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Abstract

We document empirical evidence that the investment patterns of the two most relevant
investor groups from regions with hierarchical structures in the German stock market,
namely China (including Hong Kong) and the Gulf Cooperation Council, differ substan-
tially. Chinese investors buy large shares in relatively small, but not necessarily young,
companies. Since their objective is often to gain control, they appear to pay higher pre-
miums when acquiring large equity stakes. Investors from the Gulf states purchase small-
er shareholdings in notably larger, older, and more international companies. They seem
to seek long-term benefits rather than short-term profits. Our findings are mainly attri-
butable to industrial policies pursued by Chinese and Gulf investors, which mirror the
different political and economic goals in these two regions.
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I. Introduction

Foreign direct investment (FDI) from emerging economies to developed coun-
tries has steadily become more important in increasingly globalized capital mar-
kets. FDI allows companies from less-developed economies to offset the technol-
ogy gap between their home and more developed markets and gain competitive
advantages (Luo/Tung 2007). Furthermore, FDI has a positive impact on domes-
tic economic diversification and growth (Mathews 2002; Rui/Yip 2008), which is
particularly important for countries with hierarchical structures where FDI deci-
sions also reflect political and macroeconomic goals. In line with that, in Germa-
ny, for example, investors from China and the Gulf states are, besides investors
from the United States, the key foreign shareholders of listed companies.

There is a substantial amount of established research on FDI and state capital-
ism (Dunning 2001; Erel/Liao/ Weisbach 2012; Jandik/Kali 2009; Stulz 2005) and,
in particular, on Chinese companies as key FDI protagonists (Boisot/Meyer
2008; Buckley et al. 2007; Buckley et al. 2016; Buckley et al. 2018; Rugman 2010).
However, we still know little about micro-level FDI patterns related to countries
with hierarchical structures since most academic studies take a macro-level per-
spective (Paul/Benito 2018). With concerns about European companies being
“sold out” to foreign investors fueled by recent anecdotal evidence, such as when
China’s Midea acquired German robot producer Kuka (Reuters 2016), a deeper
understanding of such micro-level patterns is required. Recent studies by Ka-
rolyi/Liao (2017) and Fuest et al. (2019) shed light on this issue and investigate
deal-level determinants of cross-border acquisitions by government-controlled
companies and Chinese investors. However, distinct research gaps remain.

Our study contributes to the academic FDI literature by investigating mi-
cro-level investment patterns associated with investors from countries with hi-
erarchical structures, namely China and the Gulf states, using a sample of Ger-
man listed firms from 2009 to 2018. We aim to assess whether the investment
goals of investors from hierarchical regimes, which include region-specific po-
litical and economic objectives, reflect in the corresponding FDI patterns. In
contrast to prior studies, we focus on one major target country of these investors
to more closely assess the link between their specific investment objectives relat-
ed to the German market and target firm characteristics. The fact that we look
at the two most relevant investor groups from regions with hierarchical struc-
tures in the German stock market facilitates our analysis. Anecdotal evidence
suggests that Chinese investments are mainly motivated by access to technology
and know-how. In contrast, Gulf investors are primarily interested in building
long-term strategic relationships with German firms (Xuan 2016). Therefore, we
expect to find substantial empirical differences in the FDI patterns we investi-
gate.
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Our study further extends prior research as we analyze FDI characteristics
and the decision to be invested in German firms using granular investment-lev-
el data based on firms’ shareholder structures in addition to aggregated compa-
ny-level data. With our regression analyses, we also account for investor type
(e.g., government, bank) to differentiate between region- and owner type-spe-
cific effects, thereby extending research conducted by Fuest et al. (2019). In ad-
dition to univariate tests and multiple regressions, we conduct an event study
analysis to provide evidence on the shareholder value effects associated with
Chinese and Gulf investments in German firms and to assess whether these ef-
fects are related to the specific FDI patterns.

Our results suggest that the investment patterns associated with Chinese and
Gulf investors indeed differ significantly. We find that Chinese investors buy
large shares - often a controlling stake - in relatively small, but not necessarily
young, companies. In contrast, investors from the Gulf states purchase smaller
equity stakes — amounting to about 10 % on average - in larger, more mature,
and more international firms. These findings are broadly consistent across all
our uni- and multivariate analyses and mirror the different investment objec-
tives pursued by the two investor groups. Chinese investors want to further
close the technology gap to more developed economies, in our specific context
particularly with regard to industrial technology. In line with that, they aim to
gain control over their German target companies and, thus, to get access to their
(intangible) assets, which is achieved via mergers and acquisitions. Our finding
that Chinese portfolio companies have a significantly lower R&D ratio can be
attributed to Chinese investors aiming to access existing technologies as well as
the fact that German family firms - relatively small but typically mature - fit
Chinese FDI patterns and are known for reporting their R&D expenses very
conservatively (Schmid et al. 2014).

