
Behind ownership decision of Chinese outward
FDI: Resources and institutions

Lin Cui & Fuming Jiang

Published online: 5 March 2009
# Springer Science + Business Media, LLC 2009

Abstract This paper examines ownership decision of Chinese outward foreign direct
investment (FDI) with a focus on the choice between a wholly owned subsidiary and
a joint venture entry mode. Based on literature review and findings from our case
study of ten Chinese outward investing firms, we develop a conceptual framework
that integrates the resource-based and institution-based views of international
business strategy. The framework reflects special characteristics of Chinese outward
FDI. On the resource side, Chinese outward FDI is both asset exploiting and asset
augmenting, and accordingly, both transaction costs and strategic intents have an
impact on the FDI ownership decision of Chinese firms. On the institution side, when
investing overseas, Chinese firms adjust their entry strategies to attain regulative and
normative institutional legitimacy in host countries. Meanwhile, they also need to
comply with the rules set by the Chinese government, which provide incentives to
and impose restrictions on Chinese firms’ FDI ownership decisions.
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Previously known as the world’s major exporter and recipient of foreign direct
investment (FDI), China is now emerging as an important source country of outward
FDI. China’s outward FDI is gaining its momentum in the recent years. The outward
FDI flow volume recorded an average annual growth of 54.9% from 2002 to 2007,
resulting in a nearly tripled outward FDI stock during those 5 years (UNCTAD,
2008). Despite its late start, China is now the eighth largest supplier of the world’s
FDI and the largest investor among emerging economies (Yang, Jiang, Kang, & Ke,
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2009). At a macro level, the rapid growth of China’s outward FDI is supported by
the country’s large and growing holdings of foreign exchange reserves and the
apparent determination of Chinese authorities to diversify holdings of foreign
exchange reserves away from fixed income assets towards equity assets (Globerman
& Shapiro, 2009). At a micro level, through exporting to advanced economies and
direct interaction with successful multinational corporations (MNC) at home,
Chinese firms have been able to accumulate foreign market knowledge, which can
provide real options for an increasing number of them to make FDI in the future
(Tong & Li, 2008).

The phenomenal growth of China’s outward FDI presents both challenges and
opportunities to researchers. While there is still a significant gap in the literature
(Quer, Claver, & Rienda, 2007), a number of studies have explored the trend and
driving forces of China’s outward FDI (Morck, Yeung, & Zhao, 2008; Liu, Buck, &
Shu, 2005), and the determinants and motivations of Chinese firms to carry out
overseas investment activities (Buckley et al., 2007; Child & Rodrigues, 2005;
Deng, 2004, 2007; Liu & Li, 2002; Rui & Yip, 2008). However, little is known
about how Chinese firms actually make their first steps in outward FDI, namely,
their choice of FDI entry mode. This is despite the fact that FDI entry mode choice
can have significant and far-reaching consequences on a foreign venture’s
performance and survival. While FDI entry mode choice is a two step decision
(Meyer, Estrin, Bhaumik, & Peng, 2009), in this study we focus on the first step, i.e.,
the ownership decision of FDI.

What are the significant factors that impact the choice between wholly
owned subsidiary (WOS) and joint venture (JV) by Chinese firms? To approach
this important but underexplored research question, we need to consult existing
literature while taking into consideration the special characteristics of Chinese
outward FDI. Brouthers and Hennart (2007) find that while the majority of
existing international entry mode researches focused on North American, Japanese,
and Western European firms, the theories developed from these studies may be
more or less (not perfectly) applicable depending on the home and host country
settings. This indicates that the literature embraces certain “context-free” elements
that are universally applicable regardless of the nationality of the entrant. There
may also be “context-embedded” elements (Li & Peng, 2008) that capture the
unique or special features of the home country environment. In the case of
Chinese outward FDI, on the one hand, Chinese firms do learn from their
Western counterparts and follow their practices in some ways. On the other
hand, Chinese outward investing firms demonstrate significant differences from
Western MNCs in terms of firm competitive advantage (Buckley et al., 2007;
Morck et al., 2008; Rugman & Li, 2007), FDI motivation (Child & Rodrigues,
2005; Deng, 2004, 2007; Rui & Yip, 2008), and home country institutional
environment (Meyer et al., 2009; Peng, Wang, & Jiang, 2008; Yang et al., 2009).
Therefore, in this study, we combine context-free elements and context-embedded
elements to reach a comprehensive understanding of the ownership decision of
Chinese outward FDI, a theoretical approach referred to as “cross-vergence” by Li
and Peng (2008). The elements are identified through an intensive review and
critical analysis of the literature, and the results of ten case studies on ten Chinese
firms’ outward FDI.
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Contextualizing FDI entry mode theories in the Chinese context

FDI ownership decision of Western MNCs has been one of the most popular topics
in international business during the last two decades or so (Buckley, 2002; Brouthers
& Hennart, 2007). However, the extent to which the knowledge from the literature
can be applied to emerging market context is under continuous debate (Dunning,
2006; Mathews, 2006a, 2006b; Narula, 2006). To contextualize the findings of prior
studies, we took a three step approach. The first step examines the special
characteristics of Chinese outward FDI. The second step identifies the major
theoretical constructs in the literature. The third step discusses those theoretical
constructs in the context of Chinese outward FDI by differentiating the context-free
and context-embedded elements.

Special characteristics of Chinese outward FDI

Based on a strategy tripod model of internationalization (Gao, Murray, Kotabe, &
Lu, 2009; Peng, 2006; Peng et al., 2008; Peng, et al., 2009; Yang et al., 2009;
Yamakawa, Peng, & Deeds, 2008), the characteristics of Chinese outward FDI can
be identified from three perspectives: resource-based, institution-based, and industry-
based views (Figure 1).

From a resource-based view, firms need to possess ownership advantage in
order to expand overseas. However, without significant ownership advantage
over foreign firms, Chinese firms seem to be on a different track of
internationalization. As Child and Rodrigues (2005) point out, contrary to the
conventional type of FDI by Western MNCs (Dunning, 1995), Chinese firms
invest overseas not to exploit existing competitive advantages, but to redress
competitive disadvantages. While Moon and Roehl (2001) label this type of FDI
“unconventional,” Mathews (2006a) explains its rationale in a linkage–leverage–
learning (LLL) framework. Despite these new terminologies, both studies also
acknowledge that the new approaches should be regarded complementary to the
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Source: Adapted from Peng (2006).

