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Abstract

In recent years Chinese foreign acquisitions have increased
significantly. In Europe and the United States, these invest-
ments are often criticized. Critics argue that Chinese inves-
tors outbid competitors with help from their government,
that the acquisitions lead to undesirable technology transfer,
or that they may have negative consequences for the em-
ployees of the target firm. We use a large deal-level dataset
on cross-border acquisitions to investigate whether Chinese
foreign acquisitions differ from cross-border investment
coming from other countries. We find that relative to non-
Chinese investors, Chinese acquirers indeed appear to be
different in some dimensions. They focus on targets with
higher debt levels and lower profitability. At the same time,
they do not seem to pay more for targets with given char-
acteristics, questioning the view that they are subsidized to
outbid other investors. Policy initiatives like the Belt and
Road Initiative and Made in China 2025 influence state-
owned but not private Chinese investors, suggesting that
geopolitical or technology interests play a role. In the years
after the takeover, target companies acquired by Chinese
investors exhibit lower growth in capital productivity but a

higher growth of employee compensation.

This is an open access article under the terms of the Creative Commons Attribution-NonCommercial-NoDerivs License, which permits use and

distribution in any medium, provided the original work is properly cited, the use is non-commercial and no modifications or adaptations are

made.

© 2021 The Authors. Review of International Economics published by John Wiley & Sons Ltd.

306 wileyonlinelibrary.com/journal/roie

Rev Int Econ. 2022;30:306-344.


www.wileyonlinelibrary.com/journal/roie
mailto:﻿
https://orcid.org/0000-0003-1495-5214
http://creativecommons.org/licenses/by-nc-nd/4.0/
mailto:felix.hugger@econ.lmu.de

FUEST ET AL. WI LEY 307

KEYWORDS

acquisitions, foreign direct investment, government policy and
regulation

JEL CLASSIFICATION
F21; F23; G34; G38

1 | INTRODUCTION

In recent years, Chinese investors have significantly increased their foreign investment activities es-
pecially in the form of cross-border mergers and acquisitions (M&As). In many European countries
and the United States, Chinese M&As arouse suspicion.' Critics claim that Chinese acquisitions lead
to undesirable technology transfers, that Chinese acquirers enjoy unfair advantages because of gov-
ernment subsidies, or that their acquisitions are motivated strategically with the objective to gain
market dominance or to increase China's political influence in the target countries.” There are also
concerns that Chinese takeovers may have adverse consequences for the employees of the target firms.
According to a recent survey by the ifo Institute, for example, economists from 74% of the countries
surveyed are more critical of foreign investment from China than of that from other countries (ifo
Institute, 2019). At the same time, there are legitimate reasons for the surge in Chinese investment
abroad. China has invested the revenue from its trade surplus primarily in US government bonds for
a long time. Thus, diversifying its foreign investment through cross-border M&As seems perfectly
rational. For many Chinese firms, foreign acquisitions are also a way to ensure access to customers
or key suppliers, in particular of raw materials. The debate on Chinese foreign M&A activities, how-
ever, is mostly based on speculations and anecdotes. Despite a growing number of studies on Chinese
overseas investment, there is surprisingly little systematic evidence on whether Chinese cross-border
M&As differ from investment coming from other countries. As Buckley et al. (2018) conclude, “[...]
the degree to which China is truly different from the advanced economies, or from other emerging
economies, is worthy of debate” (Buckley et al., 2018, p. 18).

The objective of this paper is to fill this gap by examining whether Chinese cross-border acquisi-
tions differ from foreign acquisitions of investors from other countries. Specifically, we address three
questions: First, how do Chinese acquirers select their targets? Second, do Chinese acquirers pay more
in a takeover? Third, what are the effects of a Chinese acquisition on the target firm?

Unlike previous quantitative studies that mostly use aggregate data, we use an extensive deal-level
dataset. This allows us to analyze not only the effect of country-level factors on foreign M&As, but
also how target-level characteristics impact such cross-border transactions. Instead of focusing solely
on Chinese cross-border M&As, we use a logit model to directly compare the drivers of Chinese for-
eign acquisitions with those of non-Chinese investments. Such an approach has not been carried out
before on a comparable scale.

On the question of target selection, we find that Chinese overseas M&As are distinct from non-
Chinese cross-border investments in several dimensions. For example, Chinese acquirers seem less
concerned about market size and conduct more deals in investment hubs. Chinese companies also
tend to acquire targets with lower profitability, more assets, higher levels of debt, and more patents.
In contrast, we do not find that target countries’ institutional qualities, such as political stability and
the rule of law, play a different role in determining Chinese cross-border acquisitions than they do for
non-Chinese investors.
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At the same time, we uncover rich differences between private and state-owned Chinese acquir-
ers (SOEs), which appear to be attracted to distinctive sets of target-level and target country-level
characteristics. For example, Chinese SOEs and private investors are differently affected by recent
Chinese government policies like the Belt and Road Initiative (BRI) or Made in China 2025. While
we find these government initiatives to have a significant impact on the location and industry choices
of Chinese SOEs’ overseas acquisitions, they do not appear to influence those of Chinese private
investors.

Whether the prevailing critical attitude toward Chinese cross-border M&As is justifiable also re-
quires a comparison between Chinese SOEs and state-owned investors from elsewhere, which has
not been conducted before. Based on a sample of government-led acquisitions, we find no significant
difference between Chinese and non-Chinese SOEs in seeking natural resources or industry diversifi-
cation. Chinese SOEs, however, do tend to purchase larger targets with poorer financial performance.

Another critique of Chinese acquirers is that they systematically outbid other investors, benefitting
from government support. This in turn may distort the global M&A market, with potentially negative
economic consequences for the target countries. To shed light on this debate we use our detailed deal-
level dataset and examine whether Chinese investors pay higher acquisition prices. Contrasting the
view that Chinese companies pay premiums to win bids, we do not find that Chinese investors pay
more for similar target firms compared to non-Chinese acquirers.

Finally, a key question is whether Chinese acquisitions have a different impact on the development
of target firms or their employees. We find that post-merger performance differs in two dimensions.
First, growth in measures of capital productivity, defined as the ratio of turnover and value-added
to total assets, is lower in the short run, mostly because Chinese acquirers seem to invest more after
the takeover. Second, the growth of employee compensation is higher. Since most Chinese foreign
acquisitions happened relatively recently, the number of cases where we can observe post-merger
performance is limited, though.

The rest of the paper is structured as follows. In the next section, we provide a brief review of the
related literature. Section 3 describes our data and sample construction. We provide descriptive statis-
tics in the Section 4 and present our empirical analysis in Sections 5—7. Section 8 concludes.

2 | RELATED LITERATURE

This paper is related to several strands of literature. Our first research question focuses on the de-
terminants of Chinese acquisitions. Determinants for foreign investment have been the topic of
extensive academic research, resulting in a long list of factors suggested to influence cross-border
M&As. This list includes access to resources and technology, entry to foreign markets, diversifica-
tion, geographic proximity, bilateral trade, and relative valuations in currencies and stock markets
(Erel et al., 2012); domestic financial market development (Di Giovanni, 2005); accounting disclo-
sure and accounting standards (Erel et al., 2012; Rossi & Volpin, 2004); shareholder protection and
corporate governance (Kim & Lu, 2013); cultural differences (Ahern et al., 2015); and social attitudes
(Dinc & Erel, 2013); target and home countries’ institutional qualities such as political stability and
the rule of law (Brockman et al., 2013; Erel et al., 2012; Jandik & Kali, 2009); regulatory arbitrage
(Alimov, 2015; Karolyi & Taboada, 2015); and taxes (Huizinga & Voget, 2009). Some argue that
no new theoretical framework is needed to explain Chinese foreign investment as the same list of
economic and institutional factors should similarly affect both Chinese and non-Chinese cross-border
M&As (Alon et al., 2009; Rugman, 2010). Others believe that Chinese multinational companies are
distinctive (Boisot & Meyer, 2008; Buckley et al., 2009; Child & Rodrigues, 2005). Despite these
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contrasting views, there is a lack of systematic quantitative analysis that compares the patterns of
Chinese cross-border M&As with those of other investors.

Following the seminal work of Buckley et al. (2009), there has been an increasing number of
studies on the determinants of Chinese outward greenfield investment (e.g. Kolstad & Wiig, 2012; Lu
etal., 2011). However, there are much fewer quantitative studies on Chinese cross-border M&A activ-
ities, even though they have become the main form of outward foreign direct investment by Chinese
firms and may be influenced by a different set of factors (Buckley et al., 2016). Using aggregate-level
data for the years 1985-2011, Buckley et al. (2016) examine country-level factors that affect the lo-
cation and scale of Chinese overseas M&As. According to Buckley et al. (2016), institutional rather
than economic factors make cross-border acquisitions by companies from emerging markets distinct.
Consistent with this view, they find that Chinese acquirers are attracted to countries with higher risks,
proxied by a poorer record of law and order. Nonetheless, Buckley et al. (2016) do not compare
Chinese acquirers with investors from other countries. Therefore, their study does not answer the
question whether economic and institutional features affect Chinese investors differently.

