onesharedfeatureoftheseambitiousplansistheclearfocusontop-line

growth,beitthroughnew products,new customersegments,oracombinationof

both.GrowthpotentialisnotconfinedtoGermanyandChina.SGSBandDürkopp

AdlerarepenetratingSoutheastAsiaasajointforce,developingandmarketingnew

productsfortheburgeoningregion;JoysonElectronicsandPrehservecustomers
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togetherinallmajormarkets;lastnotbutleast,Zieglerwinsprojectsalloverthe

worldthankstoCIMC’sextensiveclientnetworkofairports.

Apparently,thereisnofix-allsolution–everyfirm hastofinditsowngrowth

pathinthepost-M&A phase.However,thereexistsomecommonalitiesbetween

recentcases.Tobeginwith,theChinesestandoutfrom otherinvestorsduetotheir

long-term perspective.Theyhavethewillandthepatiencetogrowwiththeacquired

firms.Theyprefertokeepmanagementteamslocal,astheyaremorefamiliarwith

themarket,customers,andotherstakeholders,andtheythinkbigintermsofgrowth

andmarketleadership.Inlinewiththeirlong-term focus,thelastthingtheywantto

doistorushintegration.Instead,theyattachgreatimportancetoputtingtheright

peoplein therightplaces.AsChinesemanagersgenerallylacktheexperience

neededtotakeoverallresponsibilityforaforeignentity,theChineseacquirerssend

staffabroadtotakerolesinfinanceandmanagementcontrolmoreoftenthannot.

Recently,manyChinese-ownedfirmsinGermanyarehiringanincreasingnumberof

Chinesegraduatesfrom Germanuniversities,astheinteractionwithChinagrowsin

importance.Overtime,the young talenteducated in Germany willexpectto

contributemassivelytotheintegrationandtransformationofGermanfirmsaswell

astheirChineseparentcompanies.

Closecooperationbetweentechnicalteamsfrom ChinaandGermanyisalready

underway.Theyworktogetheronjointproduct-developmentprojects.Moreover,

ChineseinvestorsaremorethanwillingtoinvestinGermanbrandsthattheyexpect

to achievehigherpricepremiumswith in emerging markets,particularlyChina.

Contrarytopopularbelief,theGermanfirmsacquiredbyChineseacquirersdonot

reallyworryabouttheirnew parentcompaniesstealingtechnologyfrom Germany.

Instead,sharingorco-developingnewtechnologyisseenasbenefitingthegroupas
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awhole.Manyinstancessupportthetenet,whereR&Dandmanufactureofhigh-end

productshaveremainedinGermanyafteracquisitions,whilelocalizationandmass

productiontakeplaceinChinaorotherlocationsthatofferacomparativeadvantage.

4.2 Acceleratedinternationalizationofemergingeconomyfirms

By2025,emergingeconomyfirmswilllikelycomprisemorethan45% ofthe

FortuneGlobal500index(McKinsey&Company,2013).Althoughtheterm emerging

marketfirms implies a uniform categoryoffirms,recentresearch shows that

emergingeconomiesvarygreatlyfrom oneanotherwithrespecttotheiroverall

progressineconomicdevelopment(Hoskissonetal.,2013).Emergingeconomy

firms are latecomers to the globalmarketplace.In orderto gain competitive

advantage,theymustnotonlyupgradeexisting capabilitiesthroughcontinuous

learning,butalsodevelopnewcompetencies(Keen&Wu,2011).Yet,littleisknown

abouthowemergingeconomyfirmstacklethischallenge(Malik&Kotabe,2011).

Hamel&Prahalad(1993)createdasensationinstrategyresearchwiththeir

propositionthatfirmswithambitionstomovetotheleadinanindustry,ortocatch

upwithexistingleadersanddisplacethem,typicallyemploystretchgoalsratherthan

beingcontentwith‘‘fit’’–andputthesestretchgoalsintoeffectthroughresource

leverage.Chinese firms among otheremerging economyfirms brace forsuch

strategy.Theyarenotcontentwithmodestgrowthratebutarekeentoleapfrogover

establishedplayersbyallmeans.