Figure 1 A strategy tripod
model of internationalization
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conventional OLI framework. This is because although the asset seeking
(augmenting) motivation is prevalent in emerging market (EM) firms’ FDI, such
a motivation is not exclusive to EM firms (Dunning, 2006; Narula, 2006), nor is it
the only determinant of EM firms’ FDI (Wright, Filatotchev, Hoskisson, & Peng,
2005). As Dunning (2006) points out, Chinese outward FDI is in fact both asset
exploiting and asset augmenting. Therefore, from a resource-based view, Chinese
outward FDI is not fundamentally different from the conventional FDI by Western
MNCs. Its special characteristics lie in the type of assets firms exploit and seek
overseas, and accordingly how they exploit and seek such assets. For asset
exploiting, the ownership advantages of Chinese firms are mainly home country
based (Rugman & Li, 2007; Rui & Yip, 2008). Such advantages can support their
overseas expansion intra-regionally, especially into other EMs (Wright et al.,
2005). Beyond regional expansion, Chinese firms’ FDI is driven by their needs to
build sustainable global competitiveness (Child & Rodrigues, 2005; Deng, 2004).
When acquiring assets overseas, Chinese firms normally take an accelerated path
(Mathews, 2006a; Yang et al., 2009) or use a more aggressive approach, rather
than the conventional JV approach preferred by firms from other newly
industrialized economies (Cui & Jiang, 2008; Luo & Tung, 2007).

From an institution-based view, similar with Western MNCs, Chinese firms also
have to comply with institutional requirements in host countries (Rui & Yip, 2008).
However, in certain host countries, investing firms of different nationalities may face
different level of institutional barrier. This can be seen from the restrictions imposed
on Chinese FDI by the US government (Globerman & Shapiro, 2009). Besides host
country institutional environment, a distinctive and highly dynamic home country
institutional environment (Meyer et al., 2009; Peng et al., 2008) also contributes to
the uniqueness of Chinese outward FDI. The Chinese government maintains strong
influence on outward FDI (Deng, 2004; Morck et al., 2008; Peng & Delios, 2006).
All outward FDI projects are subject to government approval; annual reporting of
overseas operational matters is also mandatory. Through the approval system and
financial policies, Chinese government may favor or discourage certain types of
outward FDI based on its short- and long-term economic development agenda (Liu
et al., 2005). Chinese firms, in turn, have to adjust their FDI strategy to comply with
their home country institutions.

From an industry-based view, each industry’s unique competitive pressure is
likely to result in different levels of globalization, which in turn affects the
strategies firms utilize in these industries (Yamakawa et al., 2008; Yang et al.,
2009). However, a highly competitive and nearly saturated domestic market does not
seem to be a major determinant in the Chinese context. In fact, considering the size
and potential of the Chinese domestic market, some Chinese firms withdrew from
overseas to focus on the domestic market (e.g., Lenovo’s divestment from Hong
Kong, see Yang et al., 2009). Chinese firms are not necessarily pushed by their
domestic industries to seek markets overseas; rather, they are pulled by favorable
factor conditions in foreign industries. Natural resources, brand assets, and
marketing and R&D know-how are among the most desirable resources and assets
sought by Chinese firms investing in developed foreign countries. In this sense, the
pull effect of industry-based view is consistent with the assets seeking aspect of
resource-based view.

754 L. Cui, F. Jiang



Theoretical constructs of FDI ownership decision frameworks

A rich literature of FDI entry mode choice exists. Four theoretical constructs can be
derived from transaction cost analysis, resource-based view, institutional theory, and
strategic behavior perspective in the international entry mode literature (Brouthers &
Hennart, 2007).

A transaction cost construct originates from the market imperfection thesis of
Hymer (1976). Its central argument claims that firms choose an organizational
structure to minimize transaction cost and to maximize long term risk-adjusted
efficiency (Anderson & Gatignon, 1986). Different ownership structure entitles
different level of control and resource commitment. WOS is characterized by a
higher level of control and resource commitment, while JV is of a lower level.
Empirical evidence suggests that firms need to tighten control (by choosing WOS
entry mode) if there are highly specific assets involved in the FDI transaction, and if
there is a high possibility of partner opportunistic action against the investing firm
(Gatignon & Andersen, 1988).

A firm capability construct follows the resource-based view which regards a firm as
a bundle of capabilities and knowledge where individual skills, organization and
technology are inextricably woven together (Barney, 1991). Firms are restricted in
their structural and experiential capabilities to operate in foreign markets and their
ownership decisions are necessarily constrained by the resource capabilities and
outcomes of past history, such as international experience and assets power (Aulakh &
Kotabe, 1997). Large-sized and internationally experienced firms are more capable of
committing resources in FDI and operating alone (by WOS entry mode). Small-sized
and inexperienced firms often have a need to augment its capability by that of another
firm which correspondingly faces capability constraints (Madhok, 1998).

An institutional construct is derived from new institutional theory (North, 1990;
Scott, 1995). It proposes that firms make their strategic choices based on the
dynamic interaction between institution and organization (Dunning & Lundan, 2008;
Gao et al., 2009; Li & Peng, 2008; Peng, 2002). When being applied to FDI entry
mode literature, the institution-based view emphasizes the importance of institutional
legitimacy. It highlights both institutional forces embedded in national environments
and decision makers’ cognitive constraints on the founding conditions of new
ventures (Chan & Makino, 2007; Yiu & Makino, 2002). Firms choose a particular
FDI entry mode either because it would receive regulative and normative
approbation as is necessary due to their reliance on resources from these environ-
ments, or because it is taken for granted that doing so is the proper way to organize
(DiMaggio & Powell, 1983). Empirical evidence suggests that JV entry mode is
preferred when a foreign entrant needs to penetrate political and cultural barriers in
the host country, because JV is less subject to discriminative treatment by the host
country government and the foreign entrant can adapt to the local culture by learning
from its local partner (Meyer, 2001; Meyer et al., 2009; Yiu & Makino, 2002). It is
also evident that a firm’s FDI entry strategy can be influenced by previous successful
entry experiences of itself and other firms in the same (or similar) institutional
environment (Lu, 2002).

A strategic behavior construct posits that a firm’s FDI entry mode serves its
foreign market entry motives and strategies, either to maximize profitability (Kogut,
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1988), to retain flexibility (Harrigan, 1988), to achieve a superior market position
(Aulakh & Kotabe, 1997), or to pursue global synergy effects and other global
strategic motivations (Kim & Hwang, 1992). For the first three motives, it is critical to
align firm resources with the environment, or in other words, to achieve strategic fit
between environment and ownership structure (Venkatraman, 1989; Zajac, Kraatz, &
Bresser, 2000). In the case of the last type of strategic motive, particularly for EM
firms, FDI is used as a springboard for acquiring desired assets (Luo & Tung, 2007),
or a strategic move to prepare for further global expansion (Morck et al., 2008) and to
improve global competitive position of existing overseas businesses (Rui & Yip,
2008). All these strategic intents can be better realized when the investing firm can
maintain effective control over their foreign operations (Hamel and Prahalad, 1989) so
as to support the overarching corporate strategy rather than individual business unit’s
profitability. In this case, a sole ownership structure is preferred to eliminate the
possibility of strategic mismatch and conflict with a joint venture partner.