One distinct feature of Chinese investors is that many of them have close government ties. Studies
on Chinese foreign greenfield investment have compared SOEs with private firms and uncovered sig-
nificant differences (Amighini et al., 2013; Duanmu, 2012; Luo et al., 2017; Ramasamy et al., 2012).
For example, SOEs are less concerned about political risk in the target country, less market-oriented,
and more resource-seeking in their investment decisions. Nevertheless, the contrast between state-
owned and private acquirers may not be China-specific. Comparing cross-border M&As by both
private and government-led acquirers around the globe, Karolyi and Liao (2017) find that pursuing
targets in countries with rich natural resources and a high potential to diversify industrial structures
are common features of government-backed acquirers in general. Therefore, to answer the question of
whether Chinese cross-border M&As are different, it is important to compare Chinese state-owned ac-
quirers with other government-led acquirers. To the best of our knowledge, we are the first to conduct
such a comparison on a larger scale.

Furthermore, this paper is related to the literature on determinants of the takeover premium, and
the post-takeover performance of target firms. In particular, our study is closely related to studies on
the impact of acquisitions on targets’ productivity (e.g. Arnold & Javorcik, 2009; Bertrand & Ziouna,
2008, Fons-Rosen et al., 2013; Schiffbauer et al., 2017). There also exists a small number of stud-
ies that examine the effects of foreign acquisitions in China on target firms’ productivity (Wang &
Wang, 2015; Zhang et al., 2019). Nevertheless, to the best of our knowledge, we are the first to inves-
tigate the impact of recent Chinese foreign takeovers on the performance of the target firms.

3 | DATA AND SAMPLE CONSTRUCTION

We combine data from a number of sources to construct our samples. To obtain deal-level informa-
tion, we use Bureau van Dijk's Zephyr database, which contains information on worldwide M&A
transactions. We only consider cross-border deals and exclude deals with multiple acquirers.” If a
firm acquires several targets in one deal, we treat each acquirer—target pair as a single transaction. Our
full sample contains 157,985 completed cross-border M&A deals of which 3,283 are conducted by
Chinese investors. The sample period covers the years from 2002 to 2017 and, therefore, only includes
years after China's accession to the World Trade Organization. We differentiate between three types
of acquirers: Chinese private acquirers, Chinese state-owned acquirers, and non-Chinese acquirers. A
Chinese acquirer is regarded as an SOE if its global ultimate owner is state-owned or state-controlled.
Following this definition, 1,279 deals of our full sample are conducted by Chinese SOEs.
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As financial information about the targets and acquirers is limited in Zephyr, we use Bureau van
Dijk's Orbis database to obtain financial and ownership information on both targets and acquirers.
Each target or acquirer is assigned a unique identifier by Bureau van Dijk, which allows us to link
Zephyr with Orbis. Table Al in the Appendix provides the definitions of target-level variables in our
analysis.

For analyses and estimations, we further restrict the sample. First, we focus on deals where at least
50% of the target's shares are purchased and exclude deals where the target country is unknown. We
also drop deals where the target reports non-positive total assets, turnover, or employees, and where
the target's intangible fixed assets are greater than its total assets. To ensure comparability, we only
keep targets acquired once during our sample period. This leaves us with a total of 72,056 deals, of
which 1,168 are conducted by Chinese private investors and 732 by Chinese SOEs (see Table 1).

We augment the deal-level data with target country-level variables from various sources. General
macroeconomic variables like GDP, exchange rate, population, and the share of resource rents in GDP
are obtained from the World Bank's World Development Indicators (WDI). We use CEPII data for a
population-weighted distance measure from the target country to China. The UN Comtrade database
provides us with the trade volume between the target country and China. To identify investment hubs,
we rely on an OECD definition.* To measure institutional quality, we use the World Bank's World
Governance Indicators (WGI) on the rule of law, control of corruption, political stability, and regula-
tory strength. Table A3 in the Appendix provides more details on the definitions of these country-level
variables.

4 | DESCRIPTIVE STATISTICS

This section first provides some general descriptive statistics on Chinese and non-Chinese cross-
border acquisitions. We then describe target country-level characteristics in more detail before look-
ing at target firm-level characteristics.

Figure 1 shows the number and value of cross-border acquisitions by type of acquirer for 2002—
2017.° For non-Chinese acquisitions (Panel A), we observe a peak in both the number of deals and
in transaction volume around 2006/2007 and a significant drop during the 2008/2009 financial crisis.
Since around 2012, there is a gradual recovery of global cross-border M&As. These patterns are
consistent with observations made elsewhere (European Commission, 2018). Panel B shows that the
evolution of Chinese cross-border acquisitions is rather different from the global trend. In particular,
there was a spike in the number of Chinese cross-border transactions in 2008, in contrast to the dip
in global M&A activities. Over the full sample period, both the number and the volume of Chinese
overseas acquisitions increase substantially.

TABLE 1 Summary statistics by acquirer type based on the estimation sample

Number of deals

Mean deal value Median deal value
Acquirer type All With deal value (in million EUR) (in million EUR)
CN private 1,168 577 159.0 20.0
CN SOE 732 391 394.3 54.6
Non-CN 70,156 21,038 263.8 23.1

Total 72,056 22,006 263.4 23.0
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FIGURE 1 Number and value of deals by acquirer type. This figure shows the development of the number and

value of deals over the sample period 2002-2017. We differentiate between different deal categories depending on the
nature of the acquirer: Non-Chinese acquirers (Panel A) and Chinese acquirers (Panel B). We furthermore decompose
Chinese acquirers into private firms (Panel C) and SOEs (Panel D). The number of deals is reported in the right-hand
scale and the value of deals is reported in the left-hand scale (in constant billion Euros with base year 2015) [Colour
figure can be viewed at wileyonlinelibrary.com]

In Panels C and D, we distinguish between Chinese private and state-owned acquirers. This reveals
that while there are fewer acquisitions by Chinese state-owned acquirers, these companies tend to
conduct larger deals. For both private and state-owned acquirers, the total value of acquisitions rises
sharply over time. Since 2011, however, the rise is more prominent for acquisitions by SOEs. The
spike in the number of deals in 2008 shown in Panel B is largely driven by the activities of Chinese pri-
vate acquirers. Table 1 summarizes the number of deals, as well as the mean and median deal values
by acquirer types. Deal value data are available for about half of the Chinese transactions and for about
one third of non-Chinese acquisitions. Table 1 confirms that Chinese SOEs are involved in larger
deals than other acquirers, which is reflected by substantially higher mean and median deal values.
In contrast, Chinese private acquirers tend to conduct deals of similar sizes to non-Chinese acquirers.

There are also notable differences across the three types of investors in terms of the target share
they acquire. Figure 2 shows that Chinese SOEs predominantly engage in full or majority acquisitions.
In contrast, a larger percentage of acquisitions by Chinese private or non-Chinese investors takes the
form of gradual increases in stakes. This could reflect that Chinese SOEs follow a less cautious invest-
ment strategy or are less financially constrained than other investors.
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% share (number)
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I _ Non-CN _ CN private CN SOE

FIGURE 2 Types of deals by share acquired. This figure shows the share of different types of deals for the
three types of acquirers. Full means that 100% of the target firm were acquired. Majority means that at least 50%
but less than 100% were acquired. Minority means that less than 50% were acquired. Stake increased means that
the acquirer already owned a share of the target firm and increased this share [Colour figure can be viewed at
wileyonlinelibrary.com]

Next, we look at the geographical distribution of M&A deals by acquirer group. Figure 3 shows
that a major share of global cross-border M&As takes place in Europe, which amounts to 66.6% of
transactions by non-Chinese acquirers, 47.5% by Chinese SOEs, and 38.2% by Chinese private ac-
quirers. Around 15%-20% of global cross-border acquisition targets are located in North America.
Significant differences between Chinese and non-Chinese acquirers emerge in other regions. There
are more transactions by Chinese acquirers in the East Asia and Pacific region, as well as in Latin
America and the Caribbean.

Table 2 offers a more detailed look at the distribution of deals by target country and acquirer type.
Target countries are ranked based on the number of Chinese private acquisitions. For each target coun-
try, we provide the number of deals, the total deal value, and the corresponding sample percentages.
A large share of Chinese private acquisitions occurs in investment hubs. In terms of the number of
deals, the British Virgin Islands lead the list for Chinese private acquirers. Chinese SOEs also have
substantial M&A activities in the British Virgin Islands, Cayman Islands, and Bermuda. In contrast,
investment hubs are less popular with non-Chinese acquirers. In addition, Table 2 again shows the
geographic preference of Chinese acquirers for Asia and Pacific countries. Based on the total value
of deals, a much higher share of Chinese acquisitions happens in Australia, Japan, Malaysia, and
Singapore, relative to non-Chinese acquisitions. There is no indication that Chinese acquirers invest
more in BRIC countries (excluding China), as their investment pattern in Brazil, Russia, and India is
not widely different from that of non-Chinese acquirers.

Last, we consider target-level determinants of M&A activities. Table 3 compares the acquirer types
regarding the means of assets, leverage, return on assets (ROA), share of intangibles, assets growth,
and patents of targets. We also conduct a ¢-test to formally examine whether the sample means of
these target-level factors are different between the acquirer types. The descriptive statistics reveal
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FIGURE 3 Distribution of cross-border M&As by target region. This figure shows the distribution of cross-
border M&As in different regions. The category Other includes countries in Central Asia, Sub-Saharan Africa, Middle
East and North Africa, and South Asia [Colour figure can be viewed at wileyonlinelibrary.com]

some interesting heterogeneities. Relative to non-Chinese investors, Chinese acquirers purchase larger
targets in terms of total assets. Moreover, Chinese private firms tend to purchase targets with signifi-
cantly lower ROA but with more patents than non-Chinese investors.