Among all,Chinese firms engage in cross-border M&A to build core

competenceandaccelerategrowth,becauseM&A facilitatetheredeploymentof

assetsandcompetencytransfertogenerateeconomiesofscope(Haleblianetal.,

2009),therebyleadingtosignificantresourcerealignmentbetweenacquirersand

targetfirms(Capronetal.,1998)andovercomingtheliabilityofemergingness
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(Kotabe& Kothari,2016).Moreimportantly,cross-borderM&A conferprivileged

accesstoinformationandopportunitiesforfutureinvestments(Miller&Folta,2002).

Inparticular,Cross-borderM&Aprovideavehicleforrapidexpansionbeyondnational

boundaries(Shimizuetal.,2004;Nadolska&Barkema,2007).

TherehasbeenlittleresearchontheprocessbywhichsomeChinesefirmsare

beginningtobuildintegratedglobalstrategies(Zhuetal.,2011).Alatecomermay

struggletoobtainthebenefitsofanintegratedglobalstrategyandmayfacegreater

difficulties than the existing players,particularly in learning to adjustto the

company'snewstrategicdirection.However,latecomersmasterlearningprocesses

fasterthantheirwell-establishedrivals,facilitatedbyadvancesintechnologyandby

abetterunderstandingoftheglobalizationprocess.Giventhatthecontextupon

whichthesetheoriesarebasedhaschanged,itisimperativetolookatnewempirical

evidence,especiallyfrom developingcompaniesfrom suchmarkets.Buckley(2002)

suggestedthattheentryofChinaasamajorplayerintheglobaleconomynowmay

giveanewimpetustointernationalresearch.

Haleblianetal.(2006)findsthatfirmsgainproficiencythroughexperience,and

suchexperienceincreasesthelikelihoodthatthefirm willrepeatlearnedbehaviorin

thefuture.ThisresearchsuggeststhatfirmsinvolvedinM&Aactivityimprovetheir

organizationallearningcapability(e.g.,Finkelstein&Haleblian,2002;Hayward,2002).

Organizationallearningscholars(e.g.,Levitt&March,1988)characterizefirmsas

routine-based,history-dependentsystemsthatencodeinferencesfrom experience

intoroutinesorknowledge.Suchroutinesguidefirms'behaviorandchoice.

Chineseacquirerstypicallyfosterlong-term orientationandintendtogrowwith

theacquiredfirmsabroadaslongstandingpartners.Assuch,asoundunderstanding
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ofpost-M&Aintegrationortheprocesstowardtheriseofamorepowerfulplayera

combinedgroupisquintessentialforunderstandinghowcross-borderM&Aenhance

enterprisevalue(Cuietal.,2014;Pheneetal.,2012).

Asdepictedearlierinthisdissertation,Chinesefirmsarefoundinrecenttimes

to differin theirapproach to post-M&A integration thatthe western investors

conventionallyapply.From anorganizationalpointofview,Chinesefirmsgoto

lengthstopreservetheincumbentmanagementteam withthebeliefthatthelocal

managersknow betteraboutthebusinessthantheChinese.Theimplicationisan

importantone–duringduediligencepriortothetransaction,theChineseacquirers

lookcloseratnotonlythetangibleassetsbutalsothecompetenceandthefitofthe

existingmanagement,whoisgoingtoruntheshowaftertheacquisition.Incontrast,

thewesterninvestorswouldtendtoabsorbtheoperationsoftheacquiredfirmsso

thatreplacementofmanagementteam iscommon.