Gulf investors, who are mostly related to domestic ruling families, are inter-
ested in “getting a foot in the door” of large established German firms via mi-
nority stakes and building long-term relationships. Their goal is that German
firms in turn invest in the Gulf region and help to diversify their economies be-
yond oil (Cermak 2017). Our finding that investors from Gulf states prefer more
international firms supports the latter notion. Furthermore, the significantly
lower return on assets ascertained for Gulf state portfolio firms suggests that
Gulf states pursue long-term strategies rather than seeking short-term profits.

The results of the event study analysis are consistent with our prior findings.
The announcements of new or additional investments by Chinese investors are
associated with significantly positive average abnormal returns, which are high-
er for investments related to ultimate ownership stakes above the 25 % threshold
(i.e., blocking minority). Hence, Chinese investors seem to pay higher premi-
ums when acquiring large equity stakes and, thereby, seeking control to get ac-
cess to firms’ know-how and assets. In contrast, we do not find significant ab-

Credit and Capital Markets 4/2021



566 A.-K. Achleitner, D. Bazhutov, A. Betzer and H. Keppler

normal returns for announcements attributed to Gulf investors. That is in line
with our finding that they typically take small stakes in German companies and
are not looking for control associated with acquisition premiums.

Overall, the results of our analyses extend prior research on micro-level FDI
patterns related to investors from countries with hierarchical structures, which
should be of particular interest to practitioners and scholars.

The rest of this study proceeds as follows: Section 2 discusses the institutional
background of FDI from countries with hierarchical structures considering rel-
evant findings of prior studies and introduces our main hypothesis. Section 3
presents our sample. Section 4 reports the results of our empirical analyses. Sec-
tion 5 discusses our findings. Section 6 concludes.

II. Institutional Background, Literature and Resulting Hypothesis

Companies internationalize their activities to gain competitive advantages re-
sulting for example from ownership and control of cost-effective foreign pro-
duction facilities (Dunning 1988, 2001). However, more refined theories are re-
quired to explain FDI from emerging economies to account for the distinct con-
text of such investments (Paul/Benito 2018). Most importantly, when considering
FDI from less-developed countries to more developed countries, a strategic
component resulting from the technology gap comes into play (Luo/Tung 2007;
Mathews 2002). According to this view, companies from less-developed markets
pursue foreign acquisitions to acquire know-how and technologies not available
in their home markets and thereby gain a competitive advantage. Luo/Tung
(2007) use a springboard analogy to illustrate how companies that pursue such
strategies accelerate their technological advancement. Corporate takeovers are
the most prominent way for firms from emerging markets to acquire strategic
assets from more developed economies (Anderson/Sutherland 2015). In line
with that, Rui/Yip (2008) argue that Chinese firms historically used cross-border
acquisitions to achieve goals, such as acquiring strategic capabilities to offset
competitive disadvantages in their home markets. Increasing academic interest
in their investment behavior is, amongst others, reflected in the recent work by
Fuest et al. (2019).

Our research on FDI in German listed companies focuses on China and the
Gulf states because of the investment magnitude and the regions particularities,
for which we expect to observe idiosyncratic patterns. Chinese investors and in-
vestors from the Gulf states are key shareholder groups invested in German list-
ed companies. Table 1 shows value-weighted shares of total known market cap-
italization for these two investor groups. Between 2009 and 2018, Chinese inves-
tors were the fastest-growing shareholder group, becoming the third-largest
foreign shareholder group in 2018 (behind the Gulf states and the United States).
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The Gulf states show a different pattern. Gulf state shareholdings increased
sharply until 2014, reaching 5.8% of the total known market capitalization.
Since 2015, however, shareholdings have notably declined. In 2018, Gulf inves-
tors only owned 0.1 percentage points more than Chinese investors. Harris
(2009) discusses the increased international importance of China and the Gulf
states. He argues that the two regions emerged as global powers due to capital
influx related to global production and a surge in energy prices. The significant
concentration of capital ultimately established them as new global players in the
cross-border investment landscape.