5 | HOW DO CHINESE ACQUIRERS SELECT THEIR
TARGETS?

The first question we address in this study is whether Chinese overseas acquisitions have different
rationales and patterns than non-Chinese investments. To shed light on this issue, we employ the deal-
level data and estimate the following logit regression model:

Pr(CN,, =1) =F (ﬂo + uXIT +yZ]C + Deal Year FE+¢,;, ). 1)
where the dependent variable is a dummy indicating whether target i in country j in year ¢ is purchased by
a Chinese acquirer. In some estimations, we also differentiate between private Chinese firms and
SOEs.7Xl.TtF is a set of target firm-level characteristics and ZJTZC is a set of target country-level characteris-

tics. The coefficients of interest are u and y, which indicate how various target firm-level and target
country-level characteristics influence the probability of a target being acquired by a Chinese firm. If a
coefficient is not statistically significant, the corresponding characteristic is either not important for all
investors or equally important for Chinese and non-Chinese investors. We include deal year fixed effects
in all specifications to control for general time trends. In some specifications, we also control for industry
and target country fixed effects. Standard errors are robust and clustered at the target firm level.
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5.1 | Effects of target country characteristics

We first examine how target country characteristics affect the probability of a target being acquired
by a Chinese company as opposed to a non-Chinese investor. We consider a set of country-level
economic indicators frequently employed in the literature. We use three variables to proxy for market
size: Ln (GDPPC) is the log of real gross domestic product (GDP) per capita in the target country,
GDP growth is the target country's annual real GDP growth rate, and Ln (Population) is the log of a
target country's population. Cross-border M&As may also be influenced by geographic proximity and
trade volume. Distance is the population-weighted distance between China and the target country and
Ln (Trade) measures the log of the bilateral trade volume between China and the target country. We
construct a dummy variable TaxHaven that equals 1 if a target country is regarded as an investment
hub. To investigate whether Chinese cross-border M&As are more attracted to countries abundant
in natural resources, we use the variable Resourcerents measuring total resource rents relative to the
target country's GDP. We further consider two variables associated with economic risk in the target
country: Inflation is the annual inflation rate in the target country; AExchange rate is the rate of ap-
preciation of the target country's currency against the Chinese Renminbi (RMB), where a negative
value stands for a depreciation of the RMB. Institutional qualities in target countries are often con-
sidered to influence cross-border M&As. Using the World Bank's World Governance Indicators, we
control for four institutional quality indicators: Political stability, Regulatory quality, Rule of law, and
Control of corruption. A larger value in these variables indicates better institutional qualities in the
target country.

Table 4 reports the estimated marginal effects based on the logit model, focusing on target country
characteristics. Column (1) of Table 4 shows that relative to non-Chinese acquirers, Chinese acquir-
ers tend to conduct acquisitions in countries with lower GDP per capita, lower GDP growth, and
a smaller population. This suggests that Chinese cross-border M&As are less motivated by market
size. As expected, being geographically closer to China and having a larger trade volume with China
both increase the probability of Chinese cross-border acquisitions. Chinese investors also show a
strong preference for targets in investment hubs, consistent with the previous descriptive analysis. A
potential explanation for this result is the existence of capital controls in China. Successfully bidding
for firms requires the ability to make large international payments at short notice. This may require
Chinese companies to set up holding companies abroad. Investment hubs may offer the easiest way to
do so. We do not find that the estimated marginal effect on Resourcerents is statistically significant.
Relative to other investors, Chinese acquirers tend to avoid inflation risks, as the estimated marginal
effect on inflation is negative and significant. However, they do not seem to be particularly concerned
about currency risks. We control for Political stability in Column (2), Regulatory quality in Column
(3), Rule of law in Column (4), and Control of corruption in Column (5) of Table 4. However, we find
no evidence that these institutional qualities of target countries affect decisions on Chinese overseas
acquisitions differently, as the estimated marginal effects on all four indicators are insignificant.

In Columns (6) and (7), we differentiate between Chinese private and state-owned acquirers.
The investment strategy of the two types of Chinese acquirers appears similar in many dimensions.
However, some target country characteristics have different effects on the two. First, the strong prefer-
ence for investment hubs is unique to Chinese private acquirers, while the difference between Chinese
SOEs and non-Chinese acquirers is not significant in this dimension. Second, while Chinese private
acquirers are less likely to purchase targets in resource-rich countries, the opposite is true for Chinese
SOEs. Thus, seeking natural resources is a motivation for Chinese state-owned acquirers only. Third,
Chinese private investors tend to invest in countries where the currency depreciates against the RMB,
but the reverse holds for Chinese SOEs. This suggests that Chinese SOEs may be less concerned
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about costs due to exchange rate risks. In unreported exercises, we include the four indicators for
institutional qualities and compare the two types of Chinese acquirers with international acquirers.
We continue to find that institutional qualities of target countries do not affect Chinese acquirers in a
distinct way, regardless of their ownership type.

5.2 | Effects of target industry

Using deal-level information, we are able to investigate whether Chinese acquirers are drawn to spe-
cific industries. In addition to a basic set of macroeconomic control variables, the estimations shown
in Table 5 include a set of target industry dummies based on the NACE industry classification.®
Column 1 in Table 5 reveals that Chinese acquisitions are more likely to occur in certain industries.
For example, Chinese investors are keen on targets in certain manufacturing industries, such as manu-
facturing of electronics, machinery, and vehicles. Consistent with resource-seeking motives, Chinese
acquirers are also more likely to conduct deals in the mining sector. In contrast, firms in the informa-
tion and communication industry are less likely to be targeted by Chinese acquirers.

Columns (2) and (3) of Table 5 differentiate between private and state-owned Chinese companies.
Chinese SOEs are more likely to acquire agricultural firms, but the opposite is true for Chinese pri-
vate firms. A similar pattern holds for targets in the utility, construction, and the mining sector. These
results are consistent with the previous finding that Chinese SOEs are particularly attracted to natural
resources abroad. Additionally, a comparison between Columns (2) and (3) reveals that even within
the manufacturing sector, the two types of Chinese acquirers display different preferences for specific
industries.

Generally speaking, we find that there are some notable differences between Chinese and non-
Chinese investors in terms of their industry preferences. However, the distinction is even greater be-
tween Chinese SOEs and non-Chinese investors.

5.3 | Effects of target firm characteristics

Next, we consider target firm-level characteristics that may affect the probability of Chinese cross-
border acquisitions. These include: Industry diversity (a dummy that equals 1 if target and acquirer are
active in different industries), the log of total assets of the target firm, as well as return on assets (ROA
), Leverage, Asset growth, Share of intangibles, and Patents. All variables except Patents are measured
1 year before the acquisition and are winsorized at the 1% level.

We formally analyze whether Chinese acquisitions are different from other investments by includ-
ing these target-level characteristics in the logit model specified by Equation (1). Table 6 reports the
corresponding results. Columns (1)—(3) suggest that Chinese acquirers prefer targets in industries
different from their own, with more assets, lower profitability, higher levels of debt, and more patents.
Based on our preferred specification in Column (3) where we control for both target country and target
industry fixed effects, the probability of a target being acquired by a Chinese investor increases by
0.7 percentage points if the target is from a different industry than the acquirer. A 10 percentage point
reduction in ROA would increase the probability of a Chinese acquisition by around 0.2 percentage
points. A 10 percentage point increase in target leverage leads to a 0.13 percentage point increase in
the probability of a Chinese acquisition. Consistent with the view that Chinese cross-border M&As
are particularly motivated by transfers in technology and know-how, we find a marginally positive ef-
fect associated with the number of patents the target holds. If the number of patents held by the target
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TABLE 5 Target industries and probability of Chinese acquisitions

@ 2 3
Probability of being acquired by All CN CN private CN SOE
Agriculture 0.010 —-0.009" 0.019"
(0.009) (0.005) (0.008)
Construction 0.001 —0.003 0.005"
(0.004) (0.003) (0.003)
Energy, water, and gas 0.004 —0.003 0.006™
(0.005) (0.004) (0.003)
Finance and insurance 0.004 -0.001 0.005""
(0.003) (0.002) (0.002)
Information and communication -0.008"" -0.007"" —0.001
(0.002) (0.002) (0.001)
Manufacturing of chemicals/oil, pharma —0.002 -0.007" 0.005"
(0.003) (0.003) (0.002)
Manufacturing of electricity and machinery 0.023™ 0.007"" 0.017°"
(0.004) (0.003) (0.003)
Manufacturing of metal products 0.011" —0.006" 0.017""
(0.005) (0.003) (0.004)
Manufacturing of vehicles 0.048" 0.017" 0.033""
(0.010) (0.008) (0.008)
Mining 0.016™" —-0.007"" 0.025™
(0.006) (0.003) (0.005)
Professional/scientific/techno-logical activities ~ —0.004 —-0.008"" 0.003"
(0.003) (0.002) (0.001)
Macro controls Yes Yes Yes
Year FE Yes Yes Yes
No. of observations 62,353 61,723 61,373

Notes: This table considers how target industries affect the likelihood of a Chinese cross-border acquisition. Classification of
industries is based on NACE industry classification. NACE industries from 77 to 99 are used as the reference group. Marginal effects
from logit estimations based on Equation (1) are reported. Standard errors are robust and clustered at the target firm level.