Intermsofintegrationofbusinessactivities,Chinesefirmsdeliberatelytake

smallsteps,reapingthelow-hangingfruitfirst.Theyarecarefulaboutinducing

drasticchanges,especiallywhenitinvolveslayingofflocalstaff.Itisnoisolated

case,inwhichChineseinvestorscommittedtoretaininglocalheadcountsinacertain

graceperiodafteracquisitionofGermanfirms,evenwhentheywouldhavedoneso

outofpurebusinessreasons.Theyalsointegratebusinessactivitiesselectively,

typicallystartingwithbackofficefunctionsandthenmoveontosalesandmarketing,

productionetc.R&DissuchasensitivetopicthatChineseacquirersoftenkeepthe

R&D activitiesinthehostregion,whileputtingChineseandGermanengineersto

worktogetheronaprojectbase,tofacilitateknowledgetransferononehand,andto

increaseefficiencyon another.ChineseCEO takesuccessfulintegration ofthe

acquiredsubsidiariesseriouslyandsparesnoeffortstocommunicatetotheGerman
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staffpersonally,astheyknowclarityandconsistencyareimportantforbuildingtrust,

which,inturn,isessentialfortrueteamwork(Stahl& Voigt,2008).Thedirect

involvementofChinese CEO helps fostergreaterperceived culturalsimilarity,

reducingdysfunctional‘we-they’stereotypesandprovidinggreaterpredictabilityand

control(Schneider&Barsoux2003).Greaterculturalsensitivity,atthefirm level,is

likelytoincreasetheeffectivenessofmanagersincross-culturalinteractions(Black

&Mendenhall,1990)

Table12summarizesthedifferencesbetweentheapproachesdeployedby

Chinesefirms(thepartneringapproach)andacquirersfrom developedeconomies

(thetraditionalapproach)topost-M&Aintegration.

Table12:Contrastoftraditionalandpartneringpost-M&Aintegrationapproach–
Adaptedfrom Kaleetal.(2009)

Source:Self-compiledbyauthor

Acceleratedinternationalizationisanimportantphenomenonininternational

business(IB),whereithasbeenlinkedmainlywithstudiesofborn-globalsand

patterns ofinternationalization utilized bysmalland medium-sized enterprises.
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Buildingonrecentresearcharoundtheconceptofspeedofinternationalization,I

seektoextendthedomainofacceleratedinternationalizationbytakingintoaccount

theuniquefeaturesofChinesefirmsintheircross-borderM&Aactivities.

Bonagliaetal.(2007)demonstratesthatacceleratedinternationalisbothan

outcome and an enablerforlatecomercompanies to build theircompetitive

advantageinbothhomeandinternationalmarkets.Therefore,thetypicalborn-global

casestendtocharacterizethesefirmsasminimalstructuresbasedonlyoncore

competences;theyarenimble,smallplayers.Butthisdoesnotnecessarilyfitthe

profileoflatecomerChinesefirmsthatattempttoincorporateasmanyoperations

alongoradjacenttotheirvaluechainastheycan.Theylooklikeagrandversionof

“born-global”firms,withallthenimblenessdisplayedbysmallervarietiesbutthe

strengthandmassproductionpowerofthelarger.TheuniquenessoftheChinese

firms in theirendeavorto grow through cross-borderM&A warrants a distinct

researchframework,whichisproposedbelow.
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Figure45:Valuecreationmodelforthemergedgroupthroughexchangeand
absorptionofstrategicassets

Source:Self-compiledbyauthor

Themodeltakestheviewpointofemergingeconomyfirmsrepresentedby

thosefrom Chinaandrevealsthepathsthatleadtovaluecreationthroughexchange

andabsorptionofstrategicassets.Inanutshell,Iputforwardthemostsalient

thesesasfollows:

1.Chinesefirmsamong otheremerging economyfirmsboostenterprise

value through accelerated internationalization by means of M&A in

developedeconomies.

2.Theacquirerabsorbsstrategicassetssuchasinnovationcompetenceand

marketknow-howsfrom theacquiree.