Corporate governance is found to be notably influenced by a country’s culture
(Urban 2019). Hence, we expect countries that value “collectivism”, so-called
countries with “hierarchical” structures, to exhibit idiosyncratic FDI patterns
because their overall political and economic goals play a role in corporate in-
vestment decisions. This makes China and the Gulf states particularly interest-
ing as both regions are characterized by the large political aspect of investment
activity (Wang et al. 2012) and are broadly acknowledged to have hierarchical
regimes.! Although the government largely controls FDI in both regions, the
underlying frameworks differ notably. In China, the government exerts mainly
indirect control via several FDI regulations and institutions as well as ownership
stakes in Chinese companies. The relevant institutions include the National De-
velopment and Reform Commission, the Ministry of Commerce, the State Ad-
ministration of Foreign Exchange and, if it involves a state-owned entity, the
State-owned Assets Supervision and Administration Commission (Riemen-
schneider/Li 2018). While nearly 95% of Chinese shareholdings in German
firms are attributable to Chinese companies and individuals, they cannot pursue
any foreign investment without prior approval from the Chinese government,
for instance, for currency conversion. Chinese institutions also assess the ration-
ality of investments and contribution to Chinese strategic goals, such as access
to particular technologies in more developed countries (Kastner 2019; Luo/ Tung
2007; Rui/Yip 2008). The latter is also applicable to Chinese companies where
the state directly or indirectly holds equity stakes that allow to impact corporate
decisions. A prominent example of an indirect state shareholding is the 37 % eq-
uity stake of Legend Holdings Corporation, whose major shareholder is the
Chinese Academy of Sciences, in Lenovo Group Limited.?

In contrast, governments in the Gulf states are more directly involved, as
much of the region’s total wealth is concentrated in the hands of ruling families

1 For identification we follow Karolyi/Liao (2017), using the Polity IV Individual
Country Regime Trends database published by Societal-Systems Research Inc.

2 According to the Lenovos corporate website as of March 31, 2021. The Chinese
Academy of Sciences owns a 29 % equity stake in Legend Holdings Corporation accord-
ing to its 2019 annual report.
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and associated individuals (Alvaredo/Assouad/Piketty 2019). As a result, Gulf
states directly control the investment funds. As shown in Table 2, 93.8 % of the
Gulf states’ shareholdings can be directly attributed to the government or gov-
ernment-related individuals. An important strategic goal of Gulf states is to di-
versify their economies beyond oil. To achieve this objective, they build strategic
partnerships with globally operating portfolio firms and strive to attract FDI in
their home markets (Xuan 2016). The preferred target industries also reflect the
strategic aspect of investments, with both Chinese and Gulf investors primarily
focused on the manufacturing sector, which constitutes the key industry of Ger-
man listed companies (Achleitner et al. 2019). In particular, the focus of Chinese
investors on manufacturers of capital goods, such as machinery manufacturers,
is in line with their objective to get access to more sophisticated industrial tech-
nology (Kastner 2019; Luo/ Tung 2007; Mathews 2002). The acquisition of Ger-
man robot producer Kuka by China’s Midea provides a recent example for Chi-
nese investments in this specific sector (Reuters 2016).

Table 2
Owner Types and Target Industries

Ultimate China Gulf Target industry China Gulf

owner type

Bank 0.0% 0.0% Agricultural, Forestry,  1.2% 0.0%
Fishery

Corporate 788%  0.0% Mining, Construction  0.0% 1.3%

Government 48%  93.8% Manufacturing of 3.1% 0.0%
Consumer Goods

Institutional 0.3% 0.7% Manufacturing of 40.0%  92.3%
Capital Goods

Insurance 0.0% 5.4% Transportation, Public ~ 26.9% 1.3%
Utility

Private 16.0% 0.0% Wholesale, Retail 12.4% 0.0%

Total 100.0% 100.0% Finance, Insurance 16.2% 5.0%
and Real Estate
Services 0.2% 0.0%
Total 100.0% 100.0%

Notes: This table shows value-weighted shares of known investments of Chinese and Gulf state ultimate owners
per investor type and industry of target company. Aggregated values are based on full sample from 2009 to
2018. Industry is classified by the first digit of the target company’s standard industry classification (SIC) code.
The sample consists of all CDAX companies in the period 2009 to 2018. Institutional investors include private
equity/venture capital investors. Government investors include royal families of the Gulf states. Corporates also
include enterprises with direct or indirect government shareholdings.

Credit and Capital Markets 4/2021



570 A.-K. Achleitner, D. Bazhutov, A. Betzer and H. Keppler

In sum, we expect FDI from China and the Gulf states to show idiosyncratic
patterns as different economic and political goals influence investment deci-
sions. To assess this hypothesis, we use the region as first dimension to differen-
tiate between investor groups and control for investor type on a secondary level.
This approach differs from other key research, which analyzes certain investor
groups individually per country, such as sovereign wealth funds (Bremmer 2010)
or state-owned enterprises (Karolyi/Liao 2017).

III. Data and Sample Composition
1. Data

Our initial dataset covers all companies included in the Composite DAX in
the period of 2009 to 2018.3 We use the historical list of annual CDAX compo-
sitions from the German Stock Exchange for identification. To obtain our final
company list, we exclude all companies in the index not operating in the respec-
tive year, for example, companies that filed for insolvency but are not yet delist-
ed. We mainly draw on press releases and company website information to iden-
tify which companies to exclude.