*p <.10; #*p < .05; ¥**p < .01.

firm increases by one standard deviation, this increases the probability of acquisition by Chinese
investors by around 0.2 percentage points.9 Considering that only 2.6% of cross-border acquisitions
are made by Chinese investors in our sample, the estimated marginal effects from ROA, leverage, and
patents are rather large. There is also a positive and significant marginal effect of target size measured
by total assets, but the magnitude of the effect is smaller. Based on the estimation result in Column
(3), a 100 log-points increase in Size raises the probability of a Chinese acquisition by 0.6 percentage
points. Neither Asset Growth nor the share of intangibles matter differently for Chinese acquirers rel-
ative to non-Chinese acquirers.10
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We focus on Chinese private acquirers in Columns (4)—(6) and Chinese state-owned acquirers in
Columns (7)—(9) of Table 6 and uncover several differences. The preference for industry diversification is
mainly driven by Chinese SOEs. This corroborates the results from Columns (1) to (3). Chinese SOEs favor
larger targets. While the estimated marginal effect on In (7otal assets) is also positive for Chinese private
acquirers (Column (4)), the effect becomes insignificant when we control for target industry fixed effects.
These results could imply that Chinese SOEs have financial support from the state-owned banking system
which allows them to engage in large-scale transactions. The tendency to buy highly leveraged targets and
those which hold patents is mainly driven by Chinese private acquirers. These results indicate that Chinese
private acquirers are more likely to purchase targets in financial distress, and that access to technology and
knowledge may be a particularly important consideration for them. Relative to non-Chinese investors, both
Chinese private and state-owned acquirers tend to purchase targets with lower ROA. Chinese acquirers
may be less motivated by short-run profits, less cautious of investing in poorly performing targets, or more
optimistic about improving the performance of such targets after the acquisition.

5.4 | Effects of recent Chinese policy initiatives

The Chinese government announced the Belt and Road Initiative in 2013 and Made in China 2025 in
2015, which both reinforce the Go Out policy from 2000. Do these policy initiatives have a material
impact on Chinese overseas acquisitions?

The initial aim of the Belt and Road Initiative is to improve trade, infrastructure, and investment
links between China and 65 countries in Central, South, and South East Asia, Europe, the Middle
East, and North Africa.!' We use a difference-in-differences (DiD) approach to test whether the Belt
and Road Initiative has changed the regional focus of Chinese overseas acquisitions. To do so, we
construct a dummy PostBRI, which equals 1 if a cross-border deal happened in or after 2013. We also
construct a dummy BRI, which equals 1 if the target is located in one of the 65 BRI countries narrowly
defining the outreach of the BRI initiative according to the China International Trade Institute. The
interaction term between BRI and PostBRI measures the effect of the Belt and Road Initiative on the
location decisions of Chinese acquirers.

Column (1) of Table 7 shows that before 2013, Chinese acquirers were less likely to pursue tar-
gets in BRI countries, as the estimated coefficient on BRI is negative and statistically significant.
For Chinese private acquirers, the Belt and Road Initiative fails to encourage acquisitions in BRI
countries, as the estimated coefficient on BRI X PostBRI is insignificant in Column (2). In contrast,
the estimated coefficient on BRI X PostBRI is positive and statistically significant for Chinese state-
owned acquirers in Column (3). These results suggest that the BRI only influences the location choice
of cross-border M&As by Chinese SOEs.

Made in China 2025, announced in 2015, defines 10 industries in which the Chinese government
wants Chinese companies to become globally competitiv«:.12 One way to reach that goal is through
takeovers of foreign firms in these industries. To investigate whether the policy influences the in-
dustry focus of Chinese overseas acquisitions, we again use a DiD estimator. We construct a dummy
variable CN2025 that equals 1 for targets active in industries that are related to the Made in China
2025 strategy. A second dummy, PostCN2025, equals 1 for acquisitions since 2015. We then interact
CN2015 with PostCN2025 for the DiD estimations.

Table 8 reports the corresponding estimation results. There is no evidence that Chinese acquisi-
tions occurred more frequently in industries targeted by Made in China 2025 before 2015, relative to
non-Chinese acquisitions. However, targets in these industries become significantly more likely to be
purchased by Chinese SOEs after the policy was introduced. Again, the policy does not change the
investment pattern of Chinese private acquirers.
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TABLE 7 The belt and road initiative and probability of Chinese acquisitions

@ 2 3
CN

Probability of being acquired by All CN CN private SOE
Post-BRI —-0.115 —-0.182 0.103

(0.254) (0.327) (0.392)
BRI -0.223" -0.0118 -0.539"

(0.132) (0.163) (0.220)
BRI X Post-BRI 0.0320 —0.181 0.386"

(0.142) (0.182) (0.230)
Macro controls Yes Yes Yes
Year FEs Yes Yes Yes
No. of observations 69,269 68,574 68,186

Notes: This table analyzes the impact of the Belt and Road Initiative on Chinese cross-border acquisitions. We report the point
estimates from logit estimations. PostBRI is a dummy equal to 1 if the deal took place in or after 2013. BRI is a dummy variable equal
to 1 if the target country is one of the 65 BRI countries (Table A6). Standard errors are robust and clustered at the target firm level.

p <10 #p < .05; **%p < 01,

TABLE 8 Made in China 2025 and probability of Chinese acquisitions

@ 2 3)
CN

Probability of being acquired by All CN CN private SOE
PostCN2025 0.0116 —0.100 0.343

(0.299) (0.374) (0.484)
CN2025 —0.0166 0.0960 —0.185

(0.0868) (0.107) (0.148)
CN2025 x PostCN2025 0.0815 -0.218 0.402"

(0.143) (0.198) 0.214)
Macro controls Yes Yes Yes
Year FEs Yes Yes Yes
No. of observations 62,353 61,723 61,373

Notes: This table analyzes the impact of the Made in China 2025 policy on Chinese cross-border acquisitions. We report the point
estimates from logit estimations. PostCN2025 is a dummy that equals to 1 if the deal took place in or after 2015. CN2025 is a dummy
variable equal to 1 if the target belongs to the industries defined by Made in China 2025. Standard errors are robust and clustered at
the target firm level.

*p < 10; #¥p < .05; #%p < 0L,

5.5 | Comparison between Chinese and non-Chinese state-owned acquirers

An open question is whether Chinese SOEs are different from state-owned acquirers in other countries.
We identify 619 non-Chinese state-owned acquirers in our sample. However, only for 522 of them
basic country-level characteristics are available. We then run a logit estimation where the dependent
variable equals 1 if a target is acquired by a Chinese SOE, and 0 if it is purchased by a non-Chinese
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TABLE 9 Comparison between Chinese and non-Chinese state-owned acquirers

Probability of being acquired by

CN SOEs @) Q?) 3) (C)]
Ln(GDPPC) -0.050 1.724" -0.063 1.365
(0.033) (0.714) (0.053) (1.300)
GDP growth -0.010 -0.030"" —0.008 —0.021
(0.008) (0.013) (0.017) (0.026)
Distance -0.008 —-2.592 -0.017 0.902
(0.007) (2.043) (0.015) (4.129)
Ln(Population) -0.052" -0.023 —0.040 —1.346
(0.027) (1.940) (0.053) (4.638)
Ln(Trade) 0.107"™ —-0.050 0.068 0.017
(0.027) (0.218) (0.051) (0.501)
Resource rents 0.027 0.941 —1.303 —11.382
(0.480) (2.669) (1.027) (12.552)
AExchange rate -0.554" -0.670"" —-0.412 -0.382
(0.261) (0.294) (0.460) (0.564)
Industry diversity 0.116" 0.054
(0.055) (0.060)
Ln(Total assets) 0.063" 0.064™
(0.013) (0.015)
ROA —-0.264"" -0.301""
(0.106) (0.112)
Year FE Yes Yes Yes Yes
Target country FE Yes Yes
No. of observations 928 828 271 233

Notes: This table compares Chinese and non-Chinese state-owned acquirers. The dependent variable is a dummy that equals 1 if a
target is purchased by a Chinese SOE and 0 if it is purchased by an SOE from other countries. We report the marginal effects from
logit estimations. Standard errors are robust and clustered at the target firm level.

*p < 10; #¥p < .05; #%p < 0L,

SOE. We report the marginal effects based on this estimation in Table 9. We use alternative specifica-
tions to control for year and target country fixed effects in the different columns.

Columns (1) and (2) consider target country characteristics that were previously found to matter for
Chinese state-owned acquirers (Section 5.1). In Columns (3) and (4), we add three target firm char-
acteristics: the indicator Industry diversity, the log of targets’ pre-acquisition total assets, and ROA.
These are the target firm-level characteristics we found to matter most for Chinese SOEs compared to
non-Chinese investors (Section 5.3). This reduces the sample size since we do not observe target-level
characteristics for many acquisitions by state-owned investors.

