Europe Is Brimming With Beijing’s Business, but Not Its Investments
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While massive European capital has helped power Chinese industrialization in the past few years, only a comparative trickle of Chinese money has flowed westward, and of that just a few drops have been falling on Europe. But some analysts see a steady increase in the years ahead.

MG Rover has a future after all. Having scooped up the sequestered assets of Britain’s last independent auto maker in July, Nanjing Automobile Corp. will build MG Rover engines in China. Though cold comfort for 5,000 idled workers at MG Rover’s Longbridge plant, Nanjing’s estimated £50 million (€73 million) acquisition may be the lion’s share of this year’s still relatively tiny fortune cookie called Chinese direct investment in Europe.

While massive European investment capital has been helping to power Chinese industrialization in the past few years, only a comparative trickle of Chinese money has flowed westward recently. And of that direct investment trickle — which China’s Ministry of Commerce estimated at $3.6 billion (€2.95 billion) last year — just a few drops have been falling on Europe.

The official figure overstates China’s outbound investment capital because most of this still lands in Hong Kong, the Cayman Islands and British Virgin Islands for tax-favored reinvestment in China, according to a study by Munich-based Roland Berger Strategy Consultants. In 2003, only three European countries made China’s list of the 15 countries that shared what was left. Spain ranked eighth with its 2.5% share of Chinese outward investment; Germany was 12th; Britain 13th. 

“When you total it up, it’s comparatively little,” says Peter Tichauer, who tracks this activity from Berlin as chief editor of ChinaContact business magazine. “But I think that in the near future that will change,” he adds.

Significant 2003 investment shares for Zambia, Peru and Mexico reflected China’s notorious hunger for resources: ore and oil. Heavily skewed to the Asia/Pacific region, the U.S. and Australia had a combined share of about 22%. Chinese corporate investors prefer those homogenous markets to Europe partly because language, law and customs fragment the latter. Visa requirements, European red tape and China’s own tight controls on capital movements also discourage investors, says Ying Ying Zhang, president of Spain’s ESADE China Business Club and a professor at Barcelona’s ESADE business school. 

Yet, Europeans, who maintain numerous investment liaison offices in China, remain hopeful.

“We expect to see more Chinese companies as they understand the potential of direct selling into Europe,” William Pedder, chief of the inward investment section of the U.K. Trade & Investment agency, told his Beijing hosts on a recent visit. Britain promotes itself in China as the “gateway to the world’s biggest single market — Europe.” 

Europe’s inward investment scouts converged on the China International Fair for Investment and Trade (CIFIT) in Xiamen earlier this month. The Swedish delegation booked 16 booths and Invest in Italy, invoking the legend of Marco Polo, presented Italy there as “the Silk Road to Europe.”

Westward traffic on that road has been thin and sporadic so far. The most spectacular Chinese takeover in Europe in recent years goes under the name TCL-Thomson. Once France’s flagship manufacturer of consumer electronics, Thomson agreed two years ago to transfer its low-margin television and DVD player business to this joint venture, controlled and 67% owned by China’s TCL International. With it went 9,000 jobs, including 600 research and development engineers and Thomson’s plants in Mexico, Poland and Thailand. TCL, already China’s leading maker of television sets and cell phones, overtook Japan’s Sony Corp. in the world-wide TV market with the venture.

Major Western companies are drawn to China by low labor costs, increasing skills and the huge market. Big Chinese companies, which already have those advantages, typically tackle the global market through exports. Only a few prominent ones have taken the next step: local engagement through joint ventures or acquisitions, which yield quicker results than greenfield projects. Those few include TCL; telecommunication equipment maker Huawei; appliance giant Haier, which unsuccessfully bid $1.28 billion for the U.S.’s Maytag; and computer maker Lenovo, which bought IBM’s laptop PC business earlier this year for $1.25 billion and which sponsors Spain’s ESADE China Business Club.

Such investors are keenly interested in known brands, market access, better distribution, and Western technology and expertise. “Even though Chinese goods sell well in Europe, most are under European brand names and the establishment of Chinese brands will still take years of hard work,” says Prof. Ying of the ESADE China Business Club. 

Chinese investors often seem like scavengers because so many of their European takeover targets have been failed companies like MG Rover, available for comparatively little capital. In Germany, for example, the seven Chinese takeovers between 2000 and 2004 collectively cost just €47 million, according to Margot Schüller, deputy director of the Federal Institute for Asian Studies in Hamburg.

Lathe maker Schiess AG was bought out of insolvency last year by the Shenyang Machine Tool Group. Henning Arndt, a Roland Berger consultant, says the Chinese company sought a production and research base for sophisticated machinery and an opportunity for cross-branding to avoid the cost of shipping heavy machines to Germany. ZQ Tools also acquired the Lütz brand of cutting machines last year as a bridge to Eastern Europe. Huawei and ZTW are among Chinese companies that have so far invested $230 million in Hungary, which boasts the regional headquarters of the Bank of China, says Sándor Mészáros, Hungary’s ambassador to Beijing.

Shanghai’s privately owned Huasheng Enterprises bought Germany’s insolvent Welz Zylinderherstellung GmbH in 2003 through its Hamburg subsidiary Huapeng Trading GmbH. Welz makes steel tubes for fire extinguishers and potable liquids. Huapeng boss Jiang Zhou said Welz’s operation would be kept and expanded to improve customer service for Huasheng’s tubes in Europe. Bielefeld’s Dürrkopp Adler sewing machines now come from the Shanggong Group, and AEG Werkzeuge tools are made by China’s Techtronic Industries.

Europe is brimming with Chinese businesses, but most are merely traders and distributors of exports, says Stefan Matz, China area manager for Hamburg Business Development Corp. There are about 300 in Hamburg, the main container port for incoming Chinese electronics and consumer goods to Europe. Sweden boasts about 150. Investments in local production are still rare, however.

It is still the initial phase of internationalization for Chinese companies and that is the reason why most investment is small,” says ESADE’s Prof. Ying. “In some five to 10 years, the average scale of investment will increase significantly.”
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