For our analysis, we use information on corporate ownership structure, com-
pany financials, and stock market data. We rely on Bureau van DijK’s Orbis da-
tabase as a primary source to obtain information on corporate ownership. We
always focus on the global ultimate owner of the specific investment (Faccio/
Lang 2002; La Porta/Lopez-de-Silanes/Shleifer 1999). Next to the size of share-
holding, we include information about the ultimate owner type and geographic
location. Our initial list comprises 15,904 individual shareholdings between
2009 and 2018. We took several steps to obtain our final list of 12,157 share-
holdings.

First, we excluded all shareholdings below three percent to mitigate biases in
our analyses. Shareholdings above three percent must be publicly reported pur-
suant to section 33 of the German Securities Trading Act. Even though the Or-
bis database includes data for ownership below the three percent threshold, this
might lead to skewed results as this information is only available for certain in-
vestor groups, such as institutional investors from the US, and not for the full
sample. Next, we manually validated shareholder locations and types with pub-
lished annual reports, press releases, and publicly available shareholder informa-
tion. We conducted additional checks to validate our dataset further. We veri-
fied missing shareholdings by validating gaps for each country-owner type com-

3 The CDAX comprises all companies listed in the Prime Standard and General Stan-
dard of the Frankfurt Stock Exchange.
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bination per company over our observation period (i.e. if a company has a
shareholder of a specific type and country of origin only in the first and last of
three consecutive years). We also corrected duplicate values based on sharehold-
er name per company-year and made sure that aggregate shareholding per com-
pany-year ranges between zero and one. For China and the Gulf states, we man-
ually validated all investments with publicly available information. Lastly, we
conducted extensive random checks.

We used Thomson Reuters Datastream as our primary source of company fi-
nancials and stock market data. We drew on annual company financial data and
year-end stock market data (e. g., market value, share price). An extensive over-
view of all variables, including their definitions and sources, is found in the ap-
pendix. In addition, we collected daily total return data for the CDAX index and
companies with investors from China and the Gulf states to analyze market re-
actions to foreign investment from these regions. For these new investments, we
manually researched publication dates of ad hoc announcements of Chinese and
Gulf investors surpassing voting rights thresholds pursuant to section 33 of the
German Securities Trading Act.

After obtaining our final sample, we clustered countries of ultimate owners
into three distinct groups: Chinese investments (including Hong Kong), Gulf
investments (including investments from the Gulf Cooperation Council, namely
Saudi Arabia, Kuwait, Qatar, United Arab Emirates, Bahrain, and Oman), and a
third group including all other investments.

For our analysis, we use different aggregation levels with our data. For our de-
scriptive statistics, we use an individual investment level (one observation per
investor-company-year combination). For analysis of investment patterns, we
also aggregate our data on a company-year level, including dummy variables for
the involvement of Chinese investors or investors from the Gulf states.

2. Sample Composition

Table 3 provides an overview of our final sample on a company and an invest-
ment level. The number of companies and investments have decreased over our
observation period. The total number of listed companies declined substantially
by 24 % between 2009 and 2018. Our final sample consists of 12,157 individual
investments and 4,000 company-years. Throughout our observation period,
Chinese investments notably increased in both number of investments and
number of companies with Chinese investors. In 2018, 6.1 % of all companies in
our sample reported a Chinese shareholder. For investments from the Gulf
states, the overall number of investments and companies with Gulf investors
peaked in 2015/16 and has declined since then. In 2018, 1.9 % of all companies
reported a shareholder from this region.

Credit and Capital Markets 4/2021



"810C 03 600¢ porrad aty ur saruedwrod Xyap [fe jo sistsuod ad
-wres oy J, A[Surp10ooe pajiodar are s)USUISIAUT [ENPIAIPUL [[€ UO SJUSUIISIAUT JND) pue asaury)) Jo uonodord oy pue sajes JNo) oY) 10 BUIYD) WOIJ JP[OYIILYS JUO JSBI] 18 [IIM
saruedwod jo adejuaoiad ay[, 'syusUI)SIAUT JNL) pue saury)) 1oy pue s[dures [[ny oy 10§ 1eak 1od s)UIUNSIAUT [ENPIATPUT pUE saruedwod JO I2qUINU Y} SMOYS J[qe) SIY T, SIION