While the estimated marginal effects on some factors vary across the different columns due to
changes in specifications and sample sizes, two robust results emerge: Chinese SOEs are more likely
to acquire larger targets and those with lower pre-deal profitability. These patterns are consistent
with previous findings when we use a broader set of non-Chinese acquirers as the control group. The
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estimated marginal effects are generally larger in Table 9, relative to those in previous tables, since the
sample sizes become much smaller and the share of Chinese acquisitions increases. Relative to non-
Chinese SOEs, Chinese state-owned acquirers no longer appear to be particularly focused on seeking
natural resources, and there is only weak evidence in Column (3) that they are especially keen on
industry diversification. Our findings thus echo Karolyi and Liao (2017) that state-owned acquirers in
general are more oriented toward targets in resource-rich countries and aim to diversity their industry
portfolio. In these dimensions, Chinese SOEs are no different from other SOE acquirers.

6 | DO CHINESE ACQUIRERS PAY MORE?

In this section, we investigate whether Chinese acquirers pay different prices compared to non-
Chinese investors for targets with similar observable characteristics. The motivation for this analysis
is the anecdotal evidence that Chinese acquirers, backed by cheap financing from domestic banks or
direct government subsidies, overpay relative to other investors to win bids. As around 95% of target
firms in our sample are unlisted, we do not observe the share prices of target firms, which is the most
common variable used in the literature for pricing analyses. Instead, we calculate the variable Price;; ,
which is the amount an acquirer pays for 1% of the equity of target firm i in country j in year 1. we
then estimate Equation (2) as follows:

In Price;;, = By + B CN;;,+ BrIn Equity; , + f3ROA; , + B, Leverage, , + psFull AC;  + BcAny Patent;,

+ ijth + Deal YearFE + Industry FE + Target country FE+ ¢, ;, 2

In Equation (2), CN, ;, is a dummy that equals 1 if the acquirer of target firm i in country j in year ¢ is a
Chinese firm. To differentiate between Chinese private and state-owned acquirers, we include a dummy
CNpriv;;, in some specifications that equals 1 if the acquirer is a Chinese private firm, and a second
dummy CNSOE;;, that equals 1 if the acquirer is a Chinese SOE. We include several target firm-level
characteristics: ROA and In (Equity) are the average value of return on assets and the average book value
of equity over the 3 years prior to the deal'; Leverage is the sum of long-term debt and short-term loans
as a ratio to total assets also averaged over the 3 years prior to the deal; Full AC is a dummy variable indi-
cating whether 100% of the target's equity is acquired; Any patent is a dummy indicating whether the
target firm holds any patents. ZJTtC is a set of target country-level controls. Furthermore, we control for
industry and target country fixed effects and allow for different time fixed effects across specifications.

Table 10 shows the estimation results based on Equation (2). Larger In (Equity) or ROA increases
the payment for the target among all types of acquirers. Similarly, investors pay more to purchase
targets with patents. Surprisingly, all types of acquirers tend to pay more for highly leveraged firms.
This may reflect potential tax advantages associated with debt or unobserved factors improving both
borrowing capacity and value. These results are robust throughout the different specifications shown
in Table 10. Whether the deal is a full acquisition has no significant impact on the prices paid for 1%
of a target's equity.

Controlling for these observable characteristics, we do not find any tendency of overpayment by
Chinese acquirers relative to non-Chinese investors as the estimated coefficient on CN is not statisti-
cally significant across specifications. When we distinguish between Chinese SOEs and private inves-
tors, neither appear to pay more for similar targets as compared to non-Chinese investors (Columns
(2), (4), (6), and (8) of Table 10). These results question the view that Chinese investors systematically
outbid others in the global M&A market. One should also note that we do not find any systematic
difference between Chinese SOEs and non-Chinese acquirers, even though in particular the former
might receive government subsidies and support in other forms. As a robustness test, we estimate
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Equation (2) using acquisition prices instead of logarithms of prices as dependent variable. In these
estimates, we even find slightly lower prices paid by Chinese investors, confirming the result that they
do not overpay.15

7 | WHAT ARE THE EFFECTS OF CHINESE
ACQUISITIONS ON TARGET FIRMS?

As last step of the analysis, this section investigates how a takeover by a Chinese company affects the
target firm and its employees. Again, the focus is on the question of whether these effects differ from
the changes triggered by a non-Chinese acquisition.

7.1 | Empirical approach

When estimating the effects of a Chinese acquisition, a simple OLS estimation is likely to yield biased
results as the selection of targets by Chinese investors is endogenous. For instance, the selection of
targets is likely to depend on their pre-acquisition financial performance. To address this issue, we use
a DiD approach. The treatment group consists of targets acquired by a Chinese company; the control
group comprises targets acquired by non-Chinese investors. Following the approach of Wang and
Wang (2015), the dependent variable in all regressions is the accumulated change in the target firm's
financial variables since the takeover. Accordingly, only targets for which financial information from
pre- and post-deal periods is available can be used for this analysis. This leaves us with 14,243 targets
that were acquired by non-Chinese companies and 351 targets with Chinese acquirers. Most targets in
this sample are from Europe. This is not surprising, as a large share of acquisitions in the sample took
place in Europe (see Section 4).

We focus on the effects of Chinese acquisitions on target firms’ labor and capital productivity. To
proxy labor productivity, we use turnover and value-added per employee (Labor productivity 1 and
2). Capital productivity is proxied by the ratios of turnover and value-added to total assets (Capital
productivity 1 and 2). We also investigate changes in targets’ leverage, ROA, average compensation of
employees, and the share of intangible assets in total assets. Summary statistics of these variables are
provided in Table A6 in the Appendix.

The results presented in Section 5 suggest that targets of Chinese acquirers are different in a num-
ber of dimensions as compared to other acquisition targets. Targets of Chinese acquirers tend to be
larger in terms of total assets, have lower profitability, and have higher leverage before the acquisition.
Part A of Table A7 shows the distribution of these and other key variables that affect the probability
of a target being acquired by a Chinese firm as opposed to a non-Chinese investor across the treat-
ment and control group. The two groups differ substantially along some dimensions, as indicated by
a series of #-tests. Since the DiD estimator crucially relies on the suitability of the control group, we
use entropy balancing as suggested by Hainmueller (2012) to re-weigh the control group in order to
make it more comparable with the treatment groups.16 Entropy balancing re-weights observations
in the control group such that the distribution of a set of pre-specified covariates matches that of the
treatment group. The weights are chosen in a way that the balancing constraints are met, but remain
as close as possible to uniform weights. The weights are calibrated based on the target country-level
and target firm-level variables shown in Table A7 plus industry and deal year dummies. We balance
on the first and second moments. As Part B of Table A7 shows, the re-weighted control group closely
resembles the treatment group in all variables used for the entropy balancing.17
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To estimate the effects of an acquisition by a Chinese company compared to the effects of a non-
Chinese acquisition, we use the following empirical model:

ADep. Variable;;, = f,+ f;CN;; + ¢, (3)

where ADep. Variable, ; ;measures the accumulated changes in each performance indicator of target firm
i in country js years since acquisition, where s € (0, 1, 2). We run separate regressions for the acquisition
year and each of the two subsequent years. BeN ;j1s a dummy that takes the value of 1 if firm 7 in country
Jj 1s acquired by a Chinese firm.

To test the robustness of our results, we also run all regressions on the unweighted samples, while
controlling for target firm and target country characteristics, as well as the deal year and target in-
dustry. In addition, we also construct a control group using propensity score matching as a second
re-weighting strategy (see Abadie & Imbens, 2016 on this approach). The propensity score reflects
the conditional probability of assignment into the treatment group. Here, the propensity score is cal-
culated using a logit regression based on the same independent variables as described above. In a
second step, all observations in the treatment group are matched with three observations from the
control group based on their propensity score.'” As Part C of Table A7 shows, this re-weighting tech-
nique substantially improves the comparability between treatment and control group, but is not able
to reproduce the fit achieved with entropy balancing. This is one reason why entropy balancing is our
preferred approach. This is in line with Egger et al. (2020), who provide a more detailed discussion on
the advantages of entropy balancing as compared to propensity score matching.