3.TheChineseacquirerinjectsstrategyandvisionintotheacquireeand
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enablesfastergrowththroughfinanceaid.

4.Through bilateralexchange and absorption ofstrategic assets,the

combinedgrouprealizesleapfroginfirm value.

4.2.1AcceleratedinternationalizationbymeansofM&Aindevelopedeconomies

Ever-changingenvironmentandfast-pacedglobalizationhaveforcedemerging

economyfirmsto“re-orient”and“learnthegamefast”(Kumaraswamyetal.,2012).

Theytendtoconsidertheworldmarkettheirhomemarketfrom theoutsetand

internationalizerapidlythroughresourceleverage(Mathews,2006).Manyofthem do

so through cross-borderM&A in developed economies.The very presence in

“credible”maturemarketscreatesahaloeffect,signalinghighqualityandcredibility

toimportantresourceproviders,suchashomecountrygovernments,investors,and

customersetc.(Stuartetal.,1999).

Valuecreationthroughcross-borderM&Aisnoeasytask,whileacquirersfrom

emerging economies often have to dealwith high uncertaintyand insufficient

internationalknowledge(Hadjikhanietal.,2014).ThesuccessoftheM&Ahinges,to

alargedegree,onabundleofintangible,knowledge-basedresources(Junnietal.,

2013).Firmscan onlyenhanceenterprisevalue,iftheymastertheprocessof

knowledgetransferandlearning(Zou&Ghauri,2008).

Theprocesscanbelengthyandexhausting,aspost-M&Aintegrationunfolds.It

islikea“greybox”,asZander&Zander(2010)putit.Itisbasicallyimpossibleto

know everything aboutatargeted cross-borderacquisition beforehand,because

somethingsarenotknowableexanteandonlyrevealthemselveslaterthrough

interactions overa longerperiod oftime,which again compounds uncertainty.

Chinesefirms,comparedtootheremergingeconomyfirms,arefoundtodevelop
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long-term strategy(Schüler-Zhou&Schüler,2013),whichallowsthem tobeableto

adaptinnovativelytotheever-changingmarketenvironment(Mathews,2006).The

long-term orientationhelpsemergingeconomyfirmsbuildtheirglobalstrategyinan

experiential,trial-and-errorprocessanddevelopmanagerialskillsandexperience

neededinglobalmarketsandfutureM&A(Yipetal.2000).

4.2.2Absorptionofstrategicassetsfrom acquirees

Tobeatestablishedplayers,emergingeconomyfirmsneedtostayabreastof

thetechnologicalfrontierbyabsorbingandapplyingcutting-edgestrategicassets

from theiracquiredsubsidiariesindevelopedeconomies(Luo&Tung,2007).Usually,

theChinesefirmswouldfavorstrategicassetsthatareinthesimilardomainasand

complementinattributestotheirexistingfirm-specificassets(Zhengetal.,2016).

Therationaleisthatthegreaterthesimilaritybetweentheacquirerandtheacquiree,

thelowertheintegrationcosts,thehighertheefficiencygainsthroughthe

exploitationofpotentialsynergies,andthebetterthestrategicandtechnologicalfit

(DeBeule&Sels,2016).

Duetothetacit,specificandcomplexnatureofstrategicassets(Deng,2010),

acquirersmustdevelopcapabilitytoabsorbandlearn,aprocesswhichisnot

automaticandtheassociatedwithsubstantialcost.Itisparticularlytrue,when

learninginvolvestacitknowledge(Zhengetal.,2016),whichisgroundedinpersonal

experienceandsignificantlyaffectsorganizationalperformance(Sternberg&Horvath,

1999).

Assuggestedbythepartneringapproach,Chinesefirmstendtoleaveacquired

R&D facilities in Germany untouched,while encouraging collaborative projects

involvingengineersfrom bothsides.Thereby,acquiredfirmscanretaintheirR&D

capabilitiesandreceive,inmanycasesincludingthosepresentedinlastchapter,
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additional funding from Chinese mother companies to push forward the

technologicaledge(Meyer&Estrin,2001;Morcketal.,2008).