A.-K. Achleitner, D. Bazhutov, A. Betzer and H. Keppler

%90 9L %S'T 85 %9 T 661 %0%  6SI LSITI 000% wng
%80 6 %6'T L %0CT VT %19 TC L8T11 09¢ 810C
%L0 8 %LT 9 %6'T 1T %LS 0T €ITL 8¥¢ L10C
%60 0I %eT 8 %0C €T %09 1T 6¢11 16¢ 910T
%60 O %eT 8 %6'T 0T %Il's 81 £901 se S10¢
%80 6 %TC 8 %0C TC %97 LI 0ZI1 12€ ¥10C
%70 S %0T ¥ %LT 0T %8¢ 41 10T 86¢ €10T
%L0 6 %Y1 9 %eET 1€ %Yy 61 LT€1 (4%% C10T
%¥70 9 %60 ¥ %Y1 61 %6'C €I 69¢1 SSy 110C
%70 9 %60 ¥ %L0 O %ST L 6¥¢1 657 010C
%E0 ¥ %90 ¢ %L0 6 %ST L G871 A4 600T
[e1019 SjuUOUI)SIAUT# [eJ0}9; soruedwiody [21019 SJUSUI)SIAUT# [eJ0}9; soruedwody sjuaw)saAuly  sarueduroog AVax
SjuaUIISIAUL JinD) SJUIULISIAUL ISIUIYD) ajdwivs vj0j,

572

MIIATIAQ d[dureg

€ 219uL,

Credit and Capital Markets 4/2021



Foreign Direct Investments in the German Stock Market 573
IV. Empirical Results

To investigate FDI patterns related to Chinese and Gulf investors, we first
conduct univariate analyses based on ANOVA tests (section 4.1). We also use
logistic and OLS regressions based on explanatory variables lagged by one fiscal
year to assess the investment preferences of Chinese and Gulf investors (sec-
tion 4.2). Additionally, we conduct an event study analysis to investigate share-
holder value effects associated with Chinese and Gulf investments (section 4.3).

1. Univariate Analyses

To obtain a more granular understanding of Chinese and Gulf investments,
Table 4 shows an extensive descriptive analysis of key investment dimensions:
shareholding characteristics, company characteristics, financing & investment
practices, and company performance. For each variable, we also report ANOVA
results testing for differences in means.

Opverall, Chinese investors take large stakes in companies. Mean shareholdings
of Chinese investments are 44.88 % compared to 18.40 % of other investments.
Hence, Chinese investors very often take controlling stakes in the companies in
which they invest. In contrast, Gulf investors tend to take relatively smaller stakes
with a mean of 9.63 %. The differences in means are significant at the 1% level.

With regard to company characteristics, Chinese investors are invested in rel-
atively small companies. The average market value of Chinese portfolio compa-
nies is EUR 1.26 billion, compared to EUR 2.41 billion for other investments. As
the distribution of market values is skewed, we additionally consider the median
values for our comparison. As a result, the differences in market value show the
same pattern with a median value of EUR 54.21 million for Chinese portfolio
companies compared to EUR 181.21 million for other investments. Results for
revenue and employees also indicate that Chinese investors invest in smaller
companies. However, with regard to age, Chinese portfolio companies do not
appear to be notably younger, with a mean age of 56.28 years compared to
52.83 years for other investments. Results for the degree of internationalization,
measured by foreign sales ratio, remain inconclusive for Chinese investments. In
contrast, investors from the Gulf states are invested in larger, older, and more
mature companies. The average market value of Gulf portfolio companies is
EUR 25.46 billion. Revenue and employee numbers are comparatively larger.
Companies in this group are also significantly older, with an average age of
83.05 years compared to 52.83 years for other investments. The foreign sales ra-
tio is significantly larger, with a mean of 77.65% compared to 43.07 %. Hence,
Gulf investors are invested in firms that are more international. For Gulf invest-
ments, all mentioned differences in means are significant at the 1% level.
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Investments also vary with regard to financing and investment practices. Chi-
nese portfolio companies have a lower leverage, R&D, and dividend payout ra-
tio.* The mean leverage is 35.54 % compared to 82.64% for other investments;
the mean R&D ratio is 4.35% compared to 4.95%; the mean payout ratio is
15.32% compared to 30.97 %. Differences in means for leverage and payout ra-
tio are significant at the 1% level. In contrast, Gulf portfolio companies have a
higher leverage. Mean leverage is notably larger with 167.30% compared to
82.64 % for other investments, which is significant at the 1% level. The results
for R&D ratio and payout ratio point in the same direction, even though the
means are not significantly different.

Lastly, portfolio companies in both groups tend to perform worse than other
firms, with Chinese portfolio companies reporting the lowest mean and median
return on assets. However, the differences are not statistically significant.