7.2 | Results on acquisition effects

Table 11 summarizes the estimation results on the effects of a Chinese acquisition as compared to an
acquisition by an investor from another country. The control group is re-weighted based on entropy
balancing. Each cell of Table 11 reports the treatment effect for an individual estimation. Columns
(1)—(3) present the cumulated effects of a Chinese acquisition compared to non-Chinese acquisitions
for the acquisition year and the two subsequent years. According to these estimations, the effects of
an acquisition by a Chinese company are similar to those of a non-Chinese acquisition in terms of
labor productivity (for both turnover and value-added per employee), leverage, ROA, and the share
of intangible assets. In contrast, the ratio of turnover and value-added to total assets measuring capital
productivity are negatively affected by a Chinese acquisition in the acquisition year. This effect fades
over the subsequent years. The negative effect on capital productivity seems to be due to an increase
in assets shortly after the acquisition. While turnover also increases after the acquisition, this sets in a
little later (see Table A8 in the Appendix). The treatment effect for the average compensation of em-
ployees shows the opposite pattern. While there is no significant effect in the treatment year and the
first year after the acquisition, the respective coefficient is positive and significant in the second year.
On average, the annual compensation per employee in firms bought by Chinese investors grows by
roughly EUR 7,000 over 3 years after the acquisition compared to firms acquired by other investors.
Table A9 in the Appendix reports the estimation results using the unweighted control group in
Columns (1)—(3) and with a control group constructed by propensity score matching (Columns (4)—
(6)). The results from the corresponding estimations confirm the findings reported above. The slightly
lower levels of statistical significance in the estimations based on propensity score matching are
mainly due to a smaller sample size. To check whether an acquisition by Chinese private firms and
SOE:s have different effects on the targets, all estimations are also conducted including two different
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TABLE 11 Estimation results on acquisition effects

0)) 2 3
2 years
Acquisition year 1 year after after
Labor productivity 1 —25.37 —24.81 44.54
(27.82) (32.08) (64.68)
Labor productivity 2 —8.902 —6.799 14.93
(10.40) (11.98) (17.74)
Capital productivity 1 -0.177" —-0.012 —-0.077
(0.061) (0.080) (0.097)
Capital productivity 2 —-0.064"" —-0.046" —0.060
(0.025) (0.028) (0.039)
Leverage —0.003 0.021 0.000
(0.027) (0.038) (0.040)
Return on assets —0.039 —-0.021 —0.015
(0.039) (0.035) (0.037)
Average compensation of employees -0.599 2.181 7.513"
(2.033) (2.548) (3.766)
Intangibles % 0.002 0.001 0.001
(0.005) (0.007) (0.008)

Notes: This table summarizes the effects of Chinese cross-border acquisitions on target firms. Labor Productivity 1 and 2 measure the
turnover and value-added per employee; Capital Productivity 1 and 2 measure the ratios of turnover and value-added to total assets
(see Table A6). We report the marginal effects of DiD estimations using a sample re-weighted using entropy balancing on the first
and second moments. Dependent variables are cumulated the differences in the respective variable between the pre-acquisition year
and the year noted. Standard errors are robust.

*p < .10; #*p < .05; ***p < .01.

dummy variables for Chinese private companies and SOEs, similar to the approach used in Section 6.
About half of the treatment group was acquired by an SOE. Table A10 in the Appendix shows the re-
sults of the corresponding estimations.?® The negative short-run effect on capital productivity is sim-
ilar between Chinese private acquirers and SOEs. In contrast, the increase in average compensation
of employees is mainly driven by Chinese SOEs. Lastly, the effect on the share of intangible assets is
positive for Chinese private acquirers and statistically significant in the acquisition year and 2 years
after the acquisition, while it is negative and insignificant for Chinese SOE:s.

In addition, Table A10 shows the acquisition effects on European versus non-European target
firms and on targets active in the manufacturing sector versus non-manufacturing firms. These results
indicate that Chinese acquisitions lead to an increase in leverage and a reduction in profitability of
non-European targets, while the leverage of European targets remains largely unchanged. The increase
in the average compensation of employees is only visible in European target firms. Moreover, it is also
only observable for non-manufacturing targets. At the same time, the negative impact of a Chinese
acquisition on capital productivity seems to have a longer lasting effect on manufacturing firms than
on non-manufacturing targets.

How can these findings be explained? There is anecdotal evidence that Chinese investors prioritize
the “footprint” of their investment and focus less on short-run profitability. This would be compatible
with the observation that Chinese investors inject more assets into target firms, even at the cost of
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declining capital productivity immediately after the acquisition. The fact that employee compensation
grows relative to targets firms bought by non-Chinese investors may have various explanations. More
investment in the target may raise the bargaining power of employees. It is also possible that employ-
ees are more hostile toward takeovers by Chinese investors, especially Chinese SOEs, than toward
other investors. Under this consideration, Chinese investors may decide to offer higher salaries to
convince employees to cooperate or prevent them from leaving.

8 | CONCLUSIONS

The growing importance of Chinese cross-border mergers and acquisitions in recent years has given
rise to a debate about the motivations and the likely impact of these investments. In this debate, the
idea is widespread that Chinese investors differ from other international investors. This idea is related
to the far reaching influence of the Chinese government on economic activities of Chinese companies
both domestically and abroad. A direct indicator for this influence is the large number of SOEs, which
also play an important role as acquirers of foreign companies.

The aim of this paper is to investigate determinants, pricing, and effects of Chinese cross-border
acquisitions. First, regarding the question of target selection, our analysis suggests that Chinese in-
vestment does indeed differ from investment coming from other countries in several aspects. Our
findings support the view that Chinese acquirers tend to be less concerned about market size and
economic risks of target countries. Instead, they are more interested in factors like natural resources.
Acquisitions by Chinese SOEs are also significantly influenced by government policies like the Belt
and Road Initiative and Made in China 2025. With respect to target firm-level characteristics, we find
that Chinese companies acquire less profitable and more indebted targets. This suggests that Chinese
acquirers might have easier access to finance than other investors, which allows them to pursue less
cautious investment strategies. Alternatively, it may be the case that Chinese acquirers are more op-
timistic about the improving targets’ post-acquisition performance, have a longer time horizon, or
pursue objectives other than profitability, such as a large “footprint” of investment. The latter seems
plausible in particular for Chinese SOEs, where the managers are often politicians who intend to pur-
sue a career in politics.

Second, on the question of acquisition prices, we do not find that Chinese acquirers pay higher
prices than other investors for targets with comparable characteristics. This contradicts the view that
government support enables Chinese companies to outbid other investors in the global M&A market.

Third, we have also analyzed the impact of a Chinese acquisition on the target firms. In many di-
mensions, the effects of a Chinese acquisition are similar to those of non-Chinese takeovers. However,
we do find that the capital productivity of Chinese acquisition targets declines in the short run, while
average employee compensation gradually rises compared to other targets. Thus, our results do not
support the concern that a Chinese takeover leads to lower wages for employees compared to other
acquisitions.

Drawing policy conclusions from these findings is difficult, though, for a number of reasons. First,
some of our findings are based on a small number of observations, mostly because the increase in
Chinese acquisitions abroad is a relatively recent phenomenon. The impact of takeovers by Chinese
investors on target firms and target countries may also only become more visible in the longer run,
which would require a longer sample period. Second, we are unable to investigate important issues
such as technology transfers due to data limitations. These questions should be addressed in future
research.
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ENDNOTES

! Investment is not the only channel via which China spreads its outreach. It can also have a strong impact via trade as,
for instance Autor et al. (2016) and Hsieh and Ossa (2016) have shown.

% In a recent report the European Commission has analyzed challenges and prospects in the relationship with China
(European Commission, 2019).

3 Cross-border deals are those where target and acquirer are located in different countries. To identify the origin of the
acquirer, we use the location of the acquirer's global ultimate owner. Frequently, the location of the acquirer is the
same as that of its global ultimate owner, but in some cases relying on the location of the acquirer would be mislead-
ing due to intricate ownership structures.

IS

See Table A2 in the Appendix for the list of countries.

[

Deals are assigned to years depending on their date of completion.

o

In unreported exercises, we compare Chinese and non-Chinese acquirers in terms of their size and profitability at the
time of the acquisition. We do not find any significant differences between the two types of acquirers and, hence, the
observed differences in target features are unlikely to be driven by acquirers’ size and profitability.

N

In the regression for Chinese private companies, acquisitions by Chinese SOEs are excluded from the sample and vice
versa.

o

We use NACE industries from 77 to 99 as the reference group. This reference group includes administrative and sup-
port service activities, public administration and defense, compulsory social security, education, human health and
social work activities, arts, entertainment and recreation, and other service activities.

©

The distribution of patents held by target firms is highly skewed. One standard deviation equals to around 200 patents.

Results are similar when we use a matched sample where Chinese and non-Chinese acquisitions are more comparable
in terms of target size and profitability. We also use the STATA command firthlogit to correct for potential bias due to
the low probability of Chinese acquisitions in our sample. The results are very similar to the logit estimation results
(results available upon request).

A list of BRI countries is provided in Table A4 in the Appendix.

These include new generation information technology, high-end computerized machines and robots, space and avia-
tion, maritime equipment and high-tech ships, advanced railway transportation equipment, new energy and energy-
saving vehicles, energy equipment, agricultural machines, new materials, and biopharma and high-tech medical
devices (Conrad et al., 2016).

13 This is to account for the fact that not all acquirers in our sample bought 100% of the target firm.

14 We control for book equity value instead of total assets because acquirers purchase the equity of the target firm, which
is different from asset acquisition. Our results are robust to controlling for total assets instead of equity.
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15 The corresponding estimation results are reported in Table A5 in the Appendix.
1 For the implementation of this approach, we rely on the STATA package described in Hainmueller and Xu (2013).

'7 The re-weighting shown in Table A7 reports the data used for the estimations on Capital productivity 1 (turnover over
total assets) as an example. Results for the samples for all other dependent variables look very similar.

18 As the coverage of the different dependent variables varies, individual samples are constructed for each of them. To
ensure that results are comparable across time, we only keep observations that we observe in each of the three periods.
For most dependent variables, the treatment group contains between 100 and 150 target firms.

1 We use nearest neighbor matching with three matches per observation in the control group. Using a lower number of
matches per observation does not change the results substantially.