Overtime,theChineseacquirersdevelop theirown innovation capabilities

throughextensivecollaborationwithacquiredforeignentitiesaswellasformaland

informaltrainings,whichiscrucialtolong-term success(Fletcher&Harris,2012;

Kafouros& Forsans,2012).The long-term strategywillpayoffeventually.For

example,Andersonetal.(2015)showsthatthepatentsofChineseacquirersrise

significantlyfollowingcross-borderM&A.

4.2.3Transferofstrategicassetstoacquirees

Resource-dependence theorypredicts thatthe partyofan M&A dealthat

developsorhasaccesstoresourceswillbethemoreinfluentialparty.Assuch,

possessionofstrategicassetswouldputtheacquiredsubsidiaryinapowerful

bargainingpositionversusitsownerfrom emergingeconomies(Luo,2003).This

couldpartiallyexplainwhyChinesefirmswouldapplyasoft“partnering”approachto

post-M&Aintegration.

However,anoftenoverlookedfactisthatthetransferofstrategicassetsisa

two-wayavenueinthecaseofChinescross-borderM&A.Aureli(2015)findsthat

distressedfirmsindevelopedeconomiesreceiveadditionalfundingfrom theirnew

ownersfrom emergingeconomies,whichkeeptheacquiredasagoingconcern.As

thecasestudiesinlastchaptershow,Chinesefirmsalsoinjectnew visionsand

strategiestotheacquiredGermanfirms,takingthem tothenewhorizonswhichwere

notpossibleiftheywereontheirown.NotonlydotheChineseacquirersprovide

marketaccesstopromisingChinesecustomersbutalsoexportstrategicassets

suchasmanagerialknow-howstotheacquiredfirms,astheCIMC/Zieglerclearly
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shows.

4.2.4Leapfrogasacombinedgroup

Researchontheimpactofcross-borderM&Abyemergingeconomyfirmson

the performance ofthe acquirerand the acquiree asa whole remains scarce

(Andersonetal.,2015).Extantliteratureonpost-M&Aperformancesinglesouteither

ofthepartiesinvolved,hencelackingaholisticviewofthebothasacombinedgroup

(Buckleyetal.,2014;Ningetal.,2014).

Chineseinvestorsareknowinglykeentoabsorbstrategicassetsfrom acquired

Germanfirms.Nevertheless,theytendtomaintaintheindependenceoftheacquired

firm,including retaining its originalmanagementteam as wellas its brands.

Fosteringalong-term orientation,successfulChineseacquirersinGermanyshow

strong tendencyto co-evolve with theirforeign subsidiaries.In allthree cases

featuredinthisdissertation,theChinesemothercompaniesbuiltformalalliance

such asjointventureswith theacquired German firmsto explicitlysignaland

strengthen intra-group cooperation forthe benefitofall,when exploring new

businessopportunities.

Cross-borderM&A,especiallythoseindevelopedeconomies,arestillsomewhat

newforChinesefirms.Ithasbeenasteeplearningcurve,andnumerouspioneering

Chinesefirmshavefailed.Butthosethatsucceed,havealotincommonwiththeso-

calledhiddenchampions.Theyareveryfocusedandgoodatwhattheydointheirin

theirnichemarkets.Despitelimitedresources,theyhaveextremelyambitiousgrowth

targets(Simon,2012)tobecometrueglobalchampions,whiletheytakestepsthat

arenotnecessarilyincrementalorlinear(Vissak&Francioni,2013).