2. Multivariate Analyses

Even though the univariate analyses provide a first indication that investment
patterns of Chinese and Gulf investors significantly differ from the rest of the
sample, as well as from one another, the explanatory power of such analyses re-
mains limited. Following prior academic literature, we employ OLS and logit
models based on lagged explanatory variables to get more robust insights on in-
vestment propensities (Erel/Liao/ Weisbach 2012; Fuest et al. 2019; Karolyi/Liao
2017). Therefore, we take all shareholdings and estimate the probability that the
ultimate investment owner is from China or the Gulf states. Tables 5 and 6 show
the results for Chinese and Gulf investments, respectively. Due to multicolline-
arity issues, we only include market value as a firm size measure.> As our goal is
to differentiate effects inherent to the owner’s region of origin from those relat-
ed to specific owner types, we run the regressions on investment level - i.e., us-
ing individual shareholdings above 3% - without (regressions (1) and (2)) and
with (regressions (3) and (4)) owner type controls.6 Our aim is to crystalize the

4 For companies with missing R&D ratio (e.g. service companies), the missing values
are replaced by the value 0. In the multivariate regressions, an additional dummy is in-
cluded as control variable to account for this replacement.

5 Including all three variables, market value, revenue and number of employees, yield-
ed an average variance inflation factor of 35 for the logit regression.

6 For our logistic regressions, total number of observations notably decreases to be-
tween 5,946 and 4,928 for Chinese investments and between 4,382 and 3,252 for Gulf in-
vestments. The main reason for this is that Chinese and Gulf investments do not cover
every industry and investor type. As a result, the dummy variables for these industries
and investor types would perfectly predict the model and overall explanatory value is
lost. Observations with such industries and investor types (without any Chinese/Gulf in-
vestment) are therefore excluded (e. g., mining and construction industry for Chinese in-
vestments). Results excluding the dummy variables are also discussed in this section.
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effects produced purely by the region of origin. In addition, we aggregate our
analysis on a company level, employing a Chinese/Gulf state investment dummy
equal to one if the company has an investor from China/a Gulf state in the
respective year, and zero otherwise (regressions (5) and (6)). Lastly, we use a
matched sample (column 7), where the Chinese/Gulf state investment dummy
equals one if the Chinese/Gulf state investment in the company exceeds the 3%
threshold for the first time or if an existing stake above 3 % has been increased,
and zero otherwise. With the latter analysis, the control sample covers only
CDAX firms with the same year-industry combination as the companies with
the new (or additional) Chinese/Gulf state investments.

As shown in Table 5, many of the descriptive results regarding Chinese invest-
ments are confirmed. Regression results without and with owner type controls
are overall very similar. Therefore, it appears that the specific owner types pro-
vide only a limited explanation of Chinese investment preferences. Companies
with Chinese investors are comparably smaller but not significantly younger. In
regression (7), we even find indications that Chinese investors target relatively
older companies. R&D ratio is significantly lower for Chinese portfolio compa-
nies. One potential explanation is that Chinese investors are simply less interest-
ed in R&D expenditures than other investor groups. Schmid et al. (2014) pro-
vide an alternative explanation, finding that family firms report R&D expendi-
tures too conservatively. Therefore, families as prior blockholders in Chinese
target firms could be another driver for significantly lower R&D ratios. The re-
ported payout ratio appears to be lower for Chinese investors, although not sta-
tistically significant. Additionally, we have a weak indication that Chinese port-
folio companies have a comparably lower return on assets and a lower degree of
internationalization.

Gulf investment characteristics, as shown in Table 6, are notably different.
Gulf investors prefer relatively larger companies. The results regarding company
age are inconclusive. The degree of internationalization (i.e., the foreign sales
ratio) of companies targeted by investors from the Gulf states is significantly
higher. The results also indicate that leverage and R&D ratio of portfolio firms
are higher, particularly when we additionally control for owner types (regres-
sion (4)). Throughout regressions (1) to (6), we find that Gulf investments ap-
pear to be in poorer-performing companies compared to other investors, as in-
dicated by significantly lower return on assets.

We also conducted robustness checks to validate our results. First, we replicat-
ed the logistic regressions in Tables 5 and 6, excluding controls for industry and
investor type, thereby increasing the number of observations. Further robust-
ness tests are based on clustering regions more granularly, including additional
dummies for North American, German, and other European ultimate owners.
All untabulated results support the findings from our main regressions.
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3. Event Study Analysis

In addition to our uni- and multivariate analyses, we conduct an event study
analysis to investigate shareholder value effects associated with Chinese and
Gulf investments. Therefore, we assess the average abnormal stock price reac-
tion to 43 announcements of new or additional investments by Chinese and
Gulf investors between 2009 to 2018. The information on event dates is ob-
tained from ad hoc announcements of Chinese and Gulf investors surpassing
voting rights thresholds pursuant to section 33 of the German Securities Trad-
ing Act.