Comparative analysis of the literature

Following Gao et al. (2009), Peng (2006), Peng et al. (2008), and Yang et al. (2009),
our strategy tripod analysis reveals that Chinese outward FDI is both assets
exploiting and assets augmenting, influenced by both host and home country
institutions, and mainly affected by host industry pull effect rather than home
industry push effect. These characteristics show both similarities and differences
between Chinese outward FDI and conventional Western type FDI. When applying
existing theoretical constructs in the Chinese context, some context-free and context-
embedded elements can be differentiated (see Table 1).

The transaction cost construct is effective in explaining the determinants of
conventional type of FDI, i.e., the FDI carried out by Western MNCs for efficiency
seeking and market seeking purposes. The central argument is that MNCs possess
firm-specific assets, and the cross-border transaction of such assets, on market or
between organizations, will incur transaction cost. To reduce or eliminate transaction
costs, firms prefer integrated and high control entry mode (Anderson & Gatignon,
1986). This argument is context-free, as the nationality of an investing firm has no
bearing on its decision of internalizing the transaction of firm-specific assets.
However, if an investing firm transfers and exploits country-specific assets overseas,
the transaction cost construct will become context-embedded, as country-specific
advantage may not generate economic rent and incur partner opportunism as much
as firm-specific advantage (Rugman & Li, 2007).

Table 1 Summary of theoretical constructs.

Theoretical constructs Context-free elements Context-embedded elements

Transaction cost Firm-specific asset transaction Country-specific asset transaction

Firm capability Assets constraint effect Assets seeking motives

Institution Home and host institutions

Strategic behavior Global strategy oriented FDI Market oriented FDI

756 L. Cui, F. Jiang



The firm capability construct assumes that while firms may prefer a wholly
owned, and therefore fully controlled, foreign venture, the realization of this
preference depends on their ability to commit resources. This capability constraint
applies to all firms regardless of their origin and their motives of FDI (Moon &
Roehl, 2001) and therefore is context-free. The construct also includes firms’ needs
to augment their existing assets, which is the centrepiece of a significant portion of
Chinese outward FDI (Child & Rodrigues, 2005; Rui & Yip, 2008). In overseas
assets seeking, due to their latecomer status, Chinese firms prefer fast and aggressive
modes but not the JV approach normally used by firms from newly industrialized
economies (Luo & Tung, 2007; Yang et al., 2009). This suggests that there are both
context-free and context-embedded elements in the firm capability construct. On the
one hand, Chinese firms do have to possess a base level of firm capability in order to
conduct outward FDI, i.e., the asset constraint effect applies. On the other hand, their
lack of certain type of firm capability and latecomer status can have influence on
their preference of aggressive entry mode, a practice that is somewhat unique to
Chinese outward investing firms.

The institutional construct places institutional legitimacy in the center of FDI
ownership decision. The context-embedded nature of intuitional construct is
mirrored in both host and home institutional environment. Prior studies argue
that when facing a restrictive regulative institution or an ethnocentric normative
institution in a host country, foreign investing firms may have to give up
ownership in exchange for legitimacy (Chan & Makino, 2007; Yiu & Makino,
2002). However, the level of regulative and normative barrier in a host country
environment may vary (Globerman & Shapiro, 2009) for investing firms of
different nationality. In the home country institutional environment, Chinese firms
may benefit from Chinese government’s support of outward FDI activity; they may
also be subject to restrictive government approval (Liu et al., 2005). Home country
institutions therefore can have both positive and negative impacts on Chinese
firms’ ability and willingness to choose high resource commitment (WOS) entry
mode.

The strategic behavior construct posits that both strategic fit and strategic
intents have implications on the FDI ownership decision. As discussed above,
strategic fit is critical for market oriented FDI, while strategic intent is the central
issue for global strategy oriented FDI. In terms of FDI ownership decision,
although not always proportionately associated, a high level of ownership normally
enables effective operational control, which is critical for the realization of strategic
intents in global strategy oriented FDI (Hamel & Prahalad, 1989). The nationality of
the investing firm does not affect this relationship, indicating the context-free nature
of this aspect of the strategic behavior construct. For market-oriented FDI, however,
no common rule of FDI ownership decision is applicable as the strategic fit is
dependent on the alignment of firm resource with host country environment
(Venkatraman, 1989; Zajac et al., 2000). Chinese firms conduct market seeking FDI
by exploiting existing competitive advantage in other EMs where the environments
are similar with their domestic market (Rugman & Li, 2007). In these similar
environments, foreign operations may be conducted in a similar manner as domestic
ones, where strategic fit is achieved without the participation of a local business
partner.
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Methods

We adopt a multiple case study design to explore the mechanism of FDI ownership
decision of Chinese firms. Such a design is especially appropriate in new topic areas
for the development of novel, testable, and empirically valid theories (Eisenhardt,
1989). Following Walsh, Wang, and Xin (1999) and Wang, Tong, and Koh (2004),
we applied a semi-structured interview approach in our case studies. We collected
data through in-depth interviews with executives from ten Chinese outward
investing firms, during the period from October to December 2005. Although there
is no set rule on the ideal number of cases in this type of research, a number between
four and ten is usually considered appropriate (Eisenhardt, 1989). Due to the
complexity of our research topic, we chose the upper end of this range in order to
provide convincing empirical grounding for our framework and propositions.

We followed a theoretical sampling strategy (Eisenhardt, 1989) when choosing
the ten cases. The chosen cases should be representative of the mainstream of
Chinese outward FDI in terms of timing and the ownership type of the investing
firm, and should demonstrate rationale decision making which leads to positive
results. Following this objective, we used the appendix of “2004 Statistical Bulletin
of China's OFDI” (China Ministry of Commerce, 2005) as our sampling frame,
which contains lists of top ranking Chinese outward investing firms by FDI stock
volume, total foreign assets size, and overseas sales revenue in 2004. When selecting
cases from this sample frame, we used a set of criteria. First, the sample firm should
be among the top five outward FDI performers in its industrial category, denoted by
the accumulative investment amount by the end of 2004 and overseas sales revenue
in 2004. The focus on good performers is in line with our aim of identifying factors
that lead to optimal FDI ownership decision, as prior studies suggest that positive
performance is associated with theoretically correct FDI entry mode decision
(Brouthers & Hennart, 2007). Poor performance, however, can be caused by, among
other factors, inappropriate choice of entry mode. Also, in the Chinese cultural
context, to save face, poor performers are less likely to willingly participate in this kind
of study and provide reliable information. Second, the sample firm has conducted at
least one FDI entry since 2002. This is because China’s WTO membership since
November 2001 started a new period of economic growth of China and has changed
the competitive and institutional environments both domestically and globally. Early
cases may not be representative as they were mostly initiated by the government while
the level of self-motivation was low (Liu et al., 2005; Wang, 2002). Third, the sample
firm should be either state-owned or publicly listed. This is because statistically
these two types of firms constitute more than 90% of Chinese outward FDI stock
(China Ministry of Commerce, 2007) and are relatively more transparent and
responsible to the public. Unlisted private firms, on the other hand, are still playing a
relatively insignificant role in Chinese outward FDI; moreover, these firms may
invest overseas for personal benefits of the owners such as foreign residency status
and capital flight rather than business purposes (Deng, 2004). A list of the ten case
firms and their brief descriptions are presented in Table 2.