Thecatalystforacceleratedgrowthandeventuallyleapfrogoverestablished
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playersisoftentheacquisitionofadevelopedeconomyfirm (Kotabe&Kothari,

2016).WhatsetsChineseacquirersapartisthelong-term perspectivetoco-evolve

withtheacquiredfirmsasacombinedgroup.AcaseinpointisJoysonElectronics’

globalizationstrategy.FollowingtheacquisitionofPrehGmbH,themanagement

team atPrehhasplayedaninstrumentalrolehelpingthemothercompanyclose

milestoneacquisitionsoffurtherforeigncompaniesinandoutsideGermany.

Althoughthejuryisstilloutthere,whetherthestrategyisreplicable,Chinesefirmsdo

offeranalternativeapproachtovaluecreationthroughM&A,whichisworthfurther

observationandanalysis.

5 Summary

5.1Contributionandlimitation

IsChinataking overGermany?ManyGermanmediahavebeensaying so

repetitivelyinrecenttime.Buttherealityistheopposite.China’sshareoftotal

foreigndirectinvestmentstockinGermanyaccountsforlessthanonepercentasof

theendof2016.Moreimportantly,Chineseacquirersplayadifferentgamethan

westerninvestors,inthattheyvalueandpreservetheindependenceoftheacquired

firmstoalargeextent.ThismeansthattheGermanfirmsarenotonlycontributingto

thecombinedgroupbyprovidingtheChinesemothercompanieswiththeirknow-

hows,butalso would gainaccessto strategicassetsprovided bytheChinese

acquirers.TheseincludefinancialsupportandmarketaccesstoChinaaswellas

strategy,visionandevenmanagerialknow-hows,undercircumstances.

ThroughM&AinGermany,Chinesefirmsnotonlyacquirestrategyassets.But

more importantly,theyform partnership with the acquired firmsand co-evolve

towardsmarketleadershipinanacceleratedfashion.
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To date,both academicsand managersknow littleaboutwhatstrategies

Chinesefirms,amongotheremergingeconomyfirms,adopttocreatevaluethrough

M&Aabroad(Lahiri,2011;Pengetal.,2008).Inthisdissertation,Ihavetriedtobreak

theicebyconductinganempiricalanalysisofthreerecentChineseM&Acasesand

makingthefollowingcontribution:

1.shed lighton mid-to long-term shareholdervalue creation ofChinese

multinationalsthroughcross-borderM&A,

2.uncover most recent development of growth patterns and underlying

strategiesinthepost-M&Aintegrationphase,providingsupportfortheories

developedpreviously,suchasthe‘‘light-touch’’integrationapproach(Liu&

Woywode,2013),alsoknownasthe ‘‘partneringapproach’’(Kale&Singh,

2009,andKaleetal.,2009),

3.introduceanovelresearchframeworkonvaluecreationthroughcross-border

M&AthataccountsfortheuniquenessoftheChinesefirmsintheirendeavor

tobecomeglobalchampions.

Themainchallengeofthisresearchprojectliesintherelativelysmallsample

populationavailableandthedifficultaccesstothekeystakeholdersofthefeatured

companiesforfirst-handinformationandlimitedavailabilityoffirm-leveldatafor

validationandcross-referencing.Outofconfidentialityreasons,allparticipatingfirms

inthecasestudiesarenotwillingtosharetheentiretyofdatarequested.The

researchislikelysubjecttoself-selectionbias,asfirmsthatarewillingtotakepartin

thecasestudiestendtobethewinners,andconfirmationbiastoacertainextent,as

interviewpartnerstendtofindevidencetoconfirm theirstatements.
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5.2Futureresearchagenda

To the bestofmyknowledge,thisresearch paperis one ofthe firstto

investigatethevaluecreationstrategyofChinesefirmsthroughM&AinGermany.As

Liu&Deng(2014)suggest,theprocessperspectiveonM&Abyemergingeconomy

firmsisgenerallyunderstudied.AsChinesecross-borderM&Aarestillatanearly

stage,the unique features ofinternationalization ofChinese firms create an

interestinglaboratoryforextendingexistingunderstandingofvaluecreationstrategy

inthecontextofglobalization.