Daily abnormal returns for each firm and day in the event window are calcu-
lated as the difference between the realized stock return and the expected stock
return. We use the market model to approximate the expected return, i.e., the
normal return in the absence of a purchase announcement (Brown/Warner
1980, 1985). The CDAX index covering all stocks listed in the main German
market segments is used as the benchmark market portfolio. We rely on an esti-
mation window of 220 days (i.e., from day -241 to day -21 relative to the event
day 0) to estimate the market model’s parameters.

As we are interested in the average shareholder value effects related to stock
acquisitions by two substantially different investor groups, we calculate the av-
erage abnormal returns for Chinese and Gulf investments separately. To account
for issues associated with information leakage and event date uncertainty
(MacKinlay 1997), we additionally cumulate average abnormal returns for dif-
ferent event windows around the announcement date (i.e., -5 to 5, -3 to 3, -1
to1,0to 1).

The significance of (cumulated) average abnormal returns is assessed using
the cross-sectional t-test (Brown/Warner 1980) and the standardized cross-sec-
tional test of Boehmer/Musumeci/Poulsen (1991). The latter is superior to the
simple t-test since it is robust to the event-induced increase of stock return var-
iance.

According to our previous results, Chinese investors tend to acquire large
shares in listed German firms, presumably to gain control and to get access to
their (intangible) assets. To assess whether the market reaction to announce-
ments of new or additional Chinese investments differs depending on the ulti-
mate shareholding, we conduct a sample split based on the 25 % threshold. We
investigate the announcements with an ultimate equity stake above and below
25% because the share of voting rights above this critical threshold is essential
for fundamental corporate decisions at shareholder meetings of listed German
firms.
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Table 7 shows the event study results. We find that announcements of new or
additional investments by Chinese investors are associated with positive and sig-
nificant abnormal returns. The average abnormal stock price reaction on the
event day equals 3.24 %. Besides economic significance, this effect is also statis-
tically significant at the 5% level according to both the cross-sectional t-test and
the Boehmer et al. test. The results based on broader event windows support the
latter finding and indicate even more significant shareholder value effects (e.g.,
4.28 % and 8.37 % with the 3- and 7-day event windows, respectively).

When splitting the sample using the 25% threshold, we find that Chinese in-
vestments related to an ultimate ownership stake above 25 % are associated with
much higher positive abnormal returns than those with an ultimate equity stake
below the 25% threshold (for instance, 4.01 % vs. 2.28 % on the announcement
day and 14.84 % vs. 0.03 % with the 7-day event window). The results for the lat-
ter subsample are only significant for the 1-day event window. These findings
indicate that Chinese investors seem to pay higher premiums when acquiring
large equity stakes and are thus seeking control.

In contrast, we do not find any significant abnormal returns for the sample of
Gulf investments. However, this result is in line with the fact that the ultimate
shareholdings of Gulf investors in our sample are all far below 25 %, indicating
that investors from the Gulf states are not looking for control associated with
acquisition premiums.

Table 7

Event Study - New Investments

New Chinese investments (N = 36)

Event window CAAR T-test cross-sectional Boehmer et al.
(-5...5) 7.29% 1.925% 1.958*
(-3...3) 8.37% 2.011** 2.016**
(-1...1) 4.28% 1.902* 1.868*

0...0) 3.24% 2.012** 2.320%*
0...1) 2.78% 1.800* 1.898*
New Chinese investments above 25% (N = 20)

Event window CAAR T-test cross-sectional Boehmer et al.
(-5...5) 13.77% 2.284* 2.488**
(-3...3) 14.84 % 2.188** 2.437%*
(-1...1) 7.04% 1.885* 1.842%

0...0) 4.01% 1.464 1.626
0...1) 4.25% 1.822* 1.762*
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New Chinese investments below 25 % (N = 16)

Event window CAAR T-test cross-sectional Boehmer et al.
(-5...5) -1.09% -0.404 -0.130
(-3...3) 0.03% 0.011 -0.089
(-1...1) 0.82% 0.472 0.506

0...0) 2.28% 1.787* 1.875*
0...1) 0.96 % 0.507 0.747
New Gulf state investments (N = 7)

Event window CAAR T-test cross-sectional Boehmer et al.
(-5...5) -0.08% -0.075 1.093
(-3...3) 1.18% 1.175 1.566
(-1...1) 1.68% 0.747 0.898

(0...0) 1.25% 0.723 0.463
0...1) 1.18% 0.659 0.752

Notes: This table reports event study results for new (or additional) Chinese and Gulf state investments. For Chi-
nese investments subsamples of announced shareholdings below and above 25 % are further analyzed. The first
date on which the transaction becomes public is used as the event day. Cumulative average abnormal returns
(CAARs) are reported along with the results of the cross-sectional t-test and Boehmer et al. test to assess their
significance. An abnormal return is calculated as the difference between the realized and the expected total re-
turn. Expected returns are calculated using the market model with an estimation window from -241 to -21 trad-
ing days and the CDAX index. Total returns are from the Refinitiv Datastream database. ***, **, and * denote
statistical significance at the 1%-, 5%-, and 10 %-level, respectively.