The ten case firms represent a variety of business interests, ranging from the
primary sector to the service sector. High ranking executives of these firms
were interviewed. A semi-structured interview protocol was used to facilitate the
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Table 2 Case study firms.

Firm
code
namea

General description Overseas operations

MMG Founded in 1950, the company is one of China’s
largest state-owned group companies in the
natural resource industry. Its business focuses on
ferrous and non ferrous metal mining, but also
diversifies into financial and logistics sectors.
The company had over 32,000 employees and
US$16.9 billion revenue in 2006, ranking 435th
in the Fortune 500 list of 2007.

The company established its first overseas
JV in Belgium in 1980. In 1996,
the company established a stock
holding company in Hong Kong as its
Southeast Asian headquarters. By the end
of 2004, the company has established 44
foreign subsidiaries in 15 countries and
regions. Two of these subsidiaries are
publically listed in Hong Kong.

SSG Since its establishment in 1980, this state-owned
company has mainly engaged in developing and
processing of metallurgical mineral resources,
trading and logistics of metallurgical raw mate-
rials and products, and related engineering
technical service and equipment manufacture.
With US$7.8 billion revenue in 2006, the
company ranked 60th in the top 500 Chinese
company list of 2007.

The company’s early FDI activities included
JVs in Australia (1987) and South
Africa (1996). In 2004, the company
established a stock holding company in
Hong Kong as a strategic platform of its
global operation. The company has recently
accelerated its FDI through full acquisition,
leading to a total of 26 foreign subsidiaries
by 2007. It is also planning to dual-list
(mainland China and Hong Kong) 95% of
its whole assets in 2009.

CNOO Founded by the central government in 1982, the
company is China’s largest offshore oil and gas
producer. It has developed from an upstream oil
company exclusively engaged in oil and gas
exploitation into an integrated corporation with a
competitive core business and synergetic
business portfolio along the value chain. The
company had over 44,000 employees and US
$16.0 billion revenue in 2006, ranking 469th in
the Fortune 500 list of 2007.

In the early stage of the company’s
overseas investment, it normally took
minority stakes in JVs (in Indonesia,
Mexico, and the US) and did not
pursue operational control. It halted its
overseas investment in 1998 due to
plumping oil price and shortage of
working capital. Since 2000 the company
started pursuing majority ownership stake
and operational control in its new FDI
projects. The company has also
incorporated four subsidiaries and listed
them in Hong Kong and New York.

ZHZR The company was founded by the central
government in 1994 and is one of the four
government-backed crude oil importers in Chi-
na. The company has recently diversified into oil
product trading, forestry, and paper manufactur-
ing businesses. With US$5.5 billion revenue in
2006, the company ranked 85th in the top 500
Chinese company list of 2007.

For its crude oil importing business, the
company established WOS in Hong
Kong, Singapore, Western Samoa,
Iran, and Iraq. In 2005 it ventured into
forestry and paper manufacturing
business. It established a JV logging
company and a wholly owned
paper manufacturing factory in
Russia.

TRTG Founded in 1669, the company built one of
China’s most famous time-honored brands in
traditional Chinese medicine industry. It be-
came a joint state-private company in 1954,
and formed a joint stock limited company
which went public in Shanghai (1997) and
Hong Kong (2000). The company’s core
business recorded US$306.5 million revenue
in 2006.

The company’s overseas investment started
with foreign sales subsidiaries in
Thailand, Malaysia, Indonesia, Korea,
and Canada in the late 1990s. It
established a WOS in Hong Kong in
2003 to oversee its global business. In
2004, the company established a wholly
owned manufacturing base in
Hong Kong.
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Table 2 (continued).

Firm
code
namea

General description Overseas operations

BOET The company was founded in 1993 by four
state-owned companies that report to Beijing
municipal government. It is a supplier of display
devices and solutions, holding its core technol-
ogy in TFT-LCD field. With US$8.1 billion
revenue in 2006, the company ranked 56th in
the top 500 Chinese company list of 2007.

The company acquired a majority equity
stack in a Korean company in 2001 as its
first overseas investment. In 2003, the
company fully acquired another Korean
company for its technological
competency. In the same year, it also
acquired stocks and became the largest
stockholder of a down-stream buyer of its
TFT-LCD products.

BJB The company was founded in 1994 by Peking
University, which holds 44% of its equity. Its
core business is in IT service and manufacturing,
while it also diversifies into education, media,
real-estate, and nuclear power area. The com-
pany has more than 7,000 employees, and
recorded US$200 million revenue in 2006.

The company’s overseas investment
focuses on establishing financing channel
and international collaboration. It
acquired a shell company in Hong Kong
and went public in 2000. In 2002, it
acquired a company registered in
Cayman Island to bypass US regulations
on technology transfer to Chinese
companies.

CPIC The company was formed from part of the former
State Power Corporation of China as a result of
power industry restructuring in 2002. Its
business focuses on power network construction
and investment. The company had more than
83,000 employees and US$6.2 billion revenue
in 2006, ranking 76th in the top 500 Chinese
company list of 2007.

The company’s overseas investments serve
its strategic purposes. It entered Macau
and Hong Kong through partial
acquisition in 2003 and 2004 respectively
to enjoy steady financial return of the
market, to develop financing channel, and
to prepare for future opportunities as
these two regions increasingly integrate
with mainland China.

CMC Established in 2000, this state-owned company
operates not only basic mobile voice services
but also value-added services such as data, IP
telephone and multimedia. The company went
public in Hong Kong and New York Stock
Exchanges. It had over 130,000 employees and
US$35.9 billion revenue in 2006, ranking 180th
in the Fortune 500 list of 2007.

The company’s predecessor incorporated a
WOS in Hong Kong in 1997. The
company’s domestic provincial
subsidiaries established BVI companies
to trade with its Hong Kong subsidiary
for its public listing. The company is also
engaged in Mobile network operation
business in Central and Southeast Asia
countries.

CTG This state-owned company was formally estab-
lished in 2002 as a result of China’s telecom-
munication industry restructuring. It provides
telephone service, internet access applications,
data communications, video communications,
and overseas telecom services. The company
had over 400,000 employees and US$24.8
billion revenue in 2006, ranking 275th in the
Fortune 500 list of 2007.