20 For all other dependent variables from Table 11, the coefficients of CNpriv and CNSOE are not statistically signifi-
cant. The control group in the estimations shown in Table A10 is re-weighted based on entropy balancing.
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TABLE A2 Listof investment hubs

Andorra Gibraltar
Anguilla Grenada
Antigua and Barbuda Guernsey
Aruba Isle of Man
The Bahama Jersey
Bahrain Liberia
Bermuda Liechtenstein
Belize Malta

British Virgin Islands Marshall Islands
Cayman Islands Mauritius
Cook Islands Monaco
Cyprus Montserrat
Dominica Nauru

Source: OECD (2000).

TABLE A3 Country-level control variables

Variable

Ln(GDPPC)
GDP growth

Distance

Ln(Population)
Ln(Trade)

Inflation
Investment hub
Resource rents

AExchange rate

Political stability

Regulatory quality

Rule of law

Control of
corruption

Definition
Ln of GDP per capita (USD)
GDP growth rate (%)

Population weighted distance to China
(1,000 km)

Ln of no. of inhabitants

Ln of the sum of exports and import in
goods with China (USD)

Annual inflation of consumer prices (%)

Dummy = 1 if the target country is defined

as an investment hub (see Table A3 for
the list of countries)

Share of resource rents in GDP

Annual growth rate of target country
currency relative to Chinese Yuan

Measured on a scale from —2.5 to 2.5
Measured on a scale from —2.5 to 2.5
Measured on a scale from —2.5 to 2.5

Measured on a scale from —2.5 to 2.5

Notes: All variables are winsorized at the 1% level.

Source
WDI
WDI
CEPIL

WDI
UN Comtrade

WDI
OECD

WDI

WDI and own
calculations

WGI
WGI
WGI
WGI

Netherlands Antilles

Niue

Panama

Samoa

San Marino

Seychelles

St. Lucia

St. Kitts and Nevis

St. Vincent and the Grenadines

Turks and Caicos Islands

US Virgin Islands
Vanuatu

Std.
Obs Mean Dev.
69,540 10.36 0.815
69,540 2.24 2.65
71,783 8.87 2.42
69,656 3.52 1.73
69,543 3.53 1.54
68,306 2.49 3.03
72,056 0.028 0.164
63,653 0.021  0.020
66,687 0.021 0.259
68,918 0.538 0.609
68,894 1.284 0.633
68,917 1.287 0.750
68,896 1.288 0.880
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TABLE A4 BRI countries

Region Countries
East Asia China and Mongolia
South East Asia Brunei, Cambodia, Indonesia, Laos, Malaysia,

Myanmar, Philippines, Singapore, Thailand, Timor-
Leste, and Vietnam

South Asia Afghanistan, Bangladesh, Bhutan, India, Maldives,
Nepal, Pakistan, and Sri Lanka

Central Asia Kazakhstan, Kyrgyzstan, Tajikistan, Turkmenistan, and
Uzbekistan

Middle East and North Africa Bahrain, Egypt, Iran, Iraq, Israel, Jordan, Kuwait,

Lebanon, Oman, Qatar, Saudi Arabia, Palestine, Syria,
United Arab Emirates, and Yemen

Europe Albania, Armenia, Azerbaijan, Belarus, Bosnia and
Herzegovina, Bulgaria, Croatia, Czech Republic,
Estonia, North Macedonia, Georgia, Hungary, Latvia,
Lithuania, Moldova, Montenegro, Poland, Romania,
Russia, Serbia, Slovakia, Slovenia, Turkey, and
Ukraine
Source: Steer Davies Gleave (2018).
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TABLE A7 Re-weighting
Treatment Control

Variable Mean Variance Mean Variance
Part A: Without weighting
Leverage 0.295 0.195 0.203 0.093
ROA —0.050 0.142 0.037 0.094
Ln(Total assets) 9.813 4.403 8.794 3.926
GDPPC 32,593 2.95E+08 33,677 4.94E+08
GDP growth 1.956 5.56 1.695 11.16
Inflation 2.189 5.197 3.062 18.81
Population 47.66 2,135 51.56 10,773
Distance 7,634 5.40E+06 3,482 1.31E+07
Trade 99.32 5,410 83.79 1,868
CIT rate 26.49 43.53 26.02 45.05
Part B: After re-weighting based on entropy balancing
Leverage 0.295 0.195 0.294 0.194
ROA —-0.050 0.142 —0.050 0.142
Ln(Total assets) 9.813 4.403 9.788 4.392
GDPPC 32,593 2.95E+08 32,509 2.94E+08
GDP growth 1.956 5.556 1.951 5.542
Inflation 2.189 5.197 2.184 5.189
Population 47.66 2,135 47.54 2,130
Distance 7,634 5.40E+06 7,615 5.39E+06
Trade 99.32 5,410 99.07 5,396
CIT rate 26.49 43.53 26.42 4343
Part C: After re-weighting based on propensity score matching
Leverage 0.295 0.195 0.252 0.117
ROA —-0.050 0.142 —0.048 0.173
Ln(Total assets) 9.813 4.403 9.553 4.263
GDPPC 32,593 2.95E+08 29,645 3.29E+08
GDP growth 1.956 5.556 2.064 6.584
Inflation 2.189 5.197 2.254 5.080
Population 47.66 2,135 52.70 10,262
Distance 7,634 5.40E+06 8,065 1.67E+7
Trade 99.32 5,410 94.99 4,293
CIT rate 26.49 43.53 26.51 49.62

Notes: All variables as in the year before the acquisition. In addition to the variables reported here, re-weighting is also based on deal
year and industry. The samples shown here are used for the estimations on Capital productivity 1, but look very similar for the other
estimations on the effects of Chinese acquisitions. The unweighted sample shown here contains 113 treated units and 6,083 control
units. Apart from the variables listed here, re-weighting is also based on deal year and industry. For Part C, nearest neighbor matching

with three matches per observation in the control group is used.
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TABLE A8 Acquisition effects of Chinese acquirers—Asset and turnover growth

Total Assets Turnover
1) ()]
Acquisition (2)1year (3)2years Acquisition (5) 1year (6) 2 years
Dep. variable year after after year after after
CN 0.303" 0.121 0.108 0.277 0.376" 0.150
(0.161) (0.080) (0.069) (0.243) 0.211) (0.136)

Notes: This table reports estimation results on the acquisition effects for Chinese companies using a DiD approach. The dependent
variable is the difference in the growth rate between treatment and control group in the respective variable. CN is a dummy that
equals 1 if the acquirer is a Chinese firm. The control group is re-weighted using entropy balancing based on the first and second
moments of target firm characteristics and the deal year. Standard errors are robust.

*p < .10; ¥¥p < .05; ***p < .01.



FUEST ET AL.

WILEY

342

10" > Qe 1607 > Aoy 01 > diye

1SNQOI ATk SIOLIS PIRPUR)S "SI[RLIBA

QuIes oY) U0 paseq ST Suryojew 21098 A)1suadord seruwnp Jeak [eop pue ANsnpur se [[om Se pue S[OIU0D [9AJ[-ATUN0D Ja3Ie) pue S[OJUOD [IA[-ULITY J9SIE) UTRIUOD SUWUN]OD Y} ISITJ ) UI SUOTIRT)SI
U, "pajou Ieak 9y pue JeaA uonisiboe-o1d oY) usom1oq S[qeLIRA 9ATIO0dSAI AU UT SOOUAIIJIP Y} oIk so[qerreA Juapuada(q "(9— suwnjo))) Suryorew 2100s Aysuadord yyrm pejeard ordwres e pue (¢—
suwnjo))) d[dwes paoue[equn ue Juisn suonewnsd (JIJ JO $1993J0 [eurdiew ay) 110do1 9 “(9V 9[qR], 99S) S)OSSE [10) O} POppe-on[eA Pue JI9AOUIN] JO SOIIRI AY) dInseaw g pue | A)anonpoid [ende)
‘ooKordwo 1od pappe-an[eA pue JOAOUIN) Y} AINSBIW 7 pue | ANANONPOIJ Joqe ] ‘suLily }o31e) uo suonisiboe 10pI10q-sso1d IsauIy)) JO $)991J9 Ay} JOJ SIS} SSAUISNQOI SIZLIBWIWNS J[qR) SIY], -SION

(600°0) (800°0) (900°0) (800°0) (L00°0) (S00°0)
800°0 £00°0 S00°0 100°0 0000 0000 % selqrsueu]
(1L6°¢) W90 (6¥€T) (r29'¢) ($0€'T) (IsL'm
LELEL 01T 6L6'0— L6788 9I+'C 80€°0 soakordure jo uonesuaduwios o5eroAy
(1%0°0) (6£0°0) (€70°0) (S20°0) (120°0) (9€0°0)
L10°0 LO00 810°0 LO00— 0100~ 1€0°0— SJOSSE UO UINAY
(0¥0°0) (8£0°0) (820°0) (1€0°0) (2€0'0) (120°0)
£00°0 1€0°0 110°0~ §T0°0 S¥0°0 £00°0 95BIoAd]
(0¥0°0) (z€0'0) (620°0) (1%0°0) (0£0°0) (S20°0)
2000 810°0 0€0°0— $S0°0— L1S0°0— 207900~ ¢ Kmanonpoxd [eyrder
(so1°0) (260°0) (rL0°0) (S60°0) (080°0) (650°0)
$90°0— 1000 ,,091°0— 980°0— 9%0°0— o LLT0— 1 firanonpoid reide)
(€TSD) (LOST) (LT81) (88°S1) (S1L'6) (81°01)
1Tl 86S°S €9°T1 0vE'LT €056 8GH'8— T Limananpord roqe]
(LT€9) (€Tve) (96'92) (€L°09) (+0°62) (T s0)
cesy 89— 1€yl 91°59 €6'91— LTET— [ &iranonpoid oqe]

RPesiedLf 7 (9)  Je aedf | (S) Iedf uonismboy ()  I9PesIBIA T (§)  J9)Je aedk [ (7) Ieaf uonismboy (1)

Surydew 3103s Aysuadoag S10 duIpPsegq

$SOUISNQOY—S)09JJ0 uonisinboe uo synsar uonewnsy ¢V ATAV.L



343

WILEY

FUEST ET AL.