Ipropose future research agenda in two aspects related to contentand

methodologyrespectively.

5.2.1 Content

Content-wise,futureresearchcanexpandonbothgeographicalandtemporal

dimensions.Geographically,scholarsshouldinvestigatehow theacquiredfirmsin

differentlocations ofthe world co-evolve and complementeach otherin the

combined group led by the Chinese mother company,and how integration

approachesmaydifferinotherhostregions.

Inthisdissertation,JoysonElectronicswhichhasabroadrangeofinvestments

in Europe,Japan and the United Statesservesassuch an example,butfiner

granularitywouldbeneededinfutureresearch.Stated-ownedWeichaiPowerCo.,Ltd.

isanothergoodcaseinpoint,whichhasbuiltaglobalbusinessempirethrough

acquisitionsinvariouspartsoftheworldsuchasKion(Germany),LindeHydraulics

(Germany),Moteurs Baudouin (France),and Ferretti(Italy),as wellas Power

SolutionsInternationalorPSI(USA),amanufacturerofcleanenginesandpower

systems,andDematic,asupplychainautomationspecialistbasedintheUnited
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States.The company has accumulated rich knowledge aboutpost-M&A value

creationandadapteditsapproachovertime.

Nevertheless,wehavesofarverylimitedknowledgeabouttowhatextent

Chinesefirms,ingeneral,differentiatetheirapproachinintegratingandmanagingthe

overseas subsidiaries,depending on where they are,and to whatextentthe

determinantsforthepossibledifferencesrelatetotheacquirersortotheacquirees.

Withregardtothetemporalaspectoffutureresearch,Ipositedearlierinthis

dissertationthatChineseinvestorsadoptalong-term orientedapproachtovalue

creationthroughcross-borderM&A.Toacertaindegree,thepost-M&Aintegration

routeis“realityinflight”,asPettigrew etal.(2001)putit.Consequently,scholars

needtofocusonthedevelopmentoveranextendedperiodoftime(Chenetal.,2016).

QuestionsremainwhetherChinesefirmswilldeviatefrom the“light-touch”approach

andtightencontroloveroverseassubsidiariesandthusconvergewithmultinationals

from developedeconomies,whentheygrow moreexperiencedandconfidentwith

cross-borderM&A and morereadyto exploittheircompetitiveadvantages;and

whetherChinesefirmswilladoptnew valuecreationstrategiesthathavenotbeen

accountedforundercurrenttheories.Theelapseoftimewouldalsoprovidemore

evidenceonthepossibledifferencesinvaluecreationstrategybetweenChineseSOE

andprivatelyownedcompanies,whenmoredatabecomesavailable,whichleadsto

thesecondaspectofthefutureresearchagenda.

5.2.2 Methodology

TheacademicresearchoninternationalizationofChinesefirmsisstillatan

earlystage.Asavailablesampleposesthebiggestconstrainttoresearch,scholars

shouldfocusonidentifyingandcollectingfirst-handinformationonChinesecross-
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borderM&Acasestoallowfordeepertheorytestinginthefuture.

WhilecasestudiesexpecttoplayanimportantroleinresearchonChinese

cross-borderM&Ainforeseeablefuture,statisticalanalysisshouldbecomepossible

withanincreasingnumberofChinesepubliccompaniesengagingincross-border

M&A.Consequently,hypothesistestingandattempttogeneralizetheChinesemodel

ofinternationalizationandvaluecreationwouldbecometheoreticallymorefeasible.

A mixofcasestudymethodandstatisticalanalysiswillcollectivelyadvancethe

researchoninternationalizationofChinesefirmsanddeepenourknowledgeabout

thevaluecreationapproachofaspiringChinesefirmsinthecontextofglobalization,

andincontrastwiththatofestablishedwesternmultinationals.
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