Since 2004, the company’s overseas
investment has been focusing on global
network expansion and new market
development. The former is mainly
targeted at developed economies such as
the US, Europe, and Hong Kong,
whereas the later focuses on emerging
market. The company prefers wholly
owned operation provided that an
operation license can be obtained in the
host country.

a Fiction names are used as required by some interview participants.
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interviews. The protocol includes a number of open-ended questions covering the
issues of (1) major overseas investment activities of the firm—timing, location, and
entry mode, (2) motivations associated with the FDI activities, (3) Chinese
government influence in the planning stage of the FDI projects, (4) internal and
external constraints and impacting factors of the FDI ownership decisions, and (5)
the decision making process (see Appendix). The normal length of an interview is
50 min. All interviews were audio recorded as agreed by the interviewees. Interview
notes were also taken by the author during and immediately after each interview. The
audio data of the interviews were transcribed in their original language (Mandarin
Chinese). The data were then analyzed following the open-coding techniques
(Coffey & Atkinson, 1996; Strauss & Corbin, 1998). To begin with, the interview
recordings and transcripts were reviewed repeatedly for mentally recreating the data
context. Following this, keywords were identified based on their frequency and
contextual significance. The associated keywords were then put together and their
common properties could be found when referring back to the context in the
transcripts. These properties of linked keywords provided evidences of several
mutually exclusive categories from the data. Finally, linkages between categories
were examined and four major themes were resulted from the data analysis process.

Results

Four major themes, (1) asset exploiting, (2) asset augmenting, (3) host country
institutions, and (4) home country institutions, are revealed from the analysis of our
interview data. These themes suggest different considerations by managers when
choosing between WOS and JV, which means that the FDI ownership decision of the
Chinese firms is influenced by various factors.

Asset exploiting

Our sample firms generally had a competent level of firm assets when they invested
overseas. All of the ten firms possessed some necessary tangible and/or intangible assets
that enabled them to compete internationally. However, the FDI ownership decisions of
the firms differ significantly depending on the type of assets the firms exploited overseas.

The asset advantages of the firms in natural resource-based industries (MMG, SSG,
CNOO, and ZHZR) are largely based in China. For example, when these firms
conducted natural resource exploitation operations overseas, they sent their domestic
workers from China overseas to operate their foreign production sites. In doing so,
they were able to extend their low-cost production advantage overseas. The cost
competitiveness of these Chinese firms was also enhanced by their supply chain
networks. The firms are supported by a favorable buyer base in China. When they
invest overseas, a high and stable demand from their domestic buyer base helps them
minimize logistics costs associated with demand fluctuation and inventory manage-
ment, and consequentially, increases their cost-competitiveness overseas. These home
country based asset advantages can be transferred overseas without bearing significant
transaction cost, because they are not firm- or transaction-specific, nor are they directly
exposed to partner opportunistic behavior. These advantages can be effectively

Behind ownership decision of Chinese outward FDI: Resources and institutions 761



exploited in either solo or joint operations, as long as the Chinese investing firms can
mobilize their personnel and products across borders. Their FDI ownership decision,
therefore, is not closely bounded with transaction cost consideration.

The firms in other industries, however, showed a different perspective. CMC,
CTG, and TRTG exploited their firm-specific assets overseas for premium return in
neighboring less-developed countries. In relative terms, Chinese firms in some
service and manufacturing industries possess high-value technological know-how.
Such assets bring rent-generating opportunities for Chinese firms in other EMs. A
senior executive from the oriental pharmaceutical firm TRTG gave an example:

The (oriental pharmaceutical) industry has developed and modernized and
many of our medicine formulas are no longer secrets to our competitors.
However we have our proprietary method of medicine decocting which makes
our products more durable for storage while retaining good curative quality.
We have made substantial investment over time in developing this processing
method; it is now our top business secret which we take great care of when we
invest overseas. We certainly don’t want any other parties to free-ride on our
know-how and our good brand image. They (potential JV partners) have
nothing to lose but we have everything to lose.

To fully capitalize on proprietary know-how and distinctive regional reputation,
TRTG expanded to overseas markets first by exporting, then by FDI. When entering
Southeast Asian markets, the firm made a full ownership FDI entry to extinguish the
risk of partner opportunistic behaviors, because the risk of partner free-riding and
brand assets degradation was perceived high. WOS was also preferred by the two
telecommunication service firms (CMC and CTG) for similar reasons. These firms
possessed superior technological know-how in telecommunication network design
and maintenance, which was the type of asset badly needed by less-developed,
neighboring (Southeast Asian) countries. CTG and CMC tried to maintain
independent in foreign operations because sharing their firm-specific assets with
local partners will create potential competitors and sabotage their advantageous
market position. In this type of asset exploiting FDI, Chinese firms’ preference for
WOS is due to their desire for full control of foreign operations. Operational control
is needed to minimize transaction costs when the asset being transferred is highly
specific and attracts partner opportunistic behavior of local firms (Anderson &
Gatignon, 1986; Gatignon & Anderson, 1988).

The level of transaction costs in Chinese firms’ asset exploiting FDI is, therefore,
contingent on the type of assets they exploit overseas. If the asset being exploited is
home country based, transaction cost does not seem to be the major factor impacting
FDI ownership decision of the investing firm. If the asset is firm-specific, the
investing firm will prefer to internalize the transaction within its own organization
and eliminate any partner intervention. Hence our first proposition:

Proposition 1 When exploiting assets overseas, Chinese firms will prefer WOS
entry mode when the assets are firm-specific rather than home country-based.

Except for asset advantages (either home-based or firm-specific), asset constraint
also appeared to be a major concern of managers when facing FDI ownership
decisions. While firms with high value intangible assets (such as technology, know-
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how, and reputation) prefer to internalize the FDI transaction by adopting a WOS
entry mode, their ability to do so may be constrained by their tangible asset
endowment, most notably their capital asset size. This is because WOS requires the
highest level of resource commitment and the related risk exposure will be too high
for small-sized firms. The size constraint is also significant for the firms in natural
resource-based industries. Although these firms are relatively large-sized, their FDI
projects tend to be capital intensive and they are competing with even larger-sized
MNCs. Such constraining effect is highly evident in our cases. Despite being leading
firms in their respective industries in China, the sample firms can hardly compete
with global industry leaders in terms of asset size and financial resources at their
disposal. Interviewees, almost unanimously, complained that the limited and
restricted domestic financing channel constrained their asset size growth. As the
deputy general manager of MMG suggested, this asset disadvantage prevented the
firm from undertaking large investment projects by solo operation or full acquisition:

We know there is a huge difference between us and the global leaders in terms
of size, a difference between an ant and an elephant. We simply don’t have
enough capital resource to compete with the global giants, although we may be
the second or third largest in China... We are unable to invest in large-scaled
projects on our own; it is only possible if we team up with some other
investors and pool our capital together.

From the asset constraint aspect of FDI ownership decision, Chinese firms do not
differ from Western MNCs. Regardless of the type of asset a firm exploits overseas,
its operations have to be supported by tangible assets. The larger the relative size of
a FDI project, the more tangible asset support it requires from the investor, and the
less likely that an investing firm can accomplish the project on its own (Madhok,
1998). Our second proposition reflects the impact of asset constraint on the
ownership decision of Chinese outward FDI:

Proposition 2 The relative size of the FDI project is negatively related to the
likelihood that a Chinese firm will choose WOS entry mode.

Asset augmenting

The sample firms have also been actively engaged in assets augmenting FDI since
2002. The assets they seek overseas include global strategy-related assets and
technology- and brand-related assets. The former refers to the information or
financial resources required by a firm to develop a global business network, while
the later refers to the technological know-how and brand assets required by a firm to
build a sustainable competitive advantage in the global market.