(senunuo))

(150°0)
€00
(150°0)
Lv00—
(850°0)
S10°0—
(€v0°0)
..S01°0—
av1o
€00
(801°0)
,.STT0—
(1L°82)
y'cC
(L6°ST)
'L
(6v01)
20°66
(6t°01)
Slec—
REIN Y
saedf g ()

(150°0)
0€0°0
(6+0°0)
6000
(€¥0°0)
00—
(620°0)
:090°0—
911°0)
1L0°0
(€60°0)
€Cro—
(€6'LD)
YTET—
(¥S6'6)
79¢°0—
(66°61)
06'9¢—
(8€C0)
96L°6—
e
aedf 1 (7)

(9¢0°0)
¥10°0
(9¢0°0)
ST0'0—
(9€0°0)
L CLO0—
(620°0)
..SS0°0—
(€80°0)
LP1co—
(€L0°0)
L.9Tro—
(61°LT)
8T ST—
(LLL'L)
€S-
(89'%1)
€9°0€—
(T8'LD)
08'81—

R 2T
‘boy (1)

$39518) ‘JNURIA-UOU SNSIIA JNUETA

‘IN-uou ND

‘N NO

‘IN-uou ND

‘N NO

‘IN-uou ND

‘N NO

‘IN-uou ND

‘N NO

“-UoU ND

‘N NOD

(980°0)
OLT0
(0v0°0)
870°0—
(2r0°0)
800°0—
(1%0°0)
90°0—
(s61°0)
0€T°0
(Lo10)
6v1°0—
((S:10)0)
OLL’L
(17’81
0T°ST
(6¥°€€)
6l'ce—
(98°0L)
96'¢S
RE) 4
saedf g (€)

(880°0)
30T°0
(8€0°0)
£€0°0—
(9€0°0)
0S0°0—
(620°0)
S¥0'0—
(991°0)
6¥1°0
(880°0)
L90°0—
(0sL'6)
£€Tee
(612D
VLT L—
(9L€D)
989 v —
(€ELVE)
STLT—
e
aedf 1 (7)

(9v0°0)
..STI0
(0£0°0)
0r0°0—
(€100)
L 9P00—
(920°0)
..S90°0—
(TLo'o)
L8910~
(rL0°0)
L.G81°0—
(660°L)
10L°0—
(99°01)
90T 6~
(L¥'L6)
¥$°69
(oL'L2)
L8°9¢—
JBIX
‘boy (1)

$395ae) ()H-Uou SNSIdA

(#0°0) Lroo) (€00
nd-uou ND SH0°0- €100 £20°0— HOS ND
(190°0) 95000 (€400
Nd ND LS00 €00 700 Aud ND a3e10A0]
(S+0°0) (se00) (6200
Ng-uou ND 00— ,.290°0— ,.€90°0— HOS ND
(090°0) (6£00)  (8£00) ¢ Kimanonpoxd
NA ND 980°0— 9020°0— ,,$90°0— Aud ND [ende)
(5L00) (S90°0)  (9590°0)
Ng-uou NO 090°0 €200 ,,971°0— HOS ND
(S81°0) SO (860°0) 1 K&nanonpoxd
Nd ND PP 0— §eS0'0— ,.SIT0— AudND [ende)
(80'%0) (08sn  (9+%1)
Ng-uou ND 09°LT 86v'8—  TI'0I— HOS ND
(88'61) (86'01)  (628'6) 7 Knanonpoxd
Nd NO 8YC €~ 19€'p—  ISI'L— AudND ToqeT]
(1901 Srye) (0881
Nd-uou NO 1616 88'9¢—  LL'€C— HOS ND
(5T°09) LTz ULy 1 Knanonpoxd
Nd ND TE8T— vLTI— L6997 AMdND Ioqer]
Id)ye Jd)ye Ik

s1edk T () 1LY (7) bav (1)

AOSND SnsadA ALdND

K1ousdoraog—s109)0 uonismboe uo synsar uonewnsgy 0LV ATAV.L



FUEST ET AL.

WILEY

344

107 > dy

160 > iy 01" > dy

‘JSNQOI AT SIOLID PIEpurRlS “(9V S[qe, 99S) SIOSSE [B10) 0}
Pappe-anjeA pue I9AOUIN) JO SONEI oY) 2Inseaw g pue | Ayianonpoid [ende) wakojdws 1od pappe-onjeA pue IoAOUIN] ) dINSLIW ¢ pue | AJANONPOIJ JOqeT ‘SJUSWOW Puodds pue IsIj ) uo Juroue[eq

Kdonua Sursn pAyIrom-a1 st dnoisd jonuods oy [, ‘Auedwos Surimioejnuew e s13931e) 9y) J1 | sfenbo jey) Awwnp e s1°py N ‘uorun) ueadoing oy Ul pajedo] sI Jo31e) Ay pue dsauly)) st Ja1mboe oy J1 | 03
renba Awrwunp e st 7 ND “uotun) ueadoing ay) ur pa)eso] Jou s 10316} AY) pue AsauIy) st 1axmboe Ay J1 | sjenba jey) Awwnp e st HFuou N cuotup) ueadoinyg Yy Ul PAIeOO] ST 12311) YY) PUL ASAUIYY) ST
1onnboe oy J1 | 03 [enba Awwunp ® 1 7 N WY PI[[ONUOI-IL)S 10 PAUMO-)e]S 2SaUIY)) © ST 1a1mboe oy J1 | sfenba jey Awwunp e st FOSND pue ‘wy eard asaury) e st 1oxnboe oy 1 | syenba jeyy
Kwwnp e st ALdND "Wy 9saury)) e st 1axmboe oy J1 | spenbo jeyy Kwwnp e st A7) *sdnoiS 1051e) JuaIdJIp J0j suonismboe asauryy) Jo $)09JJ0 UONISINDIE UO $)NSAI UONBWISD SUTBIUOD d[qe) SIY], SAION

(z10°0)
£00°0—
(800°0)
L00°0
(1299)
LI101
(zero
6L 1—
(S50°0)
2000
(9€0°0)
6€0°0—
I9)Je
sxeaf g (¢)

(010°0)
900°0—
(600°0)
010°0
(2487
£0S'C
(06¥'0)
8¥8°1
(€50°0)
£00°0
(0€0°0)
17500~
I9ye
Iedf 1 (7)

(800°0)
200°0—
(S00°0)
L00'0
(61€°9)
868'0—
(0s8'D
062°0—
(850°0)
690°0—
(1%0°0)
2000
Jeak
‘bay (1)

$)95.18) *JNUBTA[-UOU SNSIIA “JNUEIA]

‘IN-uou ND

‘N NO

‘IN-uou ND

‘N ND

“-UOU ND

‘W ND

(€10°0) (21000 (800°0)
910°0 9100 €000
(010°0) (800°0)  (900°0)
£00°0— £000— 1000
(1o’ (CLsD)  (LggD
11LT— 8,70  9I81—
916°¢) (90  (Lo1D)
LLE66'L 0LTT  THS0—
(9L0°0) (950'0)  (690°0)
LLOO— LEIT0— 62170~
(1%0°0) (0r0'0)  (S¥0°0)
S00°0 0100 600°0—
J9)ye I)ye I8 X
s1edkz (¢) Ik (7) ‘bov (D)

$1931e) H-UO0U SNSIIA N

NH-UOU ND

N ND

NH-UOUND

NI ND

NH-UOU ND

NI ND

(T10°0) (01000 (£00°0)
€10°0— 010'0—  800°0— HOS ND
0100 (8000)  (L000)
..8100 v100 €100 AHAND % se[qiSueluf
(0109 (Leee) (L9
LOPET LS9'€ T AOSND - (o corduo jo
(981°9) (Tore)  (€1LD uonesuadwod
€8¢'T 0990  1L£T— AAND 93eIoAY
(9€00) (9¢0'0)  (620°0)
9000~ ,,0L00—  TE0'0— HOS ND
(#90°0) (LS00)  (#L0°0) sjosse
920°0— SE0'0 8700~ AUAND U0 UMY
Id)ye J)ye Ieaf
stk 7 (¢)  awALT(7) bov (1)
AOSND SnsIdA ALIAND
(ponunuo)) OIV ATAV.L