V. Discussion

Our findings for Chinese and Gulf investors are in line with their respective
industrial policies. The countries’ influence on firms outside FDI behavior
manifests itself in notably different investment approaches. We find the Chinese
investment approach to be rather transactional. In contrast, the investment ap-
proach of the Gulf states can be characterized as more long-term oriented and
relationship-driven.

In our observation period, Chinese FDI policies are largely influenced by Chi-
na’s strategic objective to update technology in their home market, preferably
via mergers and acquisitions (Xuan 2016). To close the technology and know-
how gap between China and more developed countries, controlling stakes in the
target companies are essential. In line with this, we find Chinese shareholders to
have control over their companies in the majority of the cases.” The strategic

7 Since we note that Chinese FDI activities are to a large extent motivated by getting
access to technology and in the case of German firms particularly to industrial technol-
ogies, which are typically centered in the manufacturing sector, we additionally assess the
average equity stakes in the manufacturing and other industries separately. In untabulat-
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goal to gain control over their portfolio companies is also reflected in the stock
premiums Chinese investors pay, particularly for investments targeting share-
holdings above 25%. With regard to company characteristics, our most out-
standing finding is the significantly lower R&D ratio of Chinese portfolio com-
panies. As indicated above, the explanations are twofold: One potential reason
emerges from the technology gap, in our observation period mainly with regard
to industrial technology, between China and Germany (Luo/Tung 2007; Mathews
2002). As the existing knowledge and capabilities of their German targets are
not yet established in China, Chinese investors potentially prioritize the existing
(intangible) assets and technologies and are less interested in further invest-
ments into R&D by their portfolio companies. Our finding that Chinese portfo-
lio companies are relatively older firms that likely have established technologies
supports this notion. The other potential explanation lies in the nature of the
portfolio companies. As Chinese investors often look to acquire majority stakes,
existing blockholders in target firms become attractive transaction partners. In
particular, family firms present a good fit, as they are generally relatively older
and smaller companies that have been shown to report R&D expenses too con-
servatively (Schmid et al. 2014).

In contrast, the Gulf states follow a long-term, relationship-oriented invest-
ment approach. To establish and build relationships, they acquire minority
stakes in large, established companies (Reuters 2017). They aim to diversify their
economies beyond oil in the long run. Minority investments in German compa-
nies serve this strategy as Gulf states hope these companies will in turn invest in
the Gulf region (Cermak 2017).8 To accomplish this goal, they are not interested
in controlling stakes but rather in “getting a foot in the door” and building rela-
tionships. Our findings that Gulf investors purchase small equity stakes in large
companies support this notion. Furthermore, we find that Gulf investors target
companies that are significantly more international. One potential explanation
that Gulf investors actively seek more international firms is that they assume
such firms can more easily expand into the Gulf region. Lastly, the significantly
lower return on assets and higher R&D expenses of firms targeted by Gulf in-

ed tests, we find that the average shareholding of Chinese investors in the manufacturing
sector (incl. capital and consumer goods) is equal to 40.75 %, while the mean sharehold-
ing in other industries is equal to 55.43 %. This finding indicates that, while Chinese in-
vestors often seem to seek control over manufacturing firms to get access to their tech-
nologies, they may pursue further goals by acquisition of even larger average stakes in
firms from other industries (e. g., the retail sector), such as fully taking over these com-
panies to establish a strategic power position or to reduce competition.

8 For instance, German blue-chip companies like Deutsche Bank, Volkswagen and
Hochtief all invested into the Gulf state Qatar, while a priori having Qatari shareholders
(Cermak 2017).
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vestors underscore this investor group’s long-term strategic motives rather than
a short-term financial profit approach.

VI. Conclusion

Our findings extend recent works by Fuest et al. (2019) and Karolyi/Liao
(2017). We provide insights on investment patterns while accounting for inves-
tor type and idiosyncratic particularities of investor regions. We find that FDI
patterns of Chinese and Gulf investors largely differ in line with their respective
industrial policies. These findings could potentially be extended and further
validated. Most importantly, as we employ a dataset of German listed compa-
nies, additional research is required to generalize our findings to non-listed
companies and other countries. Furthermore, our research mainly focuses on
the investment patterns of these investor groups. Additional research is needed
to understand their long-term impact on portfolio companies. That is particu-
larly important for Chinese investments in Germany, which have been increas-
ing sharply since 2016.
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