Seven of the ten sample firms established their foreign ventures for global
strategic purposes. Typically at the initial stage of their overseas expansion through
FDI, they set up WOS in Hong Kong as their “headquarters” of overseas operation.
These overseas headquarters manage and reconfigure the firm’s investment capital,
gather foreign market and global industry information, and develop overseas
financing channels for the preparation of further overseas expansion. For example,
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CPIC established its Hong Kong-based subsidiary as a global sourcing site which
constantly seeks overseas greenfield and acquisition opportunities for the parent
firm. The director of its overseas investment department explained the motives of
this investment during the interview:

Our Hong Kong headquarters is the most important overseas subsidiary of our
firm and we intended to use it as a strategic outpost for our further overseas
investments, either though greenfield investment or by purchasing existing
foreign businesses. We have to make sure this strategic outpost serves our firm
as intended... The primary objective of this subsidiary is to gather information
of the global industry and foreign markets. Such information is usually
unavailable to us if we are not involved in global business ourselves.

Some other interviewees suggested that an important function of their overseas
subsidiaries is to develop overseas financing channels for the parent firms. They
purchased or established “shell companies” in Hong Kong, British Virgin Islands,
and Cayman Islands, which were then listed in foreign stock markets in Hong Kong,
the US, Japan, and Western Europe. This motive of seeking financial assets was
explained by the general manager of BJB:

It’s difficult to finance our business expansion domestically due to the
(Chinese) government’s foreign exchange control. A “walk-around” is to
purchase a “shell company” in Hong Kong, transfer a part of our assets to this
subsidiary, and then list it in Hong Kong stock market... There is no reason for
us to partner with other firms, as our motivation is purely strategic and we need
absolute control over our assets overseas.

As suggested by the interviewees, between the parent firms and their “overseas
headquarters,” there are constant exchanges of managerial resources, particularly
senior management personnel, so as to ensure the firms’ strategic intents to be
implemented accordantly in two (domestic and foreign) markets. In this type of FDI,
WOS is considered an effective entry mode for subsidiary control and intra-firm
coordination (Kim & Hwang, 1992). Our third proposition deals with Chinese firms
seeking global strategy related assets overseas:

Proposition 3 A Chinese firm’s motivation of seeking global strategic asset is
positively related to the likelihood that the firm will choose WOS entry mode.

In the long run, Chinese firms have the ambition to deploy a globally organized
business network. In the short run, Chinese firms have more urgent needs to upgrade
their technological capabilities and brand image. Technological asset seeking is
prevalent in Chinese outward FDI, especially in manufacturing sector. A typical
example was described by the senior vice president of BOET which manufactures
TFT-LCD display devices:

Before our investment in Korea, we couldn’t compete internationally or even
domestically against foreign brands, simply because our technology was
always two or three generations behind that possessed by Japanese and Korean
firms. In this industry, Japanese firms have the top tier technology and Korean
firms are at the second tier. We wanted to climb up the technology tree in a
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timely manner by purchasing a foreign firm with the first or second tier
technology. Japanese firms are currently out of our consideration because they
are too expensive. A Korean firm came into our sight as it was experiencing a
financial hardship and it had the type of technology we were seeking. We had
some joint venture experience with Korean firms before but this time we
decided to purchase the entire firm and to become the sole owner.

The interviewee later explained that with full ownership of the acquired business,
BOET obtained not only the technological patents, licenses and the production lines,
but also the entire R&D team, management personnel, and those well trained and
experienced employees. The exclusive ownership position granted the firm full control
over the acquired foreign assets. This enabled BOE to reconfigure the technological
and managerial resources within its global business network. For example they sent
domestic employees and managers to the acquired foreign venture to adopt the
advanced technology; they also transferred some of the production lines and personnel
from the foreign venture to their domestic production base to accelerate its technology
upgrade. This preference of WOS by Chinese firms seeking technological assets
overseas is also evident from other well known cases such as Lenovo’s acquisition of
IBM PC division and Haier’s wholly-owned production and R&D subsidiaries in the
US. In these cases, not only product technology but also brand assets are the targets of
Chinese investing firms. Although technology development and brand asset building
can be achieved in joint operation with foreign firms, it is considered less effective by
Chinese firms. This is because in JVs, foreign firms may be reluctant to transfer their
core competency to their Chinese partners (Rui & Yip, 2008) whereas Chinese firms
are eager to get rid of their “latecomer” status by aggressively tapping into the top-end
technologies. Chinese firms’ preference of radical approach in technology and brand
asset seeking leads to our fourth proposition:

Proposition 4 A Chinese firm’s motivation of seeking technology and brand asset
is positively related to the likelihood that the firm will choose WOS entry mode.

Host country institutions

Our interviewees also emphasized the importance of host country regulation and
cultural barriers in their overseas operations. One of their major tasks in planning a
FDI project is to choose an appropriate entry mode which can facilitate the
penetration of host country cultural barriers, adaptation to host business environ-
ment, building a good local image in the host country, and cooperation with the host
country government. Besides legality issues, it is more important for these firms to
attain cultural and social legitimacy in host countries in order to counter their
liability of foreignness. For example, the manager of overseas investment
department of iron ore mining firm SSG explained why they invested overseas in
the natural resource sector by joint operation with host country local firms even
when it was legal to have a full ownership operation:

We expanded our mining business overseas, especially to some African
countries that have a colonial history and have formed antiforeigner cultural
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attitudes since their independence. This culture imposed a social barrier to us
given that we are operating in their resource sectors and can be easily associated
with “economic colonist.” Although wholly owned foreign enterprise is not
banned in some of these countries, there can be many constraints from the local
government and even resistance and retaliations from local residents. When you
are not welcomed, you are supposed to leave. In order to stay, we had to make
extra efforts to build up a good relationship with local government and society.
We donated computers to local schools and sponsored local government for the
construction of their new office building. These (actions) helped a little but if
you want to change your foreign image fundamentally, the best way is to form
joint operations with local firms. The downside (of a joint operation) is that we
have to share profits with another firm, but now we are subject to much less
government constraints and our local partners can handle public relationship and
employee recruitment much better than us.

The interviewees from two other resource firms, CNOO and MMG, also confirmed
that foreign investors targeting local resource and energy sector will be treated with
caution from the local society. It is imperative for foreign investing firms to build a
positive reputation rather than having a public image of being an “economic colonist”
in the host country. An effective method to achieve this goal, as used by them, is to
choose JVentry mode to incorporate a local firm in their FDI, share operational profits,
and utilize the partnership as a channel to build up constructive relationships with local
community. The two telecommunication firms, CMC and CTG, also raised similar
concern. Although they preferred to integrate their operation for firm-specific asset
protection purpose, they had to balance the trade-off between the cost and benefit of
such integration. Foreign investments in infrastructure sectors, especially in emerging
markets, are closely monitored and heavily regulated by local governments. Heavy
restrictions on operation license application are in place for wholly owned foreign
firms. Socio-cultural acceptance is also hard to obtain when a foreign firm operates
alone. Due to these regulative and normative institutional impacts, the costs of
integration can offset or even surpass its benefits. This also applies to manufacturing
firms if they invest in foreign industries that are highly regulated by host country
governments or if they find it difficult to cope with the cultural differences. In this
case, an investing firm has more incentive to opt for a JVentry mode in order to attain
regulative and normative institutional legitimacy in the host country (Yiu & Makino,
2002). Hence we propose the following two propositions:

Proposition 5 The perceived level of host government restriction of FDI is
negatively related to the likelihood that a Chinese firm will choose WOS entry mode.

Proposition 6 The perceived level of cultural barrier in the host country is
negatively related to the likelihood that a Chinese firm will choose WOS entry mode.

Home country institutions

The Chinese government plays an important role in its outward FDI by providing
financial supports, information on foreign investment environment, and management
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training of FDI related international regulations. The participants in our case study
interviews acknowledged the supports provided by the Chinese government on
outward FDI. As indicated by some interviewees, their capital asset constraint in FDI
could be partially eased as they were entitled to receive government supports such as
financial subsidies, national bank loans with low interest, and tax benefits. The
project manager from CMC confirmed that government financial supports had an
influence on his firm’s FDI decision:

The government made it a little easier for us. I won’t say it was decisive but the
amount (of national bank loan) was quite helpful. With the extra working
capital we were more confident in foreign acquisition and wholly owned
operations. We didn’t have to rely on foreign firms’ capital resource because
we already have the strongest partner on our side—our government... I believe
many other firms are also benefiting from the government’s financial support
which is probably the most effective incentive mechanism of the government’s
“go-out” strategy.

The Chinese government’s financial support on outward FDI can increase
tangible asset power of Chinese firms and ease the constraint of resource
commitment. The allocation of the financial supports depends on the industry of
the firm, the function of the investment, and target location of the investment (China
Ministry of Commerce, 2007). Comparing with non-financial type of supports from
the government, the impact of financial supports on firms’ FDI decision is more
direct and significant. With the market-based financial channel still underdeveloped
and restricted in China (Deng, 2004), government’s financial support can be
regarded as an important alternative channel for firms to finance their investments.
Prior studies suggest that well financed firms (as reflected in their abundant assets
power) are more capable of committing resources and weathering uncertainties in
foreign operations (Aulakh & Kotabe, 1997; Madhok, 1998). These firms are more
likely to enter foreign market through integrated channel (Aulakh & Kotabe, 1997)
and conduct wholly owned operations (Madhok, 1998). Our seventh proposition
links the Chinese government’s financial support with firm’s financial capability, and
consequentially, the likelihood of a firm choosing WOS entry mode:

Proposition 7 The amount of financial support received from the Chinese
government is positively related to the likelihood that a Chinese firm will
choose WOS entry mode.

However, the Chinese government’s role is not always supportive. As shown
from a number of cases, the Chinese government can pose another type of constraint
for Chinese firms to commit resources. The government influences outward FDI
through an official approval system. The system is very restrictive towards high risk
FDI projects, projects that involve substantial state assets, and projects that are not in
line with the government’s agenda of national economic development. A result of
the restriction is usually a long approval process, heavy requirements on
documentation, and detailed reporting to multiple governmental organs (e.g.,
Ministry of Commerce, State Administration of Foreign Exchange, National
Development and Reform Commission). Such restriction will exhaust firms’ tangible
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resources, and more importantly, time resources. An example is given by the
manager of overseas investment department of CNOO:

Several years ago we had an acquisition opportunity in Eastern Europe and we
had already won the bid against many European and US buyers. This
acquisition would potentially increase our global production to a level that
could match those of the global leaders. We also expected crude oil price to
rise steadily which meant huge profit potential. However the government was
concerned about the scale of the project as the spending of a significant amount
of foreign exchange was clearly against the idea of securing foreign exchange
reserve at the time when many other Asian countries were experiencing a
financial crisis. We had to wait a long time for approval from each of the
governmental organs that we were required to report to. Eventually we
couldn’t get all the paperwork done in time and the target firm was sold to the
second highest bidder.

With the lessons learned, Chinese firms like CNOO now understand that when
their FDI projects are subject to the government’s restriction, they may have to
release the government’s concern by adjusting the proposed entry strategy, so that
they can get an approval before the opportunity fades away. Generally, the Chinese
government is more lenient towards JV projects because the joint ownership requires
lower level of resource commitment and thus higher flexibility, and it offers risk
sharing benefit. As evident in the 1990s, when Chinese outward FDI was at its early
taking-off stage and the government was cautious about the risks and uncertainties,
most of the approved FDI projects were conducted in JVs, where normally Chinese
firms hold an equity share between 40% and 70% (Zhan, 1995). In recent years, the
government is gradually increasing the flexibility of the system and moving towards
a more monitoring and less administrative role. Currently, the restrictiveness of the
approval varies depending on the industry, location, and scale of the FDI and is
decided on a case-by-case basis. Overall:

Proposition 8 The perceived level of government approval restriction is negatively
related to the likelihood that a Chinese firm will choose WOS entry mode.

In summary, four major themes and eight propositions can be integrated into a
conceptual framework (Figure 2). From a resource-based view, Chinese firms are
both asset exploiting and asset augmenting in their FDI. Depending on the type of
assets they exploit overseas, the level of transaction cost varies and consequentially
affects firms’ decision of integrating control by solo operation. The integration
decision, however, is constrained by the risk exposure of the FDI project as signified
by the relative size of the FDI to the investing firm. Chinese firms are more actively
engaged in asset augmenting FDI, in which they seek global strategy related assets
and technology and brand related assets. Both types of assets seeking motivation can
be more effectively realized when firms can exercise full control of the acquired
assets. From an institution-based view, Chinese firms’ FDI ownership decision is
influenced by both host and home country institutions. When facing restrictive host
country regulation and high cultural barrier, firms opt for a JV entry mode to attain
institutional legitimacy in the host country. On the home country side, both insti-
tutional support and institutional constraint exist. The former is in form of financial
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supports which increase firms’ ability of committing resources overseas. The later is
a result of the government’s outward FDI approval system which is risk adverse
oriented and therefore discourages high risk solo operations.

The framework generally supports the results of our comparative analysis of
Chinese outward FDI literature and FDI entry mode theories (see Table 1). The
impact of transaction costs on a Chinese firm’s FDI ownership decision can be
either context-free or context-embedded, depending on the type of assets possessed
and exploited by the firm (Proposition 1). The assets constraint effect is context-
free, suggesting that Chinese firms’ ability to conduct wholly owned operation is
bounded by the relative size of their FDI projects (Proposition 2). The impact of
assets seeking motives on Chinese firms’ FDI ownership decision is context-
embedded. Different from Western MNCs and newly industrialized economy
firms, Chinese firms prefer a more aggressive approach when seeking technolog-
ical and brand assets overseas (Proposition 4). Host country institutions influence
foreign investors at different degrees depending on their nationality, and therefore
their impacts on the investors’ FDI ownership decision are context-embedded. The
impacts can be from both regulative (Proposition 5) and normative (Proposition 6)
institutions. In the Chinese context, firms’ FDI decisions are influenced by home
country government, both positively (Proposition 7) and negatively (Proposition
8). Firm strategies also impact firms’ FDI ownership decisions. Such impact can be
either context-free or context-embedded, depending on the strategic orientation of
FDI (Proposition 3).

Discussion and conclusion

Compared with the continuing focus on FDI into emerging markets (Park, 2008; Zhan,
Chen, Erramilli, & Nguyen, 2008), outward FDI from these emerging markets is a
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newly emerging area of international business research. Following the growing
prominence of FDI from China, we set out to investigate an important yet insufficiently
researched area of Chinese outward FDI—the ownership decision. We aimed to identify
the major determinants of Chinese firms’ FDI ownership decision and to provide a
conceptual framework for future empirical study. This was achieved through identifying
context-free and context-embedded elements of existing theoretical constructs and
conducting case studies on ten Chinese outward investing firms. We constructed our
conceptual framework and propositions based on consistent results reached from
literature analysis and the case studies. Our findings suggest that, a Chinese firm’s FDI
ownership decision is influenced by the type of assets it exploits overseas, the assets
constraint it faces, its global strategy, its motives of technology and brand assets seeking,
the government restrictions and cultural barrier it faces in the host country, and home
government’s financial support and approval restriction.

Chinese firms’ needs to protect firm-specific assets in their asset exploiting FDI
echo the transaction cost theoretical construct. It is evident from our case study that
Chinese firms in certain industries possess high value firm-specific assets, which can
incur transaction cost when they exploit such assets overseas. The transaction cost is
related to the specificity of the assets and the potential risk of partner opportunism in
the host country, which are contingent on the industry and product characteristics,
and the relative status of local firm capability of the host country. However, not all
assets exploited overseas by Chinese firms are firm-specific. Chinese firms also
enjoy home country based asset advantages and such advantages can be exploited
overseas without transaction cost concerns. Therefore, when examining transaction
cost in Chinese firms’ asset exploiting FDI, it is important to measure the extent to
which the exploited assets are firm-specific rather than home country based.

Our case study results also highlighted the assets constraints on Chinese firms’
FDI ownership decision. Relatively large-sized FDI projects require firms to find co-
contributors to share the burden and reduce risk exposure. This is in line with the
asset power aspect of the firm capability theoretical construct in the literature.
Besides asset power, the existing literature also argues that the level of international
experience has an impact on a firm’s ability and willingness to commit resource
overseas. However the impact of experiential factor is not revealed from our case
study. A possible explanation is that at the current stage the majority of Chinese
firms are new to FDI activities and they lack multinational experiences. For them,
the experiential factor is a matter of existence rather than a matter of extent, and has
yet to become a factor that significantly influences firms’ FDI ownership decision.

The asset augmenting theme in our case study results indicates that Chinese firms
invest overseas to seek various strategic assets, and a full ownership structure (WOS)
is considered a proper way to organize. Chinese firms also invest overseas to seek
technology and brand related assets to enhance their competitiveness. These firms
also favor WOS as it is more effective than JV in terms of acquiring, utilizing, and
transferring desired assets. These asset seeking motivations of Chinese firms echo
the strategic intent aspect of the strategic behavior theoretical construct in the
literature. The strategic fit aspect of the construct, however, is not reflected from our
case study. This is probably due to the fact that market-seeking FDI by Chinese
firms generally target other emerging markets (Wright et al., 2005) which present
similar environments. Such environments fit the competitiveness of Chinese firms,
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regardless of what ownership structure they use to enter the market (Rugman & Li,
2007). As a result, Chinese firms’ FDI ownership decision is more influenced by
their strategic intents in FDI, rather than the need to achieve strategic fit.

The host country institutions theme in our case study results emphasizes that
Chinese firms need to be responsive to local institutional environment in the host
country. For a successful FDI operation, Chinese firms value a good relationship with
host country government, and try to establish a harmonious social status while
avoiding exploitative reputation. Their needs to attain institutional legitimacy are in
line with the regulative and normative pillars of the institutional perspective
theoretical construct in the literature. The cognitive pillar of institution, however,
seems less relevant in Chinese firms’ FDI ownership decision. No evidence was found
that Chinese managers rely on any sort of common practice when they make their FDI
ownership decisions. This is probably due to the short history of Chinese outward FDI.
The performances of previous entries are still unclear and an institutionalized common
practice is yet to be formed. Our home country institutions theme adds a new
dimension to the institutional perspective construct. Home country institutions can
provide financial supports for Chinese firms to commit resources overseas; it can also
discourage resource commitment through its outward FDI approval system.

Our study explores the issue of FDI ownership decision of Chinese firms an
academic research area that is currently underdeveloped. As an early stage
conceptual study, our goal is to set an agenda for future research on this issue.
Future development of the framework can be made to incorporate more industry
specific elements, and to link the issue of FDI ownership decision with post-entry
performance evaluation. Future study can also address the operationalization of the
framework and provide further empirical testing.

Appendix: Semi-structured interview protocol

The interview consists of five parts. In each part, the interviewee is presented with a
general question and is encouraged to elaborate his answers. Follow-up questions
may be asked to ensure all the issues of interest are sufficiently covered before
moving on to the next part.

Part 1: General information of firm’s involvement in outward FDI
Issues of interest: (1) total number of FDI conducted, and the focal FDI

project’s (2) timing, (3) location, (4) mode of entry, and (5) type of activity and
main line of business.

Part 2: Firm’s motives of conducting the focal FDI project
Issues of interest: (1) general description of major motives (2)

competitive positioning motives related to domestic and global industry, (3)
strategic motives related to global vs. local orientation, (4) long vs. short
term orientation, and (5) assets seeking motives.

Part 3: Home government influences on the focal FDI project
Issues of interest: (1) general role of government, (2) stakeholder status

of government, (3) levels of government involved, (4) available government
support, (5) approval procedure restrictiveness and associated costs, and (6)
firm’s proactive and responsive measures in dealing with government.
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Part 4: Internal and external factors influencing the ownership decision of the focal
FDI project

Issues of interest: the firm’s (1) global business network, (2) working
capital sufficiency, (3) prior FDI experience, (4) proprietary technology, (5)
brand value and business reputation, and the host country’s (6) factor
condition, (7) demand condition, (8) industry competition intensity, (9)
country risk, (10) cultural distance, (11) cultural ethnocentricity, and (12)
government restriction.

Part 5: Decision making process of the focal FDI project
Issues of interest: (1) the interviewee’s level of involvement, (2) team

vs. individual decision making, (3) influence from prior experience of self,
and (4) influence from experience of other firms